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2016 2015 2014 2013 2012

168,152 183,514 173,389 202,596 162,267
102,707 117,279 111,189 144,756 108,729
78,646 89,533 86,428 119,009 83,008
628,006 584,201 557,835 480,809 437,399
679,136 635,886 608,346 522,224 473,078
491,302 468,863 425,037 378,110 272,892

4,900,004 4,640,076 4,479,992 4,253,698 3,874,884 1
7,548,952 6,953,683 6,876,746 6,439,355 6,065,327
13.0 15.9 16.9 25.9 21.9
1.14 1.40 1.39 2.08 1.54
44.5 42.0 42.1 33.9 42.4
1.75 1.78 1.91 1.94 1.96
57.8 59.5 62.8 61.6 60.6
- Tier 16.0 15.6 14.4 141 -
-Tier 17.2 16.6 14.4 141 -
- 19.0 18.6 15.7 15.2 -
- - - - - 13.7
- - - - - 14.3

1 2014
2013 2012
1865
HSBC
HSBC
HSBC
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E14 5HQ
2016 12 31 175,386
2016 12 31
2016 12 31
62.14 9,658
100 15,400
100 115
(100 811
(100 34,800
100 1,530
(100 4,178
2016 12 31 117
2016 12 31 65,927
2016 2015
12 31 12 31
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2016 2015
12 31 12 31

7,904 8,244

28,625 29,356

1,632 1,658

9,455 8,955

4,560 4,652

4,045 4,610

5,350 5,413

3,048 3,189

2,062 2,111

7,151 7,608

37,302 38,196

65,927 67,552

2016 12 31 2015 12 31

11,740 13,336 25,076 11,686 13,789 25,475
3,759 6,383 10,142 3,717 6,599 10,361
2,554 3,546 6,100 2,660 3,645 6,260
451 305 756 441 356 797
10,121 13,732 23,853 10,852 13,807 24,659

28,625 37,302 65,927 29,356 38,196 67,552
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2016 12 31
43,632 26,945 17,367 1,444 7,520 96,908
17,949 10,355 9,502 1,278 218 39,302
1,377 2,450 17,168 1,007 2,062 24,064
3,591 76) 91 - 164 3,570
335 249 33 - 615 1,232
67 1 - - 166 234
52,954 3,004 - - 46) 55,912
7,792 473 1,143 15 2,093 11,516
127,697 43,201 45,304 3,744 12,792 232,738
(61,280) (3,306) - - - (64,586)
66,417 39,895 45,304 3,744 12,792 168,152
(2,133) (2,469) (874) 4 (82) (5,554)
64,284 37,426 44,430 3,748 12,710 162,598
(32,520) (14,971) (19,413) (2,332) (5,567) (74,803)
31,764 22,455 25,017 1,416 7,143 87,795
148 - - - 14,764 14,912
31,912 22,455 25,017 1,416 21,907 102,707
936,310 996,772 791,522 91,574 17,936 2,834,114
2,537,128 1,286,368 857,583 192,163 26,762 4,900,004
2015 12 31
( )
40,373 26,389 17,684 1,356 8,575 94,377
22,191 11,450 10,174 1,658 186 45,659
1,532 2,527 18,788 990 (221) 23,616
(2,542) (241) 51 - 172 (2,560)
333 116 26 - 11,136 11,611
12 - 4 - 194 210
49,161 3,456 - - (24) 52,593
5,421 604 1,119 33 3,262 10,439
116,481 44,301 47,846 4,037 23,280 235,945
(48,684) (3,746) - - @) (52,431)
67,797 40,555 47,846 4,037 23,279 183,514
(2,370) (3,079) 385 ) (5) (5,074)
65,427 37,476 48,231 4,032 23,274 178,440
(33,448) (15,229) (20,434) (2,438) (5,442) (76,991)
31,979 22,247 27,797 1,594 17,832 101,449
177 - - - 15,653 15,830
32,156 22,247 27,797 1,594 33,485 117,279
913,038 979,438 751,518 101,873 16,423 2,762,290
2,352,493 1,243,696 801,441 222,320 20,126 4,640,076
2016
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CMB  GB&M
102,707 2015

10,636

2015 12 3,936

2015 2016
2015 2,531
2015
2015 6,537 14 2015
2016
448
2015
2016
6,130
10,379
1,077 10 2015 150
480
2015 GBEM
CMB
CMB
2015 150

2,188
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ooo0000
HKMA
2010 12
2015 Tier CET
4.5
2011
2013
2013
2013 10
2012 2013
2014 2015
2.5
CCB
CCyB D-SIB
3.5 HLA 2016 2019
2016
0.625 2017 1.25 2017 27 HKMA 2018
1.875
2015 16 HKMA
2.5
2016 0.625 2019 2015 12 31
2016 12 30 HKMA
2014 11 FSB
G-SIB TLAC 2015 11
2019
16 2022 18
2019 2022

6.75
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Tier

2013
2018

2016 2015

12 31 12 31

6.3 6.4

444,872
7,018,046

418,758
6,514,618
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www . hsbc.com.hk



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooooo
Regulatory Disclosures 2016
2016 12 31
25,931 2015 12 31 27,819
2016 12 31
2015 12 31
2016 2015
12 31 12 31
Tier  CET 16.0 15.6
Tier 17.2 16.6
19.0 18.6
2016 2015
12 31 12 31
2,027,690 1,942,430
171,150 176,764
90,454 101,551
299,295 298,662
2,588,589 2,519,407
2016 2015
12 31 12 31
365,094 350,948
832,810 805,921
899,276 912,350
27,262 30,789
464,147 419,399
2,588,589 2,519,407
2015 12

37
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2016 2015
12 31 12 31

551,776 514,078
628,006 584,201
(1,454) (1,454)
(14,737) (14,737)
(60,039) (53,932)
22,676 22,352
51,130 51,685
(6.442) (5,717)
(22,012) (23,616)
(160,144) (142,611)
(2,020) (1,845)
(14,029) (14,032)
(1,566) (1,863)
222 1)
(1,195) (940)
62) (40)
(57,395) (39,524)
(58,168) (56,497)
(25,931) (27,819)
414,308 393,819




Tier ( AT
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AT

AT

AT

Tier

Tier

Tier

Tier

Tier

Tier

1 HKMA
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47,897 50,826
14,737 14,737
25,228 25,213
7,932 10,876
(17,333) (25,887)
(17,333) (25,887)
30,564 24,939
444,872 418,758
67,536 79,164
1,551 3,100

- 8,138
3,102 6,204
21,472 21,603

26,830

26,079

14,581 14,040
(21,106) (29,059)
(21,106) (29,059)
46,430 50,105
491,302 468,863

Tier

Regulatory Disclosures

CET 14.7 2015
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2016 12 31 2015 12 31
414,308 393,819
(34,666) (51,774)
379,642 342,045
30,564 24,939
(25,228) (25,213)
(6,534) (9,494)
17,333 25,887
16,135 16,119
46,430 50,105
(1,551) (3,100)
- (8,138)
(3,102) (6,204)
(1,462) (1,607)
17,333 25,887
57,648 56,943
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2016 2015
213,783 151,103
21,401 25,020
242,194 220,184
299,719 257,851
479,807 380,955
17,853 18,825
271,567 212,779
463,211 421,221
2,834,114 2,762,290
1,826,640 1,706,981
242,773 244,396
84,162 76,035
64,017 63,812
2,655,816 2,545,291
9,717,057 9,086,743




EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

oooooog
BBB+ BBB
BB+ BB
2015
25.0 14.4
10.6
2 1
BBB A- CRR 0 - 0.169 2 0 - 0.999
CRR L5 EL
BBB- BB BBB+ BBB- CRR 0.170 - 0.740 EL 1.000 - 4.999
BB- B BB+ B CRR 0.741 - 4.914 L EL 5.000 - 19.999
CRR
B- c B- c CRR 4.915 - 99.999 L EL 20.000 -
99.999
CRR
CRR 100 EL  EL10 100+
CRR10 3
1 EL EL10 EL EL 90
)
2
3 PD) LGD
100 100
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2016 12 31
19,557 103 1,740 1 - - - 21,401
248,523 23,449 27,348 399 299,719
404,360 62,446 11,923 1,078 479,807
16,741 463 649 - 17,853
204,144 49,580 17,835 8 - - - 271,567
427,060 31,786 4,031 334 - - - 463,211
1,406,265 741,754 624,632 28,304 26,473 19,378 (12,692) 2,834,114
894,151 80,243 46,548 1,120 18,230 4,388 (2,198) 1,042,482
441,340 608,415 551,446 26,923 7,864 14,777 (10,419) 1,640,346
70,774 53,096 26,638 261 379 213 (75) 151,286
1,716,823 71,072 38,745 - - - - 1,826,640
33,048 17,873 30,598 2,105 382 156 - 84,162
4,476,521 998,526 757,501 32,229 26,855 19,534 (12,692) 6,298,474
2015 12 31
23,122 138 1,758 2 - - - 25,020
196,284 33,923 27,548 96 257,851
331,119 32,973 16,442 421 380,955
16,119 635 2,071 - 18,825
152,464 33,441 26,842 32 - - - 212,779
385,484 32,197 3,050 487 3 - - 421,221
1,381,933 737,571 585,852 23,674 26,386 18,403 (11,529) 2,762,290
882,961 75,931 44,963 729 19,940 3,998 (1,978) 1,026,544
454,541 619,577 520,073 22,424 6,122 14,315 (9,454) 1,627,598
44,431 42,063 20,816 521 324 90 97) 108,148
1,578,353 80,329 48,299 - - - - 1,706,981
24,151 20,765 29,800 1,051 162 106 - 76,035
4,089,029 971,972 741,662 25,763 26,551 18,509 (11,529) 5,861,957
1
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0000000
90
30 60 90
29 59 89 180 180
2016 12 31
1 21,182 3,865 1,421 5 - 26,473
14,402 2,818 1,010 - - 18,230
6,499 949 411 5 - 7,864
281 98 - - - 379
206 42 28 51 55 382
21,388 3,907 1,449 56 55 26,855
2015 12 31
1 20,868 4,182 1,321 15 - 26,386
15,161 3,594 1,185 - - 19,940
5,385 586 136 15 - 6,122
322 2 - - - 324
3 - - - - 3
66 26 27 33 10 162
20,937 4,208 1,348 48 10 26,551
1
¢ )
®C )
2016 12 31
11
CRR CRR10
90
- EL EL10
- EL EL 90

51/361



60

¢ )

LTV

®C )

EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

0 )

LTV

52/361



¢ )

EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

53/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooogd
12 31

2016 2015

807,534 775,823

LTV 100 (A 320 1,300
A 206 1,199
15 839

807,869 777,962

1,913 1,721

LTV 70 1,410 1,330
LTV 71 ) 372 333
LTV 91 100 131 58
LTV 100  (B) 51 64
B 42 50
1 8

1,965 1,793

809,834 779,755

LTV
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CRR/EL

Q)
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®

CRR/EL 10

©

CRR/EL
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12 31
2016 2015
318,874 314,069
98,601 95,551
211,694 203,603
8,579 14,915
4,283 9,104
3 45
2 37
1 8
1 3
168 570
25 395
101 137
42 38
46 22
319,045 314,684
12 31
2016 2015
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ooOoooOoo
CRR/EL 3,258 1,954
3,139 1,274
24 316
D) 95 364
A 25 131
CRR/EL 10 15,033 14,197
6,581 6,869
3,472 3,408
®) 4,980 3,920
B 2,081 1,827
18,291 16,151

CRR 10

2016 12 31 CRR/EL
2015

1SDA
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1SDA

CSA CSA
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36

ABS
CDS

34
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ILR

ILR LCR
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12
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LCR
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LCR 30
HQLA
HQLA
2016 12 31
LCR
NSFR
NSFR  LCR
2014 10 NSFR
NSFR 295

NSFR

2016 12 31

NSFR
LCR NSFR

2016 12 31
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OooooOodd
LCR
1SDA CSA
2014 HKMA 2015
11¢ ) LCR 2016
70 LCR 2019 10 100
NSFR 2018
LCR
2016 2016 2016 2016 2015 2015 2015 2015
12 31 30 30 31 12 31 30 30 31
LCR 184.9 189.6 193.6 186.6 159.8 156.7 142.5 137.4
2016 LCR
2015 12 31 159.8 25.1
2016 12 31 184.9
HQLA
LCR HQLA
2016 2016 2016 2016 2015 2015 2015 2015
12 31 30 30 31 12 31 30 30 31

1,580,397 1,533,814 1,512,512 1,510,252 1,443,350 1,405,245 1,368,320 1,324,230
2A 59,571 64,572 64,381 55,134 58,026 49,916 41,658 35,956
2B 10,954 12,250 10,136 7,266 6,267 7,729 7,992 7,314
1,650,922 1,610,636 1,587,029 1,572,652 1,507,643 1,462,890 1,417,970 1,367,500
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Regulatory Disclosures 2016

2016

NRADE —NEAREBLUIET T — e A
At AR —ﬁﬂ —ﬁﬂ
—{BAATLF —{ERERTL-oF
—#=t
CBEM{BSMESL:, ) GBEM(BSME®E:.) GPB CMB REWM
VaR~ BGE - ALLA-TAL VaR~ BB E .~ AFL-A-FAR

e BRORBELVVZLIZCEEMA THEXA S8, NEIMEEBHET S50 R— b TREALN (BEM) IFI—T L — 122
F—D—EfEF MR TS,

HSBC

63/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

MOC
WCMR

HSBC
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2016
RNIV RNIV
RNIV VaR
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2016
RMB
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VaR 2016 12 31
VaR 2015 12 31
VaR
VaR
1
VaR 99
2
2016 12 31
27 95 14 17 (56) 97
52 108 13 23 110
78 161 26 54 181
2015 12 31
31 70 21 29 (62) 89
54 102 16 27 134
92 194 39 45 238
1
2
VaR VaR
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RWA
HKFRS
10
2016 12 31
170,111 189,993
2015 12 31
156,567 186,866
HSBC
HSBC ORMF
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2016
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T

2016 IT
2016
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RC
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2016

2017

HSBC

AML

2016
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2012 12
HNAH
HSBC
DoJ
FRB
DoJ FRB FCA
AML
2013
2016
DPA
DoJ
HSBC
AML

DPA
FCA
FCA
AML

FSVC

HSBC

HSBC
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1 2 3
2016 12 31
56,863 48,644 107 105,614
660 17 1 678
238,126 - 22,641 260,767
43,412 - 1,071 44,483
24,194 1,001 3,955 29,240
363,255 49,752 27,775 440,782
10,321 1,308 - 11,629
PVIF - - 44,077 44,077
7,665 3 3,894 11,562
381,241 51,063 75,746 508,050
29,511 6,792 - 36,303
342,134 44,036 - 386,170
159 - 6,981 7,140
- - 10,540 10,540
371,804 50,828 17,521 440,153
- - 67,897 67,897
371,804 50,828 85,418 508,050
2015 12 31
51,197 46,561 426 98,184
633 1 86 720
204,961 - 23,638 228,599
41,583 - 1,066 42,649
23,796 1,444 3,525 28,765
322,170 48,006 28,741 398,917
7,303 1,402 - 8,705
PVIF - - 36,897 36,897
7,275 6 3,232 10,513
336,748 49,414 68,870 455,032
29,228 6,821 - 36,049
298,576 42,244 - 340,820
95 - 5,846 5,941
- - 10,445 10,445
327,899 49,065 16,291 393,255
- - 61,777 61,777
327,899 49,065 78,068 455,032

HKMA
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10
10
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ooooogd
2016 12 31 2015 12 31
(56) (4,137) 172 (3.602)
@) 4,575 (949) 3,618
1,345 1,347 1,225 1,225
(1,354) (1,357) (1,092) (1,092)
143 143 136 136
(143) (143) (136) (136)
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)
)
100 2015 100
2016 12 31
30
15 15
2016 12 31
28,980 118,623 255,449 252,421 655,473
3,025 16,492 35,559 70,238 125,314
32,005 135,115 291,008 322,659 780,787
2015 12 31
26,738 112,308 230,750 237,112 606,908
2,454 13,397 42,131 82,993 140,975
29,192 125,705 272,881 320,105 747,883
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HSBC
PVIF
PVIF
PVIF
PVIF
PVIF
PVIF
12 31 PVIF
PVIF
2016 2015
100 67 (63)
100 379 (64)
PVIF
2016 2015
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10 467
(398)
452
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(355)
407
(285)
271

oOoOooodn

(402)
400
(355)
407
(285)
271



EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

NIl 2015 2,531
3,879

2015

2015 216

2015
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2016 2015
96,908 94,377
5,527,461 5,311,284
% %
1.67 1.67
0.08 0.11
1.75 1.78

2016 2015
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PVIF
2016 12 31

114
12 0.66

2016

2016 12 31

BoCom

BoCom

73

2016
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11,543
2,044
(1,126)
3,315
55,912
7,306
771

/C )

oOoOooodn

10,486
1,941

(656)

(2,783)
52,593
4,689
760

79,765
(64,586)

67,030
(52,431)

15,179

14,599

10

2015
2016

2,847

0.68

0.20 2015 0.18

2017

BoCom
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260 4,900 2016 12 31
2015 12 31 59.5 57.8
44 2016 12 31 628
33
18

33
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2016

2016

2016

12 31
2015 12 31

12 31
2015 12 31

12 31
2015 12 31
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56,936
49,568
16
111,640
110,064
171,230
134,062
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)
2017 28
) ) )
45,743,491,798
0
2,478,000, 000
200,000,000
2017 28
)
45,743,491,798
0
2,478,000,000
200,000,000
48,421,491,798
)
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(

oOoOooodn
)

) )
2012 29 780,000,000 12,856,147,294( 1,950,000,000.00f 32,140,368,235.00
2012 5,305,575,607 18,161,722,901( 13,263,939,017.50 45,404,307,252.50
2012 16 775,760,000 18,937,482,901 1,939,400,000.00f 47,343,707,252.50
2012 11 26 4,650,000,000 23,587,482,901| 11,625,000,000.00| 58,968,707,252.50
2013 10 31 7,750,000,000 31,337,482,901| 19,375,000,000.00| 78,343,707,252.50
2013 12 19 2,790,000,000 34,127,482,901| 6,975,000,000.00| 85,318,707,252.50
2014 26 4,293,500,000 38,420,982,901| 10,733,750,000.00( 96,052,457,252.50
2016 22 3,875,000,000 42,295,982,901| 9,687,500,000.00| 105,739,957,252.50
2016 18 3,447,508,897 45,743,491,798| 8,618,772,242.50| 114,358,729,495.00

2.50

) )
2012 29 (250,000,000) 2,950,500,000 (250,000,000.00)| 2,950,500,000.00
2012 11 26 (1,500,000,000) 1,450,500,000| (1,500,000,000.00)( 1,450,500,000.00
2013 12 19 (400,500,000) 1,050,000,000 (400,500,000.00)| 1,050,000,000.00
2016 22 (1,050,000,000) 0| (1,050,000,000.00) 0

2012 2013
2016 22
Tier 1,250 9,687.5

) )
2013 28 (900,000,000) 5,753,000,000{ (900,000,000.00)| 5,753,000,000.00
2013 26 (900,000,000) 4,853,000,000| (900,000,000.00)( 4,853,000,000.00
2013 21 (900,000,000) 3,953,000,000| (900,000,000.00)( 3,953,000,000.00
2014 26 (700,000,000) 3,253,000,000{ (700,000,000.00)| 3,253,000,000.00
2017 28 (775,000,000) 2,478,000,000 0 3,253,000,000.00
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OoOoOoOoOodno
2013
2014 26
Tier 1,385 10,733.75
2017 28
) )
2013 20 (1,045,000,000) 1,085,000,000( (1,045,000,000.00)| 1,085,000,000.00
2014 26 (685,000,000) 400,000,000 (685,000,000.00) 400,000,000.00
2016 22 (200,000,000) 200,000,000 (200,000,000.00) 200,000,000.00
2013
2014 26
Tier 1,385 10,733.75
2016 22
Tier 1,250 9,687.5
2017 28
)
45,743,491,798 9447
C )
E14 5HQ 2,478,000,000 5.12
«C )
200,000,000 0.41
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40
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1980
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67

2004 10

12

2013 17
2013 15

2013 12
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60

2006

12

65

2005
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2010
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68

2012 11 26

65

1997 11 25
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2012 21
64

2014 22
49

1992 26
52

2014 12
60

2016
68
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2003

62

2012

68

2013
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2013 10
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HKMA

HSBC

HSBC

HKMA

2016 12 31
PwC
24

)

HSBC
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78 77 82 573
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2016 12 31

( 38 50 ) 131

2017 21

193

2017 UFJ
14.55
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Ooooood
12 31
2016 2015
2a 122,564 1,783,306 124,060 1,805,073
(25,656) (373,295) (29,683) (431,888)
96,908 1,410,011 94,377 1,373,185
47,139 685,872 51,926 755,523
(7,837) (114,028) (6,267) (91,185)
2b 39,302 571,844 45,659 664,338
2c 24,064 350,131 23,616 343,613
2d 3,570 51,944 (2,560) (37,248)
2e 1,232 17,926 11,611 168,940
234 3,405 210 3,056
3a 55,912 813,520 52,593 765,228
of 11,516 167,558 10,439 151,887
232,738 3,386,338 235,945 3,433,000
3 (64,586) (939,726) (52,431) (762,871)
168,152 2,446,612 183,514 2,670,129
2g (5,554) (80,811) (5,074) (73,827)
162,598 2,365,801 178,440 2,596,302
4a (38,896) (565,937) (41,126) (598,383)
2h (29,917) (435,292) (29,883) (434,798)
17a (4,493) (65,373) (4,380) (63,729)
(1,497) (21,781) (1,602) (23,309)
(74,803)  (1,088,384) (76,991) (1,120,219)
87,795 1,277,417 101,449 1,476,083
14,912 216,970 15,830 230,327
102,707 1,494,387 117,279 1,706,409
53 (17,912) (260,620) (17,296) (251,657)
84,795 1,233,767 99,983 1,454,753
78,646 1,144,299 89,533 1,302,705
6,149 89,468 10,450 152,048
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12 31
2016 2015

84,795 1,233,767 99,983 1,454,753
(430) (6.257) (2,430) (35,357)
(1,226) (17,838) (15,637) (227,518)
2 29 8 116
2,296 33,407 37 538
(143) (2,081) 354 5,151
1,354 19,701 1,662 24,182
(2.,295) (33,392) (1,433) (20,850)
139 2,022 ©7) (1,411)
1,266 18,420 460 6,693
(15,241) (221,757) (19,188) (279,185)
3,825 55,654 6,601 96,045
(678) (9,865) (1,101) (16,020)
1,016 14,783 (662) (9,632)
(183) (2,663) 105 1,528
(10, 298) (149,836) (31,321) (455,721)
74,497 1,083,931 68,662 999,032
68,577 997,795 63,447 923,154
5,920 86,136 5,215 75,878
74,497 1,083,931 68,662 999,032
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12 31

2016 2015
213,783 3,110,543 151,103 2,198,549
21,401 311,385 25,020 364,041
242,194 3,523,923 220,184 3,203,677
7 371,634 5,407,275 302,626 4,403,208
8 479,807 6,981,192 380,955 5,542,895
9 106,016 1,542,533 99,095 1,441,832
271,567 3,951,300 212,779 3,095,934
463,211 6,739,720 421,221 6,128,766
10 2,834,114 41,236,359 2,762,290 40,191,320
12 1,835,351 26,704,357 1,716,046 24,968,469
38 242,773 3,532,347 244,396 3,555,962
15 125,792 1,830,274 122,438 1,781,473
16 56,936 828,419 49,568 721,214
17 111,640 1,624,362 110,064 1,601,431
5 1,503 21,869 1,836 26,714
18 171,230 2,491,397 134,062 1,950,602
7,548,952 109,837,252 6,953,683 101,176,088
242,194 3,523,923 220,184 3,203,677
37,753 549,306 30,753 447,456
27,810 404,636 16,158 235,099
192,479 2,800,569 148,294 2,157,678
19 4,900,004 71,295,058 4,640,076 67,513,106
20 188,470 2,742,239 191,851 2,791,432
8 462,458 6,728,764 369,419 5,375,046
21 51,116 743,738 50,770 738,704
22 25,235 367,169 40,859 594,498
4c 3,867 56,265 5,809 84,521
38 198,038 2,881,453 110,073 1,601,562
23 99,487 1,447,536 86,920 1,264,686
24 386,170 5,618,774 340,820 4,958,931
5 1,619 23,556 2,456 35,735
5 21,401 311,385 18,799 273,525
26 4,836 70,364 8,003 116,444
27 26,879 391,089 36,553 531,846
6,869,816 99,955,823 6,317,797 91,923,946
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28 114,359 1,663,923 96,052 1,397,557
29 14,737 214,423 14,737 214,423
85,886 1,249,641 93,031 1,353,601

413,024 6,009,499 380,381 5,534,544

628,006 9,137,487 584,201 8,500,125

51,130 743,942 51,685 752,017

679,136 9,881,429 635,886 9,252,141

7,548,952 109,837,252 6,953,683 101,176,088
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ooooooo
2016 12 31
1
96,052 14,737 380,381 52,099 4,880 (35) (16,991) 53,078 584,201 51,685 635,886
78,646 78,646 6,149 84,795
542 3,123 1,309 (758) (14,870) 585 (10,069) (229) (10,298)
622 622 (123)| 499
(758)| (758) (45 (802)
(245) 3,123 2,878 269 3,147
793 793 40 833
®) 687 585 1,266 1,266
(14,870)| (14,870)| (37) (15,241)
79,188 3,123 1,309 (758) (14,870) 585 68,577 5,920 74,497
18,307 18,307 18,307
(43,296) (43,296) (6,297) (49,593)
235 (258) (23) (©) (26)
(3,484) (1,459) 5,183 240 (75) 65
114,359 14,737 413,024 53,763 6,189 793) (31,861) 58,588 628,006 51,130 679,136
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OooooOodd
2016 12 31
1
1,397,557 214,423 5,534,544 758,040 71,004 (509)  (247,219) 772,285 8,500,125 752,017 9,252,141
1,144,299 1,144,299 89,468 1,233,767
7.886 45,440 19,046 (11,029)  (216,359) 8,512 (146,504) (3.332)  (149,836)
9,050 9,050 (1,790) 7,260
(11,029)| (11,029)| (640)) (11,669)
(3,565), 45,440 41,875 3,914 45,789
11,538 11,538 582 12,120
@7) 9,996 8,512 18,420 18,420
(216,359) (216,359) G.3) | @u1.757)
1,152,185 45,440 19,046 (11,029)  (216,359) 8,512 997,795 86,136 1,083,931
266,367 266,367 266,367
(629,957) (629,957)  (91,621)  (721,578)
3,419 G.750) (335) “4) @78)
(50,692) (21,228) 75,413 3,492 (2,546) 946
1,663,923 214,423 6,009,499 782,252 90,050 (11,538)  (463,578) 852,455 9,137,487 743,942 9,881,429
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2015 12 31
1
96,052 14,737 339,061 48,481 16,537 (166) 1,872 41,261 557,835 50,511 608,346
89,533 89,533 10,450 99,983
(929) 5,146 (11,657) 131 (18,863) 86 (26,086) (5,235) (31,321)
(12,032) (12,032) (5,636) (17,668)
131 131 1 132
(238) 5,146 4,908 592 5,500
(690) (690) 133 (557)
) 375 86 460 460
(18,863), (18,863) (325) (19,188)
88,604 5,146 (11,657) 131 (18,863) 86 63,447 5,215 68,662
(37,405) (37,405) (4,053) (41,458)
7 345 352 4 356
(9,886) (1,528) 11,386 (28) 8 (20)
96,052 14,737 380,381 52,009 4,880 (35) (16,991) 53,078 584,201 51,685 635,886
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OooooOodd
2015 12 31
1
1,397,557 214,423 4,933,338 705,399 240,613 (2,415) 27,238 600,348 8,116,499 734,935 8,851,434
1,302,705 1,302,705 152,048 1,454,753
(13,517) 74,874 (169,609) 1,906 (274,457) 1,251 (379,551) (76,169)  (455,721)
(175,066) (175,066) (82,008)| | (257,069)
1,906 1,906 15 1,921
(3,463) 74,874 71,411 8,614 80,025
(10,040), (10,040) 1,935 (8,104)
15) 5,456 1,251 6,693 6,693
(274,457) (274,457) @,729)| | (279,185)
1,289,188 74,874 (169,609) 1,906 (274,457) 1,251 923,154 75,878 999,032
(544,243) (544,243) (58,971)  (603,214)
102 5,020 5,122 58 5,180
(143,841) (22,232) 165,666 407) 116 (291)
1,397,557 214,423 5,534,544 758,040 71,004 (509)  (247,219) 772,285 8,500,125 752,017 9,252,141
HSBC

108/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

Ooooood
12 31
2016 2015
32 210,612 3,064,405 168,508 2,451,791
17,961 261,333 15,201 221,175
235 3,419 212 3,085
4,664 67,861 4,990 72,605
(18,222) (265,130) (17,020) (247,641)
215,250 3,131,888 171,891 2,501,014
(567,270) (8,253,779) (579,361) (8,429,703)
446,850 6,501,668 462,793 6,733,638
(3,009) (43,781) (3,687) (53,646)
2 29 355 5,165
(1,825) (26,554) (1,796) (26,132)
388 5,645 5,092 74,089
(124,864) (1,816,771) (116,604) (1,696,588)
90,386 1,315,116 55,287 804,426
18,307 266,367
63,982 930,938 1,395 20,297
(9,688) (140,960)
(3,110) (45,251) (7,704) (112,093)
6 (42,565) (619,321) (36,750) (534,713)
731 (10,636) (655) (9.530)
(6.297) (91,621) (4,053) (58,971)
(1,008) (14,666) (864) (12,571)
(1,010) (14,696) (1,004) (14,608)
17,880 260,154 (49,635) (722,189)
33 108,266 1,575,270 5,652 82,237
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)

HKFRS

2016 12 31
2016 12 31

)
HKFRS
2016 12 31

HKFRS
HKICPA  HKFRS HKFRS 15

HKFRS

2014 HKICPA  HKFRS

FVOCI FVPL
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HKFRS

HKAS 39

oOoOooodn
HKICPA
622
2016
HKFRS 16
HKAS 39



ECL

ECL

HKAS 39

ECL

12
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O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
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FVOCI
ECL 12
12 ECL

ECL

ECL

ECL
HKAS 39
HKFRS
12 ECL
HKAS 39

HKFRS

HKAS 39
HKFRS
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HKFRS 15

2014

HKFRS 16
2016

17
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HKFRS

HKICPA  HKFRS

HKICPA 2019
HKFRS 16

15
2018
HKFRS 15

HKAS 17

35
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2018

HKFRS

oOoOooodn
2016 12 31
21
2017

HKFRS 15
HKFRS 15

HKFRS 16
HKAS

16
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)

)
HKFRS

15 49

50

)

(b)

2016

)
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12 31 12 31

)

BoCom BoCom

15
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HKFRS
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HKFRS

HKFRS
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PVIF

PVIF
PVIF

PVIF PVIF

PVIF

PVIF

)

50

50
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Ogoooood
374 2015 277
2016 2015
3,063 2,976
5,771 6,215
7,063 7,072
2,825 3,219
3,131 5,583
3,771 4,340
5,855 6,598
1,188 1,214
3,324 3,438
3,450 3,744
1,746 1,482
5,952 6,045
47,139 51,926
(7,837) (6,267)
39,302 45,659
2016 2015
14,892 15,862
(3,290) (1,879)
11,602 13,983

8,551 9,032
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2016
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O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

OooooOodd
(845) (1,005)
7,706 8,027
2016 2015

18,195 17,523

3,718 4,439

2,074 1,674

2,045 1,636

29 38
77 20)

/
(2,550) 68
2,598 (88)
29
24,064 23,616
/
2016 2015

4,104 (2,304)

(651) (374)

3,453 (2,678)

/

102 100

15 18

3,570 (2,560)

2016
62 2015 26

130/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooooo
2016 2015
10,636
1,234 983
@ ®
1,232 11,611
2015
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150

2015
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OooooOodd
2016 2015
693
7,306 4,689
36 480
/ () 134
1 23
400 404
3,830 4,016
11,516 10,439
146 2015 278
2016 2015
5,224 4,011
(1,567) (1,390)
@ (305)
3,380 2,316
2,065 2,656
109 102
5,554 5,074
2015

2015
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oOoOooodn
h
2016 2015
3,665 3,542
4,107 4,032
7,772 7,574
2,909 3,900
19,236 18,409
29,917 29,883
2016
27
2015 22
2015
3,675 2015
3,692
i
82 2015 78
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OooooOodd
57,349 2,522 59,871
(3.930) (29) (3.959)
53,419 2,493 55,912
51,367 4,937 56,304
(3,684) Q@7 (3,711)
47,683 4,910 52,593
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OooooOodd
63,473 4,472 67,945
19,099 2,395 21,494
44,374 2,077 46,451
(3,514) 155 (3,359)
(319) (80) (399)
(3,195) 235 (2,960)
59,959 4,627 64,586
53,950 1,577 55,527
21,216 3,285 24,501
32,734 (1,708) 31,026
(3,214) 118 (3,096)
(318) (445) (763)
(2,896) 563 (2,333)
50,736 1,695 52,431
2016 2015

35,376 37,846

1,022 1,080

1,505 1,449

993 751

38,896 41,126
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2015

2015

65

100

35

93

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

HSBC

2015

1999
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OooooOodd

2016 2015
985 1,303
107 78
1,092 1,381

2015

38
2,498 2015 2,200
2016 2015

(8,303) (7.641)
1,016 (662)




EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

OOoOooOodd
12 31 (7,287) (8,303)
/
2016 1 1 13,974 (19,736) (5,762)
(846) (846)
! €] (32
(878) (878)
/ 303 (415) 112)
o1 925 1,016
o1 01
1,558 1,558
(633) (633)
(19) 28 9
1,889 1,889
(1,483) 1,524 #
2016 12 31 14,755 (18,552) 3,797)
(3.867)
70
(18,300)

(252)
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2015 1 1

2015 12 31

2017

/(

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooOoog
14,870 (20,357) (5,487)
(883) (883)
274 274
(609) (609)
297 (429) (132)
(548) (114) (662)
(548) (548)
6 6
(182) (182)
62 62
(26) 118 92
983 983
2 )
(1,604) 1,657 53
13,974 (19,736) (5.,762)
(5,809)
47
(19,475)
(261)

717
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ooooooo
2016 2015
HSBC HSBC
14,755 14,755 1,348 13,974 13,974 407
5,260 5,260 5,233 5,233 10
7,358 7,358 7,439 7,439
1 2,137 2,137 1,348 1,302 1,302 397
1
2017 2018 2019 2020 2021 2022-2026
HSBC
594 778 930 1,067 1,231 4,634
11,215 2015 12,071
2016 2015

1.80 1.70

3.0 4.0

1 1

HKLT2015 HKLT2011

1 HKLT2015 2015

Hong Kong Life Tables 2015
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25

25

25

16.5

2016
®C D

EDINETOOOO
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OooooOodd
2016 2015
(215) (249)
222 258
227 239
(221) (233)
16.5 2015
2016 2015
8,567 10,005
) (134)
7,598 8,072
(337) 223
15,754 18,166
2,159 (769)
13 18
4 (119)
2,158 (870)
17,912 17,296
2016 2015

140/361



2016

12 31

2015

12 31
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O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

Jooooog
102,707 117,279
19,727 21,983
(2,390) (2,612)
(1,951) (3,994)
1,275 1,118
957 887
294 (86)
17,912 17,296
132 083 1,107 718 2,940
(643) (6,134) (249) (12,503) @74 (19,903)
(611) (6,134) 983 858 (12,503) 344 (16,963)
@ 24 @79 6 125 198 77
®) (1,213) 252 (190) 288 (1,290) (2,158)
(678) (176) (854)
(518) (7,323) 961 674 (12,768) (929) (19,898)
108 961 674 2,415 4,158"
(626) (7.323) (12,768) (3,339) (24,056)1
106 1,079 284 763 2,232
(736) (5,390) (11,728) (1,528) (19,382)
(630) (5,390) 1,079 284 (11,728) (765) (17,150)
@ 33 (94) (i) 72 30 13
126 am 0) 595 254 674 870
(1,101) 405 (696)
(511) (6,134) 983 858 (12,503) 344 (16,963)
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OoOoO0000
1 132 983 1,107 718 2,940
1 (643) (6,134) (249) (12,503) (374) (19,903)
1 1,503 2015 1,836
21,401 2015 18,799
2,497
2015 2,216 2,047 2015 1,988
10
1,334 2015 721
2016 2015
0.44 17,065 0.37 14,250
0.20 8,500 0.20 7,500
0.19 8,500 0.20 7,500
0.19 8,500 0.20 7,500
1.02 42,565 0.97 36,750
2016 12 31 25,438
0.56
2016 2015
731 655
LIBOR 3.84
2016 2015
91,908 43,607
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180,501 178,358
71,915 44,775
27,310 35,886
371,634 302,626
2016 2015
91,908 133,422 43,607 124,962
2,421 8,115
21,708 13,675 22,095 5,806
22,950 58,240 23,186 38,969
91,908 180,501 71,915 43,607 178,358 44,775
1,576 130,085 71,299 2,164 122,934 44,093
90,332 50,416 616 41,443 55,424 682
91,908 180,501 71,915 43,607 178,358 44,775
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2016 2015
18,076,732 363,707 350,787 16,125,677 246,202 231,885
13,577,599 217,748 201,955 11,665,620 122,743 117,563
3,390,162 130,488 182,717 3,392,883 109,227 99,997
554,632 14,071 1,039 515,299 14,054 131
554,339 1,400 15,076 551,875 178 14,194
18,861,627 150,198 150,582 15,974,328 136,607 135,827
1,877,788 243 204 1,146,748 183 244
16,567,560 147,051 147,313 14,514,463 133,907 132,784
105,767 1,352 147 54,662 1,226 48
156,612 69 1,522 52,728 70 1,832
153,900 1,483 1,396 205,727 1,311 919
604,504 22,350 24,653 712,028 27,815 31,330
474,160 2,431 2,437 432,544 2,800 2,790
140,339 4,529 4,208 95,216 5,920 5,675
38,157,362 543,215 532,667 33,339,793 419,434 407,507
9,568 65 8 7,342 60 10
9,568 65 8 7,342 60 10
140,665 6,570 1,322 118,323 1,511 994
46,049 22 247 66,684 1 127
186,714 6,592 1,569 185,007 1,682 1,121
262,940 2,534 813 217,391 415 1,417
38,616,584 552,406 535,057 33,749,533 421,591 410,055
(72,599) (72,599) (40,636) (40,636)
38,616,584 479,807 462,458 33,749,533 380,955 369,419
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Ogoooood
2,286 2015 181
341 2015 1,182
2015
2016 12 31
2015
2016 12 31

2016 12 31
92,356 135,219 82,205
(6,329) (6,329) (5,695)
86,027 128,890 76,510

2015 12 31
103,693 123,920 65,679
(12,960) (22,468) (11,525)

90,733 101,452 54,154
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2016 2015
418 1,070
17,435 17,755
88,163 80,270
106,016 99,095
2016 2015
418 446 1,070 646
1,332 993
8,121 2,840 8,433 2,501
7,536 85,323 7,683 77,769
418 17,435 88,163 1,070 17,755 80,270
9,055 44,996 9,588 38,126
418 8,380 43,167 1,070 8,167 42,144
418 17,435 88,163 1,070 17,755 80,270
2016 2015
2,846,806 2,773,819
11(a) (12,692) (11,529)
2,834,114 2,762,290
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b HSBC
HSBC
2016
1 492,989 267,619 760,608
58,289 22,665 80,954
132,171 70,947 203,118
683,449 361,231 1,044,680
428,035 384,227 812,262
198,579 55,786 254,365
221,919 69,911 291,830
20,230 2,405 22,635
136,729 132,944 269,673
1,005,492 645,273 1,650,765
103,311 45,611 148,922
1,337 1,102 2,439
104,648 46,713 151,361
1,793,589 1,053,217 2,846,806
(2,960) (5,099) (8,059)
(1,959) (2,674) (4,633)
1,788,670 1,045,444 2,834,114
2015
1 472,324 260,901 733,225
56,791 22,180 78,971
132,234 84,092 216,326
661,349 367,173 1,028,522
419,589 405,594 825,183
186,463 64,420 250,883
207,448 65,412 272,860
6,292 2,484 8,776
133,718 145,632 279,350
953,510 683,542 1,637,052
64,050 42,414 106,464
1,099 682 1,781
65,149 43,096 108,245
1,680,008 1,093,811 2,773,819
(2,165) (4,875) (7,040)
(1,979) (2,510) (4,489)
1,675,864 1,086,426 2,762,290

1 30,215 2015 27,702
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2016

@

12 31

2015

@

12 31
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2016 2015
2,151 677 2,828 2,494 687 3,181
7,764 1,951 9,715 8,152 1,893 10,045
18,296 3,346 21,642 17,999 3,014 21,013
28,211 5,974 34,185 28,645 5,594 34,239
(28) (26)
28,183 28,619

7,040 4,489 11,529

(2.334) (2,694) (5.028)

277 881 1,158

3,380 2,065 5,445

(310) (58) (368)

6 (50) (CD)

10(a) 8,059 4,633 12,692

6,299 4,221 10,520

(1,505) (3,109) (4,614)

305 978 1,283

2,316 2,656 4,972

(210) (67) @77)

(165) (190) (355)

10(a) 7,040 4,489 11,529
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2016 12 31

2015 12 31

12
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oOoOooodn

6,808 10,731 17,539
1,786,781 1,042,486 2,829,267
720 1,119 1,839
1,786,061 1,041,367 2,827,428
1,793,589 1,053,217 2,846,806
(4,919) (7,773) (12,692)
(2,960) (5.099) (8.059)
(1,959) (2.674) (4,633)
1,788,670 1,045,444 2,834,114
3,258 5,488 8,746

0.4 1.0 0.6

0.3 0.7 0.4
5,781 11,005 16,786
1,674,227 1,082,806 2,757,033
728 889 1,617
1,673,499 1,081,917 2,755,416
1,680,008 1,093,811 2,773,819
(4,144) (7,385) (11,529)
(2,165) (4,875) (7,040)
(1,979) (2,510) (4,489)
1,675,864 1,086,426 2,762,290
2,360 5,153 7,513

0.3 1.0 0.6

0.2 0.7 0.4

2016 2015
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688,369 691,636
1 877,504 786,746
8,711 9,065
1,574,584 1,487,447
2 260,767 228,599
1,835,351 1,716,046
1 66,462 2015 76,037
2 7,763 2015 12,601

151/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooooo
2016 2015
688,369 599,854 691,636 574,173
89,280 72,658
146,584 4,820 98,417 4,651
41,786 3,891 41,498 4,414
688,369 877,504 8,711 691,636 786,746 9,065
42,746 647,552 3,344 29,841 548,039 3,810
645,623 229,952 5,367 661,795 238,707 5,255
688,369 877,504 8,711 691,636 786,746 9,065
2016 2015
6.845 7,383 5,907 6,584
27,546 27,729 25,676 26,851
87,709 88,857 90,955 93,945
138,667 138,420 106,061 108,540
260,767 262,389 228,599 235,920
95,668 95,694 74,128 75,846
165,099 166,695 154,471 160,074
260,767 262,389 228,599 235,920

152/361
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2016 2015

206,526 118,762
2016 2015

61,738 21,851 16,039 14,830
3,506 1,658 1
65,244 21,851 17,697 14,831

2016 2015
531,561 369,184
86,287 56,451

153/361
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HSBC

HSBC
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HSBC
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100

100

100

100

100

100
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OooooOodd
2016 2015

37.86 37.86
6,138 10,409
50,601 51,231
6,297 4,053
1,377,242 1,334,429
1,236,556 1,192,448
30,563 41,950
16,204 27,494
(582) (13,700)
15,622 13,794
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15
2016 2015
121,985 118,328
3,787 4,042
58 123
(1)) 3D
24) 24)
125,792 122,438
2016 12 31 125,792 2015
121,929
i
19.03
2016 12 31 79,160 2015 77,039
BoCom
BoCom BoCom
TCEP TCEP BoCom
HSBC
2016 12 31 BoCom HSBC 56
2016 12 31
2016 12 31 2015 12 31
ViU VIU
124.8 122.8 79.2 132.1 77.0
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15.0

2019

13
BoCom

2015

0.71

67

40.7 )

VIU

2019

2019

2015

10.1

0.78

13

VIU

14.2
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62

BoCom

CMC
CMC
(2015 )
2015
CAPM
40 2015 41
39.9
VIU

10

11

13

74

47
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cMc

BoCom

GDP

CAPM
CAPM

10.2

0.72 0.87 2015

2015 0.7

2015

40.2 (2015 40.3
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VIU
VIU
ViU ViU VIU ViU
2016 12 31
124.8 -150 @5.7) 99.1
-80 13.6 138.4 124.8
-100 18.1 142.9 124.8
2016 2019

124.8 0.93 (8.4 116.4

2020 0.80
-30 0.8 125.6 +170 @.70 120.1
-170 7.3 132.1 +250 (10.6) 114.2

2015 12 31
+100 25.1 157.2 -210 (36.5) 95.6
-50 9.1 141.2 +100 (21.4) 110.7
-150 32.2 164.3 +110 (16.4) 115.7
2015 2018

0.70 1.1 133.2 0.85 (5.3) 126.8

2019 0.75
-350 9.0 141.1 +10 0.2) 131.9
-250 11.5 143.6 +120 (5.4) 126.7

VIU 84
147
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BoCom
BoCom 12 31 2016 12 31
2016 30 12 2016
10 2016 12 31
2016 30 2015 30
BoCom
1,069,067 1,121,481
786,695 859,625
4,390,644 4,344,068
2,413,593 1,896,670
382,370 384,827
9,042,369 8,606,671
2,306,842 2,024,465
5,280,905 5,362,887
542,533 363,737
216,071 227,311
8,346,351 7,978,400
696,018 628,271
625,727 606,772
3,417 3,687
66,874 17,812
BoCom
119,104 115,497
3,681 3,934
44 92
122,829 119,523
30 12
2016 2015

BoCom
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2016 12 31

273,500
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160,016 173,631
42,641 42,115
(33,252) (29,245)
(9,437) (7,842)
(21,734) (23,073)
78,796 82,437
6,795 2,919
85,591 85,356
4,503 4,841
2016 2015

2,963 2,407
6,213 2,777
3,357 370
167 229

167 229

24 24

2015 303,980

160/361
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2016 2015

6,201 6,344

44,077 36,897

6,658 6,327

56,936 49,568

PVIF
2016 2015

2.09 1.82

6.34 6.81

3.00 3.00

161/361
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PVIF
2016 2015
36,897 32,389
6,048 4,972
(2,622) (2,518)
225 (136)
2,675 752
2,004 1,592
(1,062) ©
38 36
7,306 4,689
(126) (181)

44,077 36,897

162/361
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12 31
12 31

12 31
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2016 2015
94,000 10,716 24,539 86,753 12,784 23,826
(480) @ (218) (580) (16) (581)
489 2,520 554 699 2,434
0) (4,749) (28) (1,091)
(2.575) (2,428)
3,825 36 6,601 480
(105) (121) 3,128 (3,231) (49)
95,134 10,629 22,092 94,000 10,716 24,539
167 19,024 74 18,610
® (167) 86 (452)
2,598 1,895 2,456 1,924
(18) (4,706) (25) (1,054)
(2,575) (2,428)
4 O]
169 16,046 167 19,024
94,965 10,629 6,046 93,833 10,716 5,515
111,640 110,064
2016 2015

163/361
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2016 11 2016 12 31

@dC )

2015

20 20
12,249 2015
12,627

96
DTZ
11
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18

19

2016 2015
21,505 21,186
69,894 47,105
32,290 31,480
24 11,368 8,543
3,537 1,013
32,636 24,735
171,230 134,062
84,162 2015 76,035
2016 2015
991,562 949,169
2,946,379 2,645,151
962,063 1,045,756
4,900,004 4,640,076
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21

22

oOoOooodn
2016 2015
1,341 1,770
24,361 18,387
79,048 60,488
9,557 12,504
74,163 98,702
188,470 191,851
2016 2015
14,814 14,721
36,302 36,049
51,116 50,770
2016 12 31 58 2015
102 2016 12 31
39 2015 26
2016 2015
1,709 6,181
23,526 34,678
25,235 40,859

166/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

2016 2015

24,409 25,425

32,290 31,480

1,945 1,769

39,676 27,043

25 1,167 1,203
99,487 86,920

91,602

2015 78,221

167/361
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12 31

12 31

25

12 31

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooood
2016 2015
2 2
298,576 (7.151) 291,425 265,743 (4,182) 261,561
(19,099) 319 (18,780) (21,216) 318 (20,898)
63,473 (3,514) 59,959 53,950 (3,214) 50,736
(816) 269 (547) 99 73) 26
342,134 (10,077) 332,057 298,576 (7,151) 291,425
42,244 ,392) 40,852 44,439 (1,441) 42,998
(2.395) 80 (2,315) (3,285) 445 (2,840)
4,472 155 4,627 1,577 118 1,695
(285) (134) (419) 487) (514) (1,001)
44,036 Q,291) 42,745 42,244 (1,392) 40,852
386,170 (11,368) 374,802 340,820 (8,543) 332,277
2016 2015
801 402 1,203 113 1,028 1,141
647 L1 818 840 374 1,214
(200) (69) (268) (109) (204) (313)
(438) CD) (535) (30) 175) (205)
el @n (51) 13) (621) (634)
786 381 1,167 801 402 1,203
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400

4.35

500

2022
5.05

500

2027

1 2016 400
2 500

3 500

2009 1,050

2016 12 31

2016 12 31
200
2015

HSBC
HSBC

2017

2022

4.35

5.05

30
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2016 2015
1 3,102 6,204
865 897
869 902
4,836 8,003
2022 2017
2027 2022 11
2016 2015
8,138
26,879 28,415
26,879 36,553
2016
3,253 2015 3,253
2015
200 2015 400
100



CCPS 8.7

HSBC
HSBC
CCPS 0.001
HSBC
2016
2016 12 31
CCPS
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870
CCPS 2009

HSBC
CCPS 8.7
2015
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12 31

2016
2.5

29

1,000

900

Tier
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2019 12

2019 12

LIBOR 3.84
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2015
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2016 2015
114,359 96,052
2016 2015
38,420,982,901 38,420,982,901
7,322,508,897
45,743,491,798 38,420,982,901
Tier
2016 2015
1 7,756 7,756
6,981 6,981
14,737 14,737
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30
1 12
2016

213,783 213,783
21,401 21,401
242,194 242,194
371,634 371,634
470,681 9,126 479,807
39 822 2,990 11,545 2,457 88,163 106,016
418 418
39 404 2,990 11,545 2,457 17,435
88,163 88,163
31,583 162,862 50,958 22,001 4,163 271,567
117,507 183,698 92,212 41,753 20,404 7,547 463,211
185,796 372,402 201,528 465,166 816,370 715,544 (12,692) 2,834,114
242,389 416,605 367,518 544,873 255,251 8,715 1,835,351
216,750 342,321 129,208 688,369
7,369 8,873 50,830 5,074 2,079 74,225
1,952 3,462 12,038 72,295 163,257 253,004
16,318 61,949 175,352 467,504 89,915 4 811,042
8,711 8,711
114,005 21,079 76,240 12,233 1,673 209 17,334 242,773
125,792 125,792
56,936 56,936
111,640 111,640
1,503 1,503
14,886 23,699 33,731 14,128 10,553 2,451 71,782 171,230
919,844 1,027,569 962,096 925,789 1,409,581 983,459 451,839 859,649 9,126 7,548,952

1 12
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ooooodd
2016
242,194 242,194
37,753 37,753
14,983 11,298 1,529 27,810
132,567 36,401 14,247 8,936 304 24 192,479
4,008,969 472,392 232,651 163,848 21,710 434 4,900,004
188,470 188,470
460,076 2,382 462,458
206 4,401 10,150 222 36,137 51,116
4,401 10,150 222 4 14,814
206 36,096 36,302
1,549 408 7,440 11,818 4,020 25,235
1,022 408 279 1,709
527 7,161 11,818 4,020 23,526
3,867 3,867
34,343 64,729 961 301 3 84,288 13,413 198,038
12,658 24,753 38,329 15,005 2,896 231 5,615 99,487
1 2,263 383,907 386,170
33 62 226 1,273 25 1,619
21,401 21,401
2 865 869 3,102 4,836
26,879 26,879
4,448,216 648,937 288,351 202,069 46,906 90,088 480,908 661,950 2,382 6,869,816
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1 12
2015

151,103 151,103
25,020 25,020
220,184 220,184
302,626 302,626
378,858 2,007 380,955
1,313 831 1,785 12,007 2,889 80,270 99,095
1,070 1,070
243 831 1,785 12,007 2,889 17,755
80,270 80,270
16,433 146,004 25,677 7,872 16,793 212,779
83,706 178,741 91,352 33,813 24,052 9,557 421,221
151,833 348,911 313,640 498,306 770,049 691,080 (11,529) 2,762,290
222,004 410,572 407,780 461,377 205,036 9,277 1,716,046
175,178 341,206 175,252 691,636
7,813 16,232 51,515 10,500 2,578 88,638
83 2,705 10,960 72,802 129,448 215,998
38,930 50,429 170,053 378,075 73,010 212 710,709
9,065 9,065
36,875 106,912 53,997 11,826 17,484 251 17,051 244,396
122,438 122,438
49,568 49,568
110,064 110,064
1,836 1,836
6,608 21,709 33,569 10,596 10,142 2,496 48,942 134,062
666,742 1,050,614 929,638 971,978 1,311,904 911,309 410,866 698,535 2,007 6,953,683

1 12

2015

220,184 220,184
30,753 30,753
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6,385 8,161 1,612 16,158
128,554 14,744 1,197 1,400 2,324 75 148,294
3,642,772 540,729 237,184 189,092 29,705 594 4,640,076
191,851 191,851
366,881 2,538 369,419
349 14,438 224 35,759 50,770
14,438 224 60 14,722
349 35,699 36,048
7 1,553 3,756 6,765 24,695 4,083 40,859
7 1,553 2,576 1,764 282 6,182
1,180 5,001 24,413 4,083 34,677
5,809 5,809
24,180 53,956 1,198 339 43 20,125 10,232 110,073
6,558 24,555 35,813 10,037 3,299 469 6,189 86,920
2,236 338,584 340,820
39 176 247 1,983 11 2,456
18,799 18,799
3,104 897 902 3,100 8,003
9,688 26,865 36,553
4,031,264 674,627 293,799 209,616 75,412 26,472 435,105 568,964 2,538 6,317,797
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31
12

2016 12 31
242,194 242,194
37,753 37,753
14,987 12,833 27,820
132,574 50,929 9,096 317 27 192,943
4,009,208 706,984 167,132 24,172 469 4,907,965
188,470 188,470
459,667 523 999 545 26 461,760
206 56 4,594 10,437 36,330 51,623
2,170 7,658 12,412 4,455 26,695
47,847 66,251 2,199 10,088 95,265 221,650
12,634 58,489 12,856 1,711 210 85,900
29 933 313 4,356 5,631
225 531 3,022 34,433 38,211
5,107,787 936,242 205,998 63,017 175,571 6,488,615
1,699,275 567,212 16,580 4,486 64 2,287,617
64,017 64,017
6,871,079 1,503,454 222,578 67,503 175,635 8,840,249

2015 12 31
220,184 220,184
30,753 30,753
6,385 9,890 16,275
128,562 15,950 1,410 2,343 84 148,349
3,643,166 779,904 192,808 33,562 666 4,650,106
191,851 191,851
366,823 382 929 946 369,080
350 58 203 15,072 35,948 51,631
7 5,588 7,165 26,005 4,696 43,461
34,532 55,185 750 2,229 22,221 114,917
7,151 54,450 8,241 1,546 441 71,829
3,150 73 1,152 4,224 8,599
10,212 421 2,397 32,857 45,887
4,599,011 965,522 212,000 85,252 101,137 5,962,922
1,605,093 508,358 12,652 5,867 22 2,131,992
63,812 63,812
6,267,916 1,473,880 224,652 91,119 101,159 8,158,726
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2016 2015

87,795 101,449
(96,908) (94,377)
(234) (210)
5,990 5,982
18 17
5,554 5,074
(3,870) (3,331)
261 1,016
(268) (313)
(36) (480)
/ 57 (134)
@ (23)
13
(1,232) (11,611)
1,019 1,318
(7,306) (4,689)
106,416 110,427
(25,385) (29,689)
71,870 80,439
(43,439) (109,172)
(3.141) 24,012
14,424 8,559
(3,615) (11,842)
(61,369) 94,823
(3,381) (23,961)
(98,852) 8,979
93,039 2,291
(7,991) 170
346 1,936
(34,928) (34,655)
(73,374) 46,848
1,623 (52,702)
(56,582) 9,016
44,185 (78,419)
259,928 160,084
25,057 (23,128)
(15,624) (4,438)
45,350 30,638
49,560 25,015
7,526 14,015
210,612 168,508
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12 31

182,494

2015
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151,255
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2016 2015
658,397 679,670
108,266 5,652
(13,958) (26,925)
752,705 658,397
2016 2015
213,783 151,103
21,401 25,020
167,872 124,351
311,734 279,297
75,668 109,379
(37,753) (30,753)
752,705 658,397
2016 12 31
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2016 2015
257,863 256,561
1,696 1,371
259,559 257,932
30,080 31,337
6,235 4,821
2,251,302 2,095,834
2,287,617 2,131,992
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2016 2015
1 52,831 54,228
2 183,160 180,933
235,991 235,161
HSBC 21,872 21,400
257,863 256,561

HSBC
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2016 12 31

2015

3,354

10
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2,945
2016 2015
2,974 3,054
4,545 4,858
658 779
8,177 8,691
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ooooood
36
1

2016
528,961 (72,599) 456,362  (339,755)  (19,420)  (38,762) 58,425 23,445 479,807
451,804 (2,358) 449,446 (446,189) @s5) 2,802 14,608 464,054
1,393 1,393 (,387) 6 1,393
450,411 (2,358) | 448,053 (444,802) @s5)| | 2,796 14,608 || 462,661
15,042 (15,042)

( )
995,807 (89,999) 905,808  (339,755)  (465,609)  (39,217) 61,227 38,053 g43 8612
511,784 (72,509) 430,185  (339,755) (6.286)  (49.836) 43,308 23,273 462,458
62,679 (2,358) 60,321 (60,079) ® 240 12,590 72,911
142 142 142) 142
62,537 (2,358) 60,179 (59,937) ®) 240 12,590 || 72,760
15,042 (15,042)

( )
589,505 (89,999) 499,506  (339,755)  (66,365)  (49,838) 43,548 35,863 a5 3693

1
2015
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390,543 (40,636) 349,907  (285,735) (7,835)  (23,322) 33,015 31,048 380,955
350,318 (4,109) 346,209 (345,629) (373) 207 22,254 368,463
182 182 Qm 5 171 353
350,136 ,109)| | 346,027 (345,452) 373) 202 22,083 368,110
15,032 (15,032)
755,893 (59,777) 696,116  (285,735)  (353,464)  (23,695) 33,222 53,302 749 4182
381,116 (40,636) 340,480  (285,735) (3,411)  (30,356) 20,978 28,939 369,419
59,083 (4,109) 54,974 (54,848) ®) 123 5,628 60,602
501 501 497) 4 501
58,582 (4,109) 54,473 (54,351) ®) 119 5,628 60,101
15,032 (15,032)
455,231 (59,777) 395,454  (285,735)  (58,259)  (30,359) 21,101 34,567 439 0213
254,849 2015 239,795
160,702 2015 152,261
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EXCO
2016

HKFRS

RBWM

CmB
SME

GB&M
GB&M

GPB )

CMB
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2016
165,957 70,491 (3,710) 232,738
60,645 42,062 102,707
5,416,727 2,625,900 (493,675) 7,548,952
5,062,172 2,301,319 (493,675) 6,869,816
1,413,979 1,133,197 2,547,176
2015
165,673 74,258 (3,986) 235,945
72,872 44,407 117,279
4,934,662 2,588,062 (569,041) 6,953,683
4,613,757 2,273,081 (569,041) 6,317,797

1,273,983 1,115,941 2,389,924
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2016 2015 2016 2015
108,165 119,764 106,513 104,503
14,307 16,653 130,167 127,346
6,537 6,740 821 822
7,761 7,488 1,919 2,203
4,467 4,160 3,810 3,424
5,794 6,582 761 762
9,327 9,809 1,333 1,412
2,798 3,111 2,127 2,118
8,996 9,207 2,840 2,584

168,152 183,514 250,291 245,174
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a
HSBC 100 HSBC
HSBC 100 HSBC
UK 100 HSBC
100
HSBC 100
IT
2016 2015
1,242 599
1 1,232 559 517 892 534 341
2,482 2,604
971 802
826 2,346 577 2,729
2 6 2,387 7,681 7 2,433 7,586
12 31
3 14 17,320 17,051
110,669 101,630
3 1 382 225,056 102 227,243
1 396 353,045 102 345,924
3 13 13,400 10,232
8 4
3
115,743 108,317
3 510 7,714 92,338 554 624 78,585
8 65,378 18,677 1,395 18,679
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ooooood
26,779 100 36,451 102
92,667 26,404 221,589 38,400 19,303 197,240
21,872 21,400
2,578 2,841
1
2 2016 682
2015 1,014
3
b
HSBC
HSBC
@
2016 12 31
3,225 1,945 2015
3,483 1,769
c
2016 12 31 14.0 2015 12.6
21 2015 22
d
15
2016 2015
12 31 12 31
24,147 22,268 32,372 15,614
3 2
24,150 22,268 32,374 15,614
8,625 4,464 8,113 713
1 1 1 1
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2016 2015
285 233
10 13
111 179
406 425

2016 2015
21,374 27,536
33,658 39,743
599 865
3,547 4,379
2,623 2,268

2015
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17
12 31
2016 2015 2016 2015
1,063 3,246 1,279 4,467
1 1
1,063 3,246 1,280 4,468
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36
HKFRS
2

2016 12 31
1 239,646 131,285 703 371,634 371,634
3,673 364,062 1,403 369,138 110,669 479,807
72,736 29,524 3,756 106,016 106,016
1,058,461 510,357 5,766 1,574,584 1,574,584
1 75,880 106,768 5,822 188,470 188,470
3,684 340,336 2,695 346,715 115,743 462,458
50,875 241 51,116 51,116

2015 12 31
1 158,173 143,611 842 302,626 302,626
6,914 271,230 1,181 279,325 101,630 380,955
65,883 30,766 2,446 99,095 99,095
1,015,065 466,129 6,253 1,487,447 1,487,447
L 56,291 128,102 7,458 191,851 191,851
5,773 253,647 1,682 261,102 108,317 369,419
50,770 50,770 50,770

1 HSBC
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HKFRS 13
CVA DVA
CVA
0TC
DVA
0TC
CVA
DVA CVA DVA
CVA
PD
DVA

PD
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CVA
PD

FFVA

FFVA oTC

FFVA DVA
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2016
6,253 842 2,446 1,181 7,458 1,682
(1)) 16 169 709 (399) 1,479 ©
207 1 1 ®) in 85 Q)
/ 40 1,400 1,996 1,830
14 (1,492) (0))
/ @773) (853) 62 (1,144) (25)
/ 64 (64) 1 (G44) (1,806) (526) 257
12 31 5,766 703 3,756 1,403 5,822 2,695 241
4 172 32 (29) 9
1
2015
6,712 165 1,911 785 12,153 1,108
43 7 276 705 (1,387) 872
(922) ©) (6] ®) (413) ®
/ 548 992 1,940 4,424
(128) (282) (68)
/ (807) (75) (3,257) (75)
(33) (805) (226) (4,062) (215)
12 31 6,253 842 2,446 1,181 7,458 1,682
7 101 244 9 (61)
1
1 HSBC
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2016 12 31
271,567 260,167 11,839 272,006
463,211 451,012 12,215 463,227
2,834,114 74,856 2,746,942 2,821,798
260,767 5,099 257,290 262,389
27,810 27,809 27,809
192,479 192,133 328 192,461
4,900,004 4,900,114 4,900,114
25,235 25,269 25,269
4,836 1,763 2,263 4,026
26,879 27,285 27,285
2015 12 31
212,779 205,434 7,432 212,866
421,221 411,044 10,387 421,431
2,762,290 44,348 2,708,923 2,753,271
228,599 4,098 231,821 235,919
16,158 16,158 16,158
148,294 147,826 468 148,294
4,640,076 4,640,626 4,640,626
40,859 40,898 40,898
8,003 1,838 5,027 6,865
36,553 36,863 36,863
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SE
SE
SE
HSBC
SE
SE
SE
SE
SE
SE
HSBC HSBC

2016 12 31
33,137 567,991 5,784,647 59,374 6,445,149
2,272 2,272
18,161 44,926 63,087
249 249
6,786 7,568 14,354
797 797
358 358
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6,786 20,433 45,723 8,175 81,117
1
1 1
1 1
7,305 20,434 53,097 8,532 89,368
2015 12 31
30,631 622,340 5,527,243 57,366 6,237,580
99 99
15,506 40,142 55,648
299 299
8,654 6,918 15,572
435 435
283 283
1 8,654 15,605 40,577 7,500 72,336
205 2 207
205 2 207
9,305 15,605 40,598 7,946 73,454
1 HSBC HSBC

201/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

2016 2015

202/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooOooood
42
2016 12 31
12 31
2016 2015

163,204 112,427
15,006 18,055
242,194 220,184
274,287 215,109
453,746 360,222
403 911
146,398 94,592
202,763 179,109
1,575,340 1,546,056
983,049 950,504
450,399 407,194
81,801 72,395
39,830 39,830
4,578 4,361
82,344 80,513
530 924
108,001 80,271
4,823,873 4,382,657
242,194 220,184
25,350 21,960
10,464 6,192
139,033 92,969
3,100,506 2,972,413
100,777 101,342
440,528 350,281
8,917 8,744
18,255 32,054
2,914 4,465
272,210 141,047
53,779 47,809
1,119 1,451
7,625 6,806
3,102 6,204
26,779 36,451
4,453,552 4,050,372
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114,359 96,052
14,737 14,737
8,443 6,558
232,782 214,938
370,321 332,285
4,823,873 4,382,657
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2016 12 31
1
2016
96,052 14,737 214,938 33,056 1,355 19 (12,867) (15,005) 332,285
59,314 59,314
/
573 4,082 913 (694) (867) 4,007
913 913
(694) (694)
@an) 4,082 3,909
746 746
(867) (867)
/
59,887 4,082 913 (694) (867) 63,321
18,307 18,307
2 (43,296) (43,296)
205 (215) (10)
3 1,048 (1,322) ®) ®) (286)
12 31 114,359 14,737 232,782 35,816 2,262 (675) (13,734) (15,226) 370,321
2015
96,052 14,737 199,851 28,933 2,575 (106) (8,825) (15,324) 317,893
52,541 52,541
/
(1,026) 5,108 (1,220) 125 (4,042) (1,055)
(1,220) (1,220)
125 125
(142) 5,108 4,966
(884) (884)
(4,042) (4,042)
/
51,515 5,108 (1,220) 125 (4,042) 51,486
2 (37,405) (37,405)
12 329 341
s 965 (985) (10) (30)
12 31 96,052 14,737 214,938 33,056 1,355 19 (12,867) (15,005) 332,285
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®™C )
2016 12 31
2010 10 HSBC occ
HSBC HNAH
BSA AML
HSBC
HSBC occ
2012 12 HNAH HSBC
BSA AML
HSBC DoJ
US DPA
HNAH
OFAC OFAC
AML
HSBC
occ
HSBC
1.9
DoJ
2017
DoJ HSBC
HSBC occ HSBC
occ
occ
BSA AML
BSA AML

HSBC
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HSBC
HSBC
HSBC
HSBC
HSBC
SIBOR
2016 2016 HSBC
SEC
SEC
HSBC
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HSBC
HSBC
BBSW
SIBOR SOR BBSW
HSBC
HSBC
HSBC
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HSBC www . hsbc.com
E14 5HQ

45

46

2017 21
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Financial Statements continued)

Consolidated income statement for the year ended 31 December 2016

26 s
Note HESm HE $m

Interest incoame ... aiw 122,564 124,060

Interest EXPEISE oo - (22656} [29.683)
T R TR RN i i g s g L B i 96,205 94377

Fee OO, .o it i i ibionnis 47,139 51,926

Fee expense .o, {7,537} (6, 2671
Tl e OO b it e s e S b sy F 39,302 45659

Net tradimg income . it 2 24,064 234616

Met ||1-:o|1mm.pﬂ15¢]- frum I'nan::a.! |n5u'ummr.i dﬁlgnaltd u I’a.'lr wluc 2d 3570 (2,560)
Gains less losees from fnancial investments ... 2e 1,232 11611

Dividend imcome . IR M 210

Meti msumc:prmatmn income £ £5912 525493

Other operating income A AT AT S S i A i 11,516 10,439

Total operating income . 232,738 235945

Met insurance claims and b-md'ls pa.l-d and mm':mrrn m Ilalnlllll:sl:n pc-l:lr_'fhnldus b (4, 556) [52,431)
Met operating Income before loan Impakrment charges

amd odher credit risk provislons ... 168,152 183,514

Loan impairment charges and other credit risk pm!.mun : 2 (5,554) [5,074)
Met operating incomse 162,598 178,440

Employes compensation and hmr.l'us da (38, 5%6) (41,126)
Greneral and adminigrative expemses .. 2h (29.217) [29,883)
Depeeciation of property, plant aied u:pl.i.pmtm S (4,403) {4,330)
Amertization and impaimment of infangible 388688 e (1,497) {1,602
Tolal operatimg eXPEmMEES ... i et e b e b St (74.803) (76,9491
Operating proft .. i e i £7,TOE 100 449

Share af profit in asasmst:sul.d]m '.'mlurcs a: 14,912 15830

Profif before tax ... 102,707 117,279

Tax expeise i Sa (17,912} (17,296)
Profit attributable to sharcholders of the paran cmnm} T 78,646 80,533

Frofit attributable to non-controlling interests . 6,149 10450
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Consolidated statement of comprehensive income for the year ended 31 December 2016

Other comprehensive income (expense)

Iiems that will subsequently be reclassified fo the income statement
when specilic conditions are met:

Available-for-=ale invesments:

= Far value changes taken 1o equty...

- fair value changes transfemed 1o lhe moome smu'nmt ™l dlE[.'CISBl
— amounts iransferred to the income statement on impaiment ...
- fmr vahue changes transfermed to the inceme statement on hedged |tum

Cash flow hedges:
~ Fasr value changes taoen (o equity . o L SN L = Ty e - VL R
falr value I.'I'uang:sl:mﬁﬂ'mtlu lh: |||wm¢ sl:ul:nrrmﬂ i

Share of other comprehmsaave income of associates and Joind VEIIIIES ... e e
e I L e e i
Items that will not subsequently be reclassified to the Inoome statement :

Property revalustion:

— fair value -;hmg:sl:in.m Lo equity...
B 1= T O

Remeasurement of defined benefit:
= Pl TR AR IO L i e e o e o i e s H AP e A s e

Other comprehensive income{expense) for the year, Rel 6T BIX ..o e e

Total comprehens ve income For the yvear, met of BAX ..
Total comprehensve income for the year attributable to:
- dhareholders of the parent commu}

- mon-controdling imeresis |

67

211/361

2006
HESm

54,795

(15.241)

3525

{678)

L&
{153}

oOoOooodn

015
HEKSm

ol 083

(24300
(15.637)
]
37
s

1662
(1.433}
{97y

460

(19188}

G.601

(1,100)

(662}
105

{10,298}

£31,321}

74,497

G866

68,577
5920

63447
2,215

74,497

63662
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Financial Statements continued)

Consolidated balance sheet at 31 December 2016

2016 W14
Nee HESm HEKSm

ASSETS

Casgh and sight balances ot cantral DUnkS ... s s 213,783 151,103
Tiems i the course of collection from other banks . 21,401 25.020
Hong Kong Government centificates of urddxodﬂm 242,194 220,184
Tndm;ma 8 s B VR s s 371,634 2626
Drerivatives .. i 5 479507 380,955
Financial a=sets d:hlgnn!:d al l'ar vah: 9 Tiws, 016 ol 05
Reverse repurchase agreements — non-irading ... 271,567 13T
Placings with and advances 1o banks ... 463211 421,221
Loans and advances to customers .. 10 2EMI14 2762, 1)
Finamcial imvestments . " i2 1.8353251 1,716,046
Amounts due from ﬂmup cumpmu:s I8 242.7TY 244, 3
Interest= in associates and joint ventures 15 125,792 122,438
Goodwill and intangible assets ... 16 6,936 A0 568
Property, plant and equipment .o " 111,640 11, Dl
Deferred tax assets ., ¥ 1,203 1.536
Prepaymeents, u.m«l mmm:md nﬂm’ ma 3 is 171,230 134,063

i R N i o S T P Fl P S P S e MR (A R TR, SO I F A P T.548.952 6953683

LIABILITIES

Hong Kong currency notes in ciratlation ............oomvimmsmrvasmsmssmrmsmms s
Ttems in the course of iransmission to other banks ..o
Repurchase agm:mmh non- I.rmhn_g 17.510 16,158
Dieposils by banks _, 192,479 148,20
CABONNRT RO i e o il L i i 4900004 4.6490.076
Trading liabilities .. 20 158,470 191,851
Drerivalives .. k] 462,458 36419
Financisl Habilities (Imgﬁl.ﬁd BIHEVEREE oo e s e s X A1.116 50,770
Dreld securitics in issue . 22 25133 40,859
Retirernent benefit Ilalu'lillcs de ABGT 5,800
Amounts due Lo Group mmparrlcs Ex 198,038 110,073
Accruals and deferred income, -Dlh:r linbalities and pﬂmmms 27 90457 B6.520
Liabalities under insurince contracts .. M4 86,170 B0 20
Current tax labilities ... i 1,619 1436
Dreferred tax liabilities .............. 5 11,401 18,799
Subordinated liabilities 26 4,836 %003
Preference shares ... ¥ 26,879 36,553

242,14 200,154
37,753 LT3

TR WD . i i ey 1 i e iy il i 6869816 6,317,797

EQUITY

Shiare capital ... 28 114.35% B, 057
Other equity instniments 29 14,737 14.737
CHhEr PEserves ..., §5, 586 53,031

AR POOIREE .o cm cmen s iy sy smst s s popn s s s 413,024 350,381

628, 5RA.201
£1,1340 51685

Total sharcholders™ equity .........
Non-controlling mlerests ...

T B B R R 679,136 535885
Tootal equity @ned HADIIES .o e e 7,848952 953 683

Directars
Stuart Gulliver
Peter Wong
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Consolidated statement of cash flows for the year ended 31 December 2016
2olG 2015

Newtar HESmi HKSm
Cperating activities
Casti gneshbied Brob O It OIE ..o i sasi n s naemt b s by ki e i b s s b 2 210,612 168 508
Intered received on financial investmenis 17,961 15,201
Dividends recaived ob Nnancal nvestments 235 212
Drividends received from associales ... : 4,664 4.9
B LT T (18,223} {17024

MNed cash Inflow from operating scthvites i 215150 171,891

Investing setivitles

Purchase of financial investmients . (567,270 (579.361)
Proceods from sale or redempicn nE‘ fnmml uwmmqux 446,850 462,793
Purchase of property, plant and equipment ............. {3.009) {3687}
Procesds from sale of property, plant and upp‘ms:nl :I1d um hl:bcl I'u' salc i 2 155
Purchase of other intangible assets | e e s (1,825 {17560
et cash mflow from the H-ktl\flrl'l:l'lmb m lm:\imess pmfu!ms 355 5,092

Med cosh owtfow From investing activifies o (124864 (1166043

Met cush inThow Before Tnancing sclivilies .o 0356 55287

Financing sciivities

Tssue of subordinated liabilities 63,952 1,385
Redempiion of preference ﬂuﬂ:s [ (9, 658) -
Fepayment of subordinated Imh:lmts (3,100} {7.704)
Ordinary dividends paid ... - & (42,565) (36,7500
Davidends paid on p-n]:el.ual ml.hcﬂhnuled :Innrls & (731} {635)
Dhvidends paid to non-controlling interests A Lo e BB e (6,297) {4.053)
Interedt pad on preference shares ... {1,008) (364)
Interedt paid on subordinated HALIIIEES ... s i s s {1,000) 11,0043

MNet cash infow/ foul Mow ) Trom linancing activities .o 17880 (4%.635)

Increase Incash and cash equivalents oo e EES 105, 266 5,652

Fi |
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements

1 Basis of preparation and significant accounting policies

a  Basis of preparation
(i} Compliance with Hong Kong Financial Reporting Standards

The conzolidated fnancial statements of The Hongkong and Shanghai Bankang Corporation Limited (*the Bank™)
and its subsidianes (together ‘the group”) have been prepared in accordance with Hong Kong Finanaal Reporting
Standards ("HKFRSs") as issued by the Hong Kong Institute of Cemified Public Accountants (*HEICPA')
and accounting prnciples generally accepted in Homg FKong. These financial statements also comply with
the requirements of the Hong Kong Companies Ordinance (Cap. 622) which are applicable to the preparation of
financial statements,

Standards adopted during the year ended 31 December 2016

There were no new standards applied dunng the year ended 31 December 2016, Dunng 2016, the group adopted
a number of amendments o standards which had an insignificant effect on the consohidated financial statements
of the group.

{ii} Future accounting developments

Minor amendmenis to HKFRSs

The growup has not exrly applied any of the amendments effective after 31 December 2016 and it expects they will
have an insignificant effect, when applied, on the conselidated financial statements of the group.

Major new HKFRSs

The HEICPA has published HEFRS 2 Financial [nstruments’, HEFRS 15 ‘Revenue from Contracts with
Customers” and HEFRS 16 *Leases”,

HEFRS & ‘Financial Instruments”

In September 2014, the HKICPA issued HKFRS @ *Financial Instruments®, which is the comprehensive standard
to meplace HEKAS 39 ‘Financial Instruments: Recognition and Measurement’, and includes requirements
for classification and measurement of financial assets and liabilities, impairment of financial assets and
hedge accounting.

Classification and measyrement

The classification and measurement of financial assets will depend on how these are managed (1.¢ the enfity’s
buesiness model) and their contractual cash Qow charactenistics. These factors determine whether the financial assets
are measured at amortised cost, fair value through other comprehensive income (*FVOCT) or fair value through
profit or loss ("FVPL'L The combined effect of the application of the business moede] and the contractual cash flow
characteniztics tests may result in some differences in the population of financial assets measured at amortized cost
or fair value compared with HEAS 39, However, based on an assessment of financial assets performed to date and
expectations around changes to balance sheet composition, the group expects that the overall impact of any change
will not be significant,

For financial liabilities designated to be measured at fair value, gains or losses relating to changes in the entify’s
own eredit nsk are to be induded m other comprehensive income, The impact of this change 15 not expected 1o
b sigmi ficant,
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1 Basis of preparation and significant accounting policies (conthned)
fmpairment

The impairment requirements apply to financial assets measured at amortised cost and FVOCT, and lease receivables
and certain loan commitments and financial guarantee contracts, At initial recognition, an impainment allowance (or
provizion in the case of commitments and guarantees) is required for expected credit losses (*ECL") resulting firom
default events that anes possible within the next 12 months (* 12-month ECL"). In the event of a sigmficant imerease in
credit sk, an allowance {or provision} is required for ECL resulting from all possible default events over the expected
life of the financial instrurnent (“lifetime ECL"). Financial assets where 12-month ECL is recogrsed are considered
to be ‘stage 17; financial assets which are considered to have expenenced a significant increase in credit nisk are in
“stage 2°; and financial assets for which there is objective evidence of impairment s are considered to be in defaule
or otherwise credit impaired are in “stage 37

The assessment of credit risk and the estimation of ECL are required to be unbiased and probability-weighted, and
should incorporate all available information which is relevant to the assessment including information about past
events, current conditions and reasonable and supportable forecasts of economic conditions at the reporting date. In
addition, the estimation of ECL should take into account the time value of money. As a result, the recognition and
measurement of imparment is imtended to be more forward-looking than undeér HEAS 39 and the resulting
impainmment charge will tend to be more volatile, 1t will also tend to result in an increase in the total level of impaimment
dllowances, since all financial assets will be assessed for at least 12-month ECL and the population of financial assets
to whigh lifetime ECL applies is likely to be larger than the population for which there iz objective evidence of
impairment in accordance with HEAS 39,

Hedge accounting

The general hedge accounting requirements am to simplify hedge accounting, creating a stronger link with nsk
management strategy and permithing hedge accounting to be applied to a greater vanety of hedging instruments and
nisks, bt do not explicitly address macro hedge accounting strategies, which are particularly impomant for banks. As
aresult, HKLFRS 9 includes an accounting policy chotce to remain with HEAS 39 hedge accounting,

Based on the analysis performed to date, the group expects to exercise the accounting policy choice to continue
HEAS 39 hedge accounting and therefore 15 not currently planning to change hedge accounting, although it will
implement the révised hedge accounting discloswres required by the related amendments to HEFRS 7 *Financial
Instruments: Msclosures”,

Tranzitton

The classification and measurement and impaiment requirements are applied retrospectively by adjusting the
opeming balance sheet at the date of initial application, with no requirement to restate comparative periods, The group
does not intend 10 restate comparatives. The mandatory appheation date for the standard as a whole 15 1 January
2018, but it is possible to apply the revised presentation for certain labilities measured at fair valee from an eadier
date. If thiz presentation was applied at 31 December 2016, the effect would be to decrease profit before tax with the
opposite effect on other comprehensive income based on the change in fair value atmibutable to changes in the group’s
credit sk for the year, with no effect on net assets. Further information on the chamge in fair value attributable to
changes in credit nsk, including the group’s credit nzk, 1= disclosed in note 21, The group 15 assessing the impact that
the impeairment requirements will have on the financial statements.

The group intends to quantify the potential impact of HEFRS 9 once it is practicable to provide reliable estimates,
which will be ne later than in the Armewal Report and Acconnts 2007, Until reliable estimates of the impact are
available, particularly on the interaction with the regulatory capital requirements, further information on the expected
impact on the financial position and on cagital planming cannot be provided.
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

1 Basis of preparation and significant accounting policies (conthned)
HEFRS 15 ‘Revemue from Contracts with Customers®

In July 2014, the HEICPA issued HEFRS 15 *Revenue from Contracts with Customers’. The oniginal effective date
of HKFRS 15 has been delayved by one vear and the standard is now effective for annual periods beginning on or
after 1 January 2018 with ealy application permitted. HEFRS 15 provides a principles-based approach for revenue
recogrtion, and mtroduees the concept of recogmsng revenue for performance obligations as they are satisfied. The
standard should be applied retrospectively, with certain practical expedients available. The group has assessed the
impact of HE.FRS 15 and i1 expects that the standard will have no significant effect, when applied, on the consolidated
financial statements of the group,

HEFRS I6 ‘Leases'

In May 2016, the HEKICPA issued HEFRS 16 *Leases™ with an effective date of annual periods beginning on or after
1 January 2019, HEKFRS 16 results in lessees accounting for most leases within the scope of the standard in a manner
similar to the way in which finance leases are cumrently accounted for under HKAS 17 “Leases’. Lessees will
recognise a “right of use’ asset and a corresponding financial liability on the balance sheet. The asset will be amortised
over the length of the lease and the Anancal Labibty measured at amorhized cost. Lessor accounting remains
substantially the same as in HKAS 17, The group is cumently assessing the impact of HEZFRS 16 and it i3 not
practicable to quantify the effect as at the date of the publication of these financial statements. Exasting operating
lease commitments are set out in note 35,

(lify Forelgn currencles

Items included in each of the group’s entities are measured wang the currency of the primary economic environment
in which the entity operates (the ‘functional currency” ). The group’s consolidated financial statements are presented
in Hong Kong dollars,

Transactions in foreign cwrencies are recorded at the rate of exchange on the date of the transaction. Assets and
liabilities denominated in foreign cumencies are translated at the rate of exchange at the balance sheet date except
non-monetary assets and liabilities measured at historical cost that are translated using the rate of exchange at the
inifial transaction date. Exchange differences are included in other comprehensive imcome or in the income statement
depending on where the gain or loss on the underlyving item is recogrised.

In the consolidated financial statements, the assets, liabilities and results of foreign operations whose functional
curreney is not Hong Kong dollars are translated into the group’s presentation currency at the repering date.
Exchange differemces arising are recognised in other comprehensive income. Cn disposal of a foreign operation,
excchange differences previously recognised in other comprehensive income are reclassi fied to the income statement.

{iv) Preseniation of information

Certain disclesures required by HEFRSs have been included in the andited sections of the dmewal Report and
Accounts as follows;

+  Disclosures concerming the nature and extent of nsks relating to banking and insurance activities are included in
the *Fisk Report” on pages 15 o 49,

+  Capital disclosures are included in the "Capital” section on page 50,

In accordance with the group’s policy to provide dizclosures that help other stakeholders to understand the group's

performance, financial position and changes thereto, the information provided in the MNotes on the Financial

Statements, the Risk Report and the Capital section goes beyond the minimum levels required by accounting

standards, statutory and regulatory réquirements. In addition, the group assesses good practice recommendations

issued from time to ime by relevant regulators and standard setters and will assess the applicability and relevance of
such guidance, enhancing disclosures where appropriate.
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1 Basis of preparation and significant accounting policies (conthned)

(v} Critical accounting extimates and judgements

The preparation of financial information requires the use of estimates and judgements about future conditions. In
view of the inherent uncertaintics and the high level of subjectivity involved in the recogmition or measurement of
items highlighted as the crtical accounting estimates and judgements in mote 1{b) below, it 15 possible that the
outcomes in the next financial vear could differ from those on which management’s estimates are hased, resulting in
materially different conclusions from those reached by management for the purpeses of the 2016 Financial
Statements. Management's selection of the group’s accounting policies which contain criical estimates and
Judgements reflects the matenality of the items to which the policies are applied and the high degree of judgement
and estimation uncertamty involved,

(vi) Segmental analysis

The group’s chief operating decision-maker is the Executive Committes which operates as a peneral management
committee under the direct authonty of the Board and operating segments are reported in a manner consistent with
the internal reporting provided to the Executive Committee.

Memurement of segmental assets, liahilities, income and expenses is in accordance with the group’s accounting
policies. Segmental income and expenses include transfers: between segments and these transfers ane conducted at
amm’s length, Shared costs are included in segments on the basiz of the actual recharges made,

(vil) Going concern

The financial statements are prepared on a going concem basis, as the Directors are satisfied that the group and panent
company have the resources to confinue in business for the foreseeable future. In making this assessment, the
Directors have considered a wide range of information relating to present and future conditions, including future
projections of profitability, cash flows, capital resources and nisks facing the group including those associated with
the Deferned Prosecution Agreement as deseribed i note 43,

b Summary of significant accounting policies

(i} Conszolidation and related policies

Investments in subsidiaries

Where an entity 15 governed by voting nghts, the group consolidates when it holds, divectly or indirectly, the
necessary voting rights to pass resclutions by the goveming body. In all other cases, the assessment of control is
more complex and requires judgement of other factors, including having expozure to vaniability of retums, power o
direct relevant activities and whether power is held as agent or principal.

Business combinations are accounted for using the acquisinon method. The amount of non-controlling interest is
measured either at fair value or at the non-controlling interest”s proportionate share of the acquiree’s identifiable net
assets. This election is made for each business combination.

The Bank’s investments in subsidiaries are stated at coat 1ess impairment losses,

Goodwill

Goodwill is allocated to cash-generating units for the purpose of impairment testing. Impairment testing is performed
at least annually, or whenever there is an indication of impairment.

Interests in associates

The group classifies investments in entities over which it has significant influence, and that are neither subsidiaries
NOF Joant arrangements, & associates.

Investments in associates are recognised using the equity method, The atributable share of the results and reserves
of associates are included in the consolidated financial statements of the group based on either financial statements
made up to 31 December or pro-rated amounts adjusted for any material transactions or evens oceuming between
the date of financial statements available and 31 December.
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

1 Basis of preparation and significant accounting policies (conthned)

Investments in associates ane assessed at each reparting date and tested for impainment when there is an indication that
the investment may be impaired. Goodwill on acquisitions of interests in associates 1s not tested separately for
impamment but is assessed as part of the carrying amount of the investment.

Critical nccouniing estimates and judgemenis
Impaimment testing of investiments in associales involves significant judgement in determining the vahie in use, and in pariicular estimating
the present values of cash flows expected o arise from contimumg to hold the investment.

The most significant jedgements relste to the impaiment edting of owr invedment in Bank of Communications {"'BoCom’®). Key
asmmplions uzed in estimating BoCom's value in use, the sensitivity of the value in use calculation to differeni assemplions and a

sensitivity analysis that shows the changes in key asimptions tat would redice the excess of value in use over the carrying amount (the
*headroom®) to nil are descriled i node 15,

(ii) Income and expenses
Operating income
Trterest income and expense

Interest income and expense for all financial mstruments, excluding those classified as held for trading or
designated at fair value are recognized in “Interest income” and “Inferest expenze’ in the income statement using
the effective interest method, However, as an exception to this, interest on debt secunties issued by the group that
are designated under the fair value option and denvatives managed in conjunction with those debt securities are
included 1n interest expense.

Interest on impaired financial assets is recognised nsing the rate of interest used to discount the future cash flows For
the purpose of measunng the impairment 1oss,
Non-interest income and expense

Fee income 15 earmed from a diverse range of services provided by the group to its customers. Fee income 1s accounted
for as follows:

¢ income eamed on the execution of a significant act is recogmised as revemue when the act is completed (for
example, fees arising from negoetating a transaction, such as the acquisition of shares, for a third party ). and

s income carmed from the provision of services is recognised as revenue as the services are provided ( for example,
amset management services ),

MNet trading income compnzes all gains and losses from changes in the fair value of financial assets and financial
liabilities held for trading. together with the related interest income, expense and dividends.

Dividend income 15 recognized when the right to receive payment 15 established, This 1s the ex-dividend date for
listed equity securities, and usually the date when sharehol ders approve the dividend for unlisted equity securities.

Net income from linancial instruments designated at fair value includes all gains and losses from changes in the
fair value of financial assets and liabilities designated at fair value through profit or loss, including denivatives that are
managed in conjunction with those financial assets and liabilities, and liabilibies under investment contracts. Inferest
income, interest expense and dividend income in respect of those financial instruments are also included, except for
interest ansing from debt securities issued by the group md denvatives managed in comjunction with those debst
secunties, which is recognised in *Interest expense’,

The accounting policies for insurance premium income are disclosed in note 1(h)w),
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1 Basis of preparation and significant accounting policies (conthned)

(i) Valuation of financial instruments

All financial instruments are imitially recogmised at fair value. Fair value is the price that would be received to sell an
asset or paid to transfer a lability in an orderly transaction between market participants at the measurement date, The
fair value of a financial instrument on initial recognition is generally its fransaction price (that is, the fair value of the
consideration given or received), However, if there is a difference hetween the transaction price and the fair value of
financial instruments whose fair value 15 based on a quoted price in an active market or a valuation techmque that
uses only data from observable markets, the group recognises the difference as a trading gain or loss at inception
(*day 1 gain or loss™). In all other cases, the entire day 1 gain or loss is deferred and recogmised in the income statement
over the hfie of the transaction until the transaction matures or 15 closed out, the valuation imputs become ohaervable
or the group enters into an offsetting transaction.

The fair value of financial instruments is generally measured on an individual basis. However, in cases where the
group manages a group of finanaal assets and liabilities according to its net market or credit risk exposure, the fur
value of the group of financial instruments 1= measured on a net basis but the underlying financial assets and liabilities
are presented separately in the financial statements, unless they satisfy the HEFRSs offsetting cnitena.

Critical accounting estimates and judgements

The majonty of valuation techniques employ only obeervable market dua. However, cerain financial ingtrumenits are valued on the basig
of valustion technigues that feature one or more significam market inputs that are unobservable, where the measurement of fair value is
mare judgemental.

{iv) Financial instruments measored al amoriised cosi

Loans and advances to banks and customers, held-to-maturity investments and most financial liabilities are meazured
at amortised cost. The camying value of these finanaal assets at initial recognition includes any directly attnbutable
transactions costs, If the initial fair value is lower than the cazh amount advanced, such as for some leveraged finance
and syndicated lending activities, the difference is deferred and recogmised over the life of the loan (as described in
paragraph {11} above) through the recognition of interest income, unless the loan becomes impaired,

The group may commut fo underwrite loans on fixed contractual terms for specified penods of time. When the loan
anzing from the lending commitment is expected to be held for trading, the commitment to lend is recorded as a
denvative. When the group intends to hold the loan, a provision on the loan commitment is only recorded where it 15
probable that the group will incur a loss,

Impairment of loans and advances

Losses for impaired loans are recognised when there is objective evidence that impairment of a loan or portfolio of
loans has occwred. Losses which may anse from future events are not recognised.

Individually assessed loans and advances

The factors considered in determining whether a loan is individually significant for the purposes of assessing
impairmment include the size of the loan, the number of loans in the portfolic, the importance of the individual loan
relationship and how this is managed. Loans that are determined to be individually significamt will be individually
assessed for impairment, except when volumes of defaults and losses are sufficient to justify treatment under a
collective methodol ogy.

Lomsz considered a8 individually sigmificant are typically to corporate and commeraal customers, are for larger
arounts and are managed on an individual basis. For these loans, the group considers on a case-by-case basis at each
balance sheet date whether there is any objective evidence that a loan is impeired.

The determination of the realisable value of secunty is based on the most recently updated market value at the time
the impamment assessment 15 performed. The value is not adjusted for expected future changes in market prices,
though adjustments are made to reflect local conditions such as forced sale discounts.
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HE HONGKONG AND SHANGHAI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

1 Basis of preparation and significant accounting policies (conthned)

Impairment losses are caleulated by discounting the expected future cash flows of a loan, which include expected
futiere receipts of contractual interest, at the loan’s original effective interest rate or an approximation thereof, and
comparing the resultant present value with the loan’s current camyang amount.

Collectively assessed loans and advances

Impairment iz assessed collectively to cover losses which have been incumed but have not yvet been identified on loans
subject to individual assessment or for homegeneous groups of loans that are not considerad individually sigmificant,
generally retail lending portfolios.

Incurred but not yet identified impairment

Individually assessed loans for which no evidence of imparment has bieen specifically identified on an individual
basis are grouped together according to their credit risk charactenstics for a collective impairment assessment. This
assessment captures impairment losses that the group has incurred as a result of events oceurring before the balance
sheet date which the group is not able to identify on an individual loan basis, and that can be reliably estimated. When
information becomes available which identifies losses on individual loans within a group, those loans are removed
from the group and assessed individually.,

Homogeneous groups of loans and advances

Seatistical methods are used to determine collective impairment losses for homogeneous groups of loans mot
considered individually significant. The methods that are used to calenlate collective allowances are:

*  When appropriate empirical information is available, the group utilises roll-rate methodolegy, which employs
statiztical analyses of istonical data and expenience of delinquency and default to reliably estimate the amount of
the loans that will eventually be written off as a result of the events occurnng before the balance sheet date.
Individual leans are grouped using ranges of past due davs and statistical estimates are made of the likelikood
that loans in each range will progress through the various stages of delinquency and become brecoverable.
Additionally, individual loans are segmented based on their credit characteristics; such as industry sector, loan
grade or product. In applyving this methodolegy, adjustments are made to estimate the penods of tme between
a loss event occurnng, for example through a mossed payment, and s confirmabion through wnte-ofT (known
as the Loss Identification Penod) Cwrment economic conditions ane also evaluated when caleulating the
appropriate level of allowance required 1o cover inherent loss, In certain highly-developed markets, models alzso
take into account behavioural and account management trends as revealed in, for example, bankmuptey and
rescheduling statistics,

*  When the porifolio size 15 small or when information 15 insufficient or not rehable enough to adopt a roll-rate
methodology, the group adopts a basic formulaic approach based on historical loss rate expenence, or a
discounted cash flow model. Where a basic formulaic approach is undertaken, the period between a loss event
occurting and its identification is explicitly estimated by local management, and is tvpically between six and
twelve months.

Write-ofl of loans and advances

Loans (and the related impamment allowancs aceonts ) are normally written off, either partially or in full, when there
iz no realistic prospect of recovery, Where loans are secuned, this is generally after receipt of any proceeds from the
realisation of secunty. In circumstances where the net realisable value of any collateral has been determuned and
there is no reasonable expectation of further recovery, write-off may be carlier,

Reversals of impairment

If the amount of an impairment loss decreases in a subsequent penod, and the decrease can be related objectively to
an event occowrming after the impainment was recognised, the excess i3 witten back by reducing the loan impaiment
allowance account accondingly. The wnte-back is recognised in the income statement.
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1 Basis of preparation and significant accounting policies (conthsned)

Assets acquired in exchange for loans

When non-finanaal assets acquired in exchange for loans as part of an orderly realisation are held for sale, these
assets are recorded as * Assets held for sale” and reported in *Other assets”,

Renegotiated loans

Loans subject to collective impairment assessment whose terms have been renegotiated ane no longer considered past
due, but are treated as up to date loans for measurement purpeses onee a minimum number of payments required have
been received. Where collectively assessed loan portfolios include significant levels of renegotiated loans, these loans
are segregated from other parts of the loan portfolio for the purposes of collective impairment assessment to reflect
their nsk profile. Loans subject to individual impairment assessment, whose terms have been renegotiated, are subject
to ongoing review to determine whether they remain impaired. The carrying amounts of loans that have been classified
as renegotiated retamn this dassification until matunty or derecognition.

A loan that is renegotiated is derecognised if the existing agreement is cancelled and a new agreement made on
substantially different terms or of the terms of an exasting agreement are modified such that the renegotiated loan 1=
substantially a different financial instrument. Any new loans that anse following derecognition events will continue
to be disclosed as renegotiated loans and are assessed for impairment as above,

Critical accounting estimates and jodgements

Loan impaiment allowances represent management’s bedt estimate of losses maumed in the loan portfolios at the balance sheet date,
Management iz required to exercise judgement in making ssamplions and et imates when caleulating loan impaimment allowances on both
mdividually and collectively assessed loans and advances.

Collective impairmecnt allowances are subjed Lo cstimation uncenainty, in pan because it is not practicable 1o identifly losses on an
mdividual loan basiz duse to the large number of individually inggnificent loans in the portfolio. The estimation methods inchide the use of
statistical analyses of historical information, supplemeted with significant management jedganent, 1o assess whether curent economic
and credit conditions are uch that tre actial level of inaumed losses is likely to be greater or less than historical experience, Where changes
i ecomomie, regulatory or behavioural conditions result in the mod recent tremds i portfolio risk faders being not fully reflectied in the
statistical models, nsk factors are tuken into account by sdpeting the impairment allowances derived solely from historical loss expenionce.
Risk factors inchede loan portfolio grewal, product miod, unemployment rates, bankropiey irends, geographical concenirations, loan product
features, economic conditions anch as national and local trends in housing maskd s, the level of interest mtes, pontfolie scasoning, account
management policies and pracices. changes in lows and regulations and other nfluences on customer payment patlems. Different factors
arc agplied in differant regions and countries (o reflect local economic conditiens, laws and regulations. The mahodology and the
assumplions uzged in caleulating impairment losses are reviewed regulary in the light of differences between loss estimates and actial loss
expericnee. For example, roll rates, loss rales and the expected timing of future recoveries are regularly benchmarked against aciual
outcomes 1o enaure they remain appropriate.

For individhally asseszed loans, judgement is required in determining whether there i objective evidence that a loss event has ocourred
and, if 5o, the measurement of the impairment allowance, In determining whether there is objective evidmcs that a loss event has ocoumed,
pudgement is exercized m evaluating all relevant information on indicators of mpairment, meluding the conaderation of whether pavments
are contraciually past-due snd the consideration of other factors indicating detericration in the finmcial condition and cutlook of borrowers
affecting their abality Lo pay.

Ahigher level of judgement is required for loans to borrowers showing signs of financial difficulty i market sectors experi encing economic
stress, paniculary where the likelihood of repayment is affected by the prospects for refinancing or the sle of a specified asset. For those
hoane where objective evidence of impainmient exisls, management determine the size of the allowanos required based on 2 range of factors
such as the realisable valuc of security, the likely dividend available on liquidation or banknaptey, the viability of the customer's busingss
malel and the capacily 1o trade successfully owt of financial difficalties and generate sufficient cash Mow to service deld obligations.

The exercize of judgement requires the use of asasmplions which are highly subjective and very sensitive to the risk factors, in particulas

to changes in economic =nd credit conditions across 4 large number of geographical areas. Many of the factors have a high degree of
mterdependency and there is no sigle faclor to which cur loan impairment allowances ag a whole sre sensilive,

Non-trading reverse repurchase and repurchase agreemenis

When securities ane sold subject to a commitment to repurchase them at a predetermined price (*repos”), they remain
on the balance sheet and a liability is recorded in respect of the consideration received. Securities purchased under
comumitments to regell (‘reverse repos’ ) are not recognised on the balance sheet and an asset is recorded in respect of
the initial consideration paid. Non-trading repos and reverse repos are measured at amortised cost. The difference
between the sale and repurchase price or between the purchase and resale price is treated as interest and recognised
in net interest income over the life of the agreement.
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HE HONGKONG AND SHANGHAI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

1 Basis of preparation and significant accounting policies (conthned)

(v) Financial instruments measured at fair valoe
Avallable-for-sale financial assets

Available-for-sale fimancial assets are recognised on the wade date when the group enters into contractual
amangerments to purchase those matruments, and are nommally derecogrised when either the securities are sold or
redeemed, They are subsequently remeasured at fair value, and changes therein are recognised in other comprehensive
income unfil the assets are cither sold or become impaired. Upon disposal, the cumulative gains or losses in other
comprehenzive income are recognised in the income statement as *Gains less losses from financial investments”,

Impairment af avatlable-for-sale financial assefs

Available-for-sale financial assets are assessed at each balance sheet date for oljective evidence of impairment.
Impairment losses are recognised in the income statement within ‘Loan impamment charges and other credit risk
provisions” for debt instruments and within *Gains less losses from financial investments” for equities.

Available-for-sale debt securities

In assessing objective evidence of impaitment at the reporting date, the group considers all available evidence,
including observable data or information about events speafically relating to the secunties which may nesult in a
shortfall in the recovery of future cash Mows. A subsequent decline in the fair value of the instrument is recognised
i the income statement when there 15 objective evidence of impaimment as a result of decreases i the estimated
fumene cash flows, Where there i3 no further objective evidence of impairment, the decline in the fair value of the
financial asset is recognised in other comprehensive income, If the fair value of a debt security increases in a
subsequent period, and the increase can be objectively related to an event ccourning after the impairment loss was
recogmsed in the income statement, or the instrument is ne longer impaired, the impamment loss is reversed through
the income statement.

Avirileble-for-sale equity sechritios

A significant or prelonged decline in the fair value of the equity below its cost 15 objective evidence of impainment.
In assessing whether it s significant, the decline in fair value is evaluated against the orginal cost of the asset at
imtial recogmtion. In assessing whether 1t 18 prolonged, the decline is evaluated against the confinuous period in
which the far value of the asset has been below its onginal cost at inihial recognition.

All subsequent increases in the fair value of the instrament are treated as a revaluation and are recogmsed in other
comprehensive income. Subsequent decreases in the fair value of the available-for-sale equity secunty are recogmised
n the income statement to the extent that further cumulative impainment losses have been incwrred, Impaimment loszes
recogrised on the equity security are not reversed through the income statement,

Financial instruments designated at fair value

Financial instruments, other than those held for trading, are classified in this category if they meet one or more of the
criteria set out below, and are so designated irrevocably at inception:

o the use of the designation rermoves or signi ficantly reduces an accounting mismatch, Under this critenon, the man
classes of financial instruments designated by the group are:

Lomg-term debf issues

The interest and/or foreign exchange exposure on certain fixed rate debt securities issued has been matched with the
imterest and/or foreign exchamge exposure on certain swaps as part of a documented nsk management strategy.
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1 Basis of preparation and significant accounting policies (conthned)

Financial avsets and financial lahilities under wit-linked and pon-linked investment confracis

A contract under which the group does not accept significant insurance risk from another party is not classified as an
insurance contract, other than investment contracts with discreti cnary participation features {* DFF), but 15 accounted
for as a financial liability. See Note 1{b)ivi) for investment contracts with DPF and contracts where the group accepts
significant insurance risk. Customer liabilities under linked and certain non-linked investment contracts issued by
insurance subsidiaries and the corresponding financial assets are designated at fair value. Liabilities are at least
equivalent to the surrender or transfer value which is caleulated by reference to the value of the relevant underlying
funds or indices. Premiums receivable and amoumts withdrawn are accounted for as increases or decreases in the
hiatality recorded in respect of investment contracts. The meremental costs directly related to the acquisition of new
investment contracts or renewing existing investment contracts are deferred and amortised over the period duning
which the investment management services are provided.

Derivatives

Denivatives are financial instruments that denve their value from the price of undedying items such as equities,
mterest rates or other mdices. Denvatives ang recogmsed imtally and are subsequently messired at far value.
Derivatives are classified as assets when their fair value is positive or as liabilities when their fair value is negative,
this includes embedded denvatives which are bifurcated from the host contract when they meat the definition of a
derivative on a standalone basis.

Gains and losses from changes in the far value of denvatives that do not gualify for hedge aceounting are reported in
“Met trading income’, Gains and losses on denvatives managed in conjunction with financial instruments designatad
at fair value are reported in “MNet income from financial instruments designated at fair value” together with the gains
and losses on the economically hedged items. Where the derivatives are managed with debt securities issued by the
group that are designated at fair value, the contractual interest is shown in *[nterest expense’ together with the interest
payable on the issued deb.

Hedge accounting

When denvatives are held for nsk mamagement purposes they are designated in hedge relationships where the
required cniteria for documentation and hedge effectiveness are met. The group enters into fair value hedges, cash
flow hedges or hedges of net investments in foreign operations as appropriate to the nsk being hedged.

Fair value hedge

Changes in the fair value of denvatives are recorded in the income statement, along with changes in the fair value of
the hedged assets or liabilities attributable to the hedged nsk. If a hedge relationship no longer meets the entena for
hedge accounting, hedge accounting 1z discontinued; the cumulative adjustment to the camying amount of the hedged
item is amortised to the income statement on a recaleulated effective interest rate over the residual penod to maturity,
unless the hedged item has been derecogmised, in which case it is recognised in the income statement immediately.

&1
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HE HONGKONG AND SHANGHAI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

1 Basis of preparation and significant accounting policies (conthned)

Cash flow hedge

The effective portion of changes in the fair value of denvatives is recognised m other comprehensive income; the
neffechive portion of the change in fair value is recognised immediately in the income statement within et
trading income’. The accumulated gains and losses recognised in other comprehensive income ane reclassified to the
income statement in the same periods in which the hedged item affects profit or loss, In hedges of forecast transactions
that result in recognition of a non-financial asset or liability, previous gains and losses recognised in other
comprehensive income are included in the mmitial measurement of the asset or liability. When a hedge relationship
15 discontinued, any cumulative gan or loss recognised i other comprehensive income remains in equity untl the
forecast transaction 18 recogmsed in the meome statement. When a forecast transaction 15 no longer expected to
oceur, the comulative gain or loss previously recognised in other comprehensive income is immediately reclassified
to the income statement,

Net investment hedge

Hedges of net investments in foreign operations are accounted for in a similar way o cash flow hedges. A gain or
losa on the effective portion of the hedging instrument is recognised in other comprehensive income; the
residual change in fair value 15 recognised immediately in the income statement. Gains and losses previously
recognised in other comprehensive income are reclassified to the income statement on the disposal, or part disposal,
of the foreign operation.

Derlvatives that do not gqualify for hedge accounting

Mon-gqualifving hedges are denvatives entered into as economic hedges of assets and habilities for which hedge
accounting was not applied.

{viy Insurance coniracis

A contract is classified as an insurance contract where the group accepts significant insurance nisk from another party
by agreecing to compensate that party on the ecowrence of a specfied uncertain future event. An insurance contract
may also transfer financial risk, but is accounted for as an insuranee confract if the insurance nisk is significant, In
addition, the group issues investment contracts with discretionary participation features which are also accounted for
as insurance coniracts as required by HEZFRS 4 *Insurance Contracts’.

Net insurance premium income

Premiums for life insurance confracts are accounted for when receivable, except in unit-linked insurance contracts
where premivms are accoumted for when liabilites are established.

Reinsurance premiums are accounted for in the same accounting period as the premiums for the direct insurance
confracts to which they relate.
Net insurance claims and benefits paid and movements in liabilities to policyholders

Gross insurance claims for life insurance contracts reflect the total cost of claims anising during the vear, including
clanm handling costs and any policvholder bonuses allocated in aticipation of a bonus declaration.

Maturity claims are recognised when due for payment. Surrenders are recognised when paid or at an eardier date on
which, following notification, the policy ceases to be included within the caleulation of the related insurance
liabilities. Death claims are recognised when notified.

Reinsurance recoveries are accounted for in the same period as the related claim,

Liabilities under insurance contracis

Liabilities under non-linked life insurance contracts are calculated by each life imsurance operation based on local
actuarial principles. Liabilities under umit-linked life insurance contracts are at least equivalent to the surrender or
transfer value, which is caleulated by reference to the value of the relevant underdyving funds or indices.

&2
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1 Basis of preparation and significant accounting policies (conthned)

Future profit participation on insurance contracis with Discretionary Participation Features (*DPF")

Where contracts provide discretionary profit participation benefits to policyholders, liabilities for these contracts
include provisions for the futwre discretionary benefits to policyholders, These provisions reflect the actual
performance of the investment portfolio to date and management’s expectation of the future performance of the assets
hacking the conftracts, as well as other experiencs factors such as mortality, lapses and operational efficiency, where
appropriate. This benefit may arise from the contractual terms, regulation, or past distribution policy.

Inveztment contracts with DPF

While investment contracts with DPF are financial instraments, they continee to be treated as insurance contracts as
requirad by HEFRS 4. The group therefore recognises the premiums for those contracts as revenue and recognises as
an expense the resulting increase in the carrying amount of the liability.

In the case of net unrealised investment gains on these contracts, whose discretionary benefits principally reflect the
actual performance of the investment portfolio, the corresponding increase in the liabilities is recognised in either the
meome statement or other comprehensive income, following the treatment of the wnnealised gains on the relevant
assefs, In the case of net unrealised losses, a deferred participating asset is recognised only to the extent that its
recoverability is highly probable, Movements in the liabilities arising from realised gains and losses on relevant asscts
are recognized in the income statement,

Present value of in-force long-term insurance business

The value placed on insurance contracts that are classified as long-term insurance business or long-term investment
contracts with DPF and are in force at the balance sheet date is recognised as an asset. The asset represents the present
value of the equity helders” interest in the issuing insuwrance companies’ profits expected to emerge from these
contracts written at the balance sheet date. The PVIF asset is presented gross of attributable tax in the balance sheet
and movements in the PVIF asset are included i *Cither operating imcome” on a gross of tax bass,

Critical acoounting estimates and jodgements

The value of PVIF depends upon assimptions regarding future events. The PVIF is determined by discountimg those expected future profits
using appropriale assumplios i assessing facters such as future mortality, lapse rates md levels of expenses, and a risk discount rate thal
reflects the risk premium attributable to the respective contracts. The PVIF incorporates allowances for both non-market risk sd the value
of financial options and guarantees. The assammplions are reassessed al each reponting date and changes in the eimates which affect the
value of PVIF are reflected in the income statement.

(vii) Property
Land and buildings

Land and buildings held for own use are carmied at their revalwed amount, being the fair value at the date of the
revaluation less any subsequent accumulated depreciation and impaimment losses,

Revaluations are performed by professional qualified valuers, on a market basis, with sufficient regulanty to ensure
that the net camving amount does not differ materally from the fair value, Surpluses ansing on revaluation are
credited firstly to the income statement. to the extent of any deficits anising on revaluation previously charged o
the income statement in respect of the same land and buildings, and are thereafter taken to the “Property
revaluation reserve’. Deficits ansing on revaluation are first set off against any previous revaluation swpluses
included in the * Propey revaluation reserve” in respect of the same land and butldings, and are thereafter recogmsed
it the ineoms statement.
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

1 Basis of preparation and significant accounting policies (conthned)

Buildings held for own wse which are situated on leasehold land where it 13 peasible to reliably separate the value of
the building from the value of the leasehold land at inception of the lease are revalued by professional qualified
valuers, on a depreciated replacement cost basis or surrender value, with sufficient regularity to ensure that the net
carrying amount does not difier materially from the fair value.

Leasehold land and buildings are depreciated over the shorter of the unexpired terms of the leases or the remaining
useful lives.

The Government of Hong Kong owns all the land in Hong Kong and permits itz use under leazehold amrangements

Similar arrangements exist in mainland China Atinception of the lease, where the cost of land is known or can be
reliably determined and the term of the lease is not less than 50 years, the group records its interests in leasehold land
and land use nghts as land and buildings held for own use. Where the term iz less than 50 years, the group records
its Interests as operating leases,

Where the cost of the land is unknown or cannot be reliably determined, and the leasehold land and land use rnghts are
not clearly held under an operating lease, they are accounted for & land and buildings held for own use,

Investment properties

The group helds certan properties as investments to cam rentals or for capital appreciation, or both, and those imvestment
properties are incleded on balanece sheet at far value with chamges in fair value being recogrizsed in the ineome statement.

(vill) Emplovee compensation and bemefits

Post-employment benelit plans

The group operates a number of pension schemes (ncduding defined benefit and defined contnbution) and post-
employment benefit schemes.

Payments to defined contribution plans are charged as an expense as the emplovees render service

Defined benefit pension obligations are cal culated using the projected unit credit method. The net charge to the income
atatement mainly comprises the service cost and the net interest on the net defined benefit asset or liability and is
presented in operating expenses.

Re-measurements of the net defined benefit asset or lability, which compnse actuaral gains and losses, retum on
plan a=sets (excluding interest) and the effect of the asset ceiling (if any, excluding interest), are recognized
immediately in other comprehensive income. The net defined benefit asset or liability represents the present value
of defined benefit obligations reduced by the fair value of plan assets after applying the asset ceiling test where
the net defined benefit surplus is limited to the presemt value of available refunds and reductions in funire
contnbubions to the plan.

(ix) Tax

Income tax comprises cwrent tax and deferred tax. Income tax is recognised in the income statement except to the
extent that it relates to items recogmised m other comprehensive income or direetly in equity, in which case it is
recogmsed in the same statement in which the related item appears.

Current tax is the tax expacted to be payable on the taxable profit for the year and any adjustment to tax payable in
mespect of previous years. The group provides for potential current tax liabilities that may anse on the basis of the
amounts expected to be paid to the tax authonties,

Deferned tax 15 recogrzed on temporary differences between the carmying amounts of assets and liabilities in the

balance sheet and the amounts attributed to such assetz and lhabilities for tax purposes. Deferred tax is caleulated
using the tax rates expected to apply in the penods in which the assets wall be realised or the habilities settled.

Current and deferred tax is calculated based on tax rates and laws enacted, or substantively enacted, by the
balance sheet date,
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1 Basis of preparation and significant accounting policies (conthned)

(x} Provisions, contingent liabilities and guarantees
Provisions

Provisions are recognised when it is probable that an outflow of economic benmefits will be required o settle a
present legal or constructive obligation which has ansen as a result of past events and for which a reliable estimate

can be made,

Critical ln:uunlln! estimaies and ]nd!emmls

FProvigons

Judgement 15 mvelved m detemming whether 3 present obligation exists and in cstimating the probabality, tming and amount of any
outflows. Prafessional expert advice i= laken on the assessment of litigation, property (including onerous contracts) and smiilar obligations,
Provisions for legal proceedings and regulatory matters bypacally require a higher degree of judgement than other types of provisions. When
maillers are al & early slage, accountng judsenients can be difficult because of the high degree of uncer ainly associaled with determmiming
whether a present obligation exists, and estimating the probability and amount of any ootflows thal may arise. As mallers progress,
management and legal advisers evaluate on an ongoing basis whether provistons should be recognised, revising previous judgements and
estimates a5 appropriae. AL more advanced stages, il is lypically easier to make judgements and estimates around a better defined set of
poszible outcomes. However, ihe amount provisioned can remain very sensitive to the assumplions used. There could be a wide range of
possible owtcomes for any pending legal proceedings, nvestigations or mdquiries. As a reault, it is often not practicable Lo quantify a range
of possible outcomes for ndividual matters. [t is also not practicable to meaningfully quantify ranges of polantial cufcomes in ageregate
for these 1ypes of provisions because of the diverse nature and circumstances of such matters and the wide range of uncertaintics invalved,

Contingent liabilities, contractual commitments and guarantees

Contingent liahilities

Contingent habilities, which include certain guarantees and letters of credit pledged as collateral secunty and
confingent liabilities related to legal proceedings or regulatory matters, are not recognised in the financial statements
but are disclosed unless the probability of settlement is remote.

Financial grarantes contracs

Liabilities under financial guaraniee contractz which are not classified as insurance contracts are recorded imitially at
their fair value, which 15 generally the fee received or present value of the fee receivable,

The Bank has issued financial guarantees and similar contracts to other group entities. The group elects to account for
certain guarantees as insurance contracts in the Bank financial statements, in which case they are measured and
recognised as insurance habilities. This election 15 made on a contract by contract basis, and is immevocable.
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Motes on the Financial Statements (continued;
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a  inferest income

Interest income recogmnised on impaired financial assets amounted to HES374m in the vear (2005 HES27Tm).

b Net fee income

Accoun seTvices | iy
Fumds under mngmqn'
Cards...,

Credit I’m::lll:les
Broking income ...
Importsexparts ...
Unit trusts ...
Underwriting
Femittances ...
Gilobal custody .
r:mlmcugutq,rwnn|mon...........

Fet IMCOMNE <..ooocoemecenisimeins
Fee eXpense.......ccooccevonne

1 Focludes Mamdatory Providen Sund

Net fee income mcludes the following:
Mel fiee income, other tean amounts meladed n determinmg the effective
intered rate. arising from financial assets or financial liabilities that are
not |11‘:|d. for lradmg ar dulgnnted &t fair value

Mel fee income on trusl and other fiduciany activities where the growp hobds
o invesis assels on behalf of its customers

~ fee income ..

- fee capense ...

2016 015
HESm HESm
X3 2976
5771 6215
T.063 T.072
1,513 3219
A1 5583
ATTL 4.M0
£ RE8 6,50
1.188 1.214
3314 3438
3450 3,744
1,746 1.4%2
3.952 6,045
47,130 51,026
{7.837) (6. 26T}
39,302 45630
2016 2015
HESm HESm
14,892 15,862
i3.200) (1B
11,602 13,083
8551 4032
(845} (1,005
7,706 8,027

In 2016, certan expenditure in respect of credit card lovalty programmes previously presented n “General and
administrative expenses’ 15 presented in *Fee expense’ to more appropriately reflect the nature of the expenditure. This

accounted for the majority of the increase in fee expense dunng the year.
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26 s
HESm HESm
MNet ineredt income of trading activities ..o 3718 4,430
Dividend meome from irading securities | 74 1.674
- Liged investments ......... 2045 1.636
- Unlisted investments _..... 29 38
Cainsilosses) from hedzing SClvILIES .o s s b (200
Fair vahie hedges
- Mel gam{loss) on hadged items attrbatable 10 the hedged Ak i (2,550 &8
et gainAloss) on hedgumg NSNENEnE s s 2,598 (58]
Cash flow hedges
O 1T T 19 -
24,064 1,616
Ner income'{expense) from financial instrumenis designared at fair value
20146 015
HESm HESm
Ewmc[:mum:} on assets designated at fair value which bad:
inssrance and investment conitracts . I 4104 (2304}
Increase m fair value of liabilities to mﬂnmm un (651} {374
3433 (2678}
et change in fair value of other financial assel=liabilities designated at fair valee' ..o 102 {1
[nferest mcomie on financial assets and liabilities designated at fair value oo, 15 15
3,570 [ 2. 5600

1 Geing and lostes fom chaviges i the fir valve of e growp s fsoned debt securifies inclwde those aristing from changes in the growp's
own credii rigk In 2006, the growp recognised a HES62ne gain on changes in the fair value of twese instrunents arigong from changes

v enar et riek (200 S HES28m ga.m.r

Gains less losses from financial nveshuents

2016 2015

HESm HESm

Cain on partial disposal of investment in Indwstrial Bank ... ..o - 10,636
Gains on dispesal of other available-for-sale securities . 1,234 Qg3
Impairmient of available-for-sabe €quUity BVESITDEIME ©..cooicrsmrimimim s s e s msrassrmsar e .EL (%)
1.232 11.611

There were no gains or losses on the disposal of held-to-maturity investments in the year (20035 nil).
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

2 Operating profit {contined)

I Cther operating incone

Crain on 1507 anniversary banknotes ismimee e e e g e s
Movemenl i present v alie of in-force insurance tu.lsm.t:s

Gainz on investment propemies ..........
Cainslosses) on digposzal of propeny, |:I:uu ind n]u.]:mmt aud mcls: IL:Ir.i t‘ur s-;lt

Gain on disposal of subsidiaries, associates and business portfullcls

Fental income from imvestment pmpcmm o e At

Other included net gains on loans and receivables of HES146m (2015 HES2T8m). There were no gains or losses on
the disposal of financial hiamlities measured at amortised cost dunng the vear (2005 mil ).

2016 2015
HESm HESm
= AT
7306 4,65
3 480
(57) 134

1 23

400 40
3,530 4,016
11,516 14439

g Loan impairment charges and other evedit risk provisions

2016 015
HESm HKSm
Individually assessed |mpa|rm=|1l: durgr.s
- Wew charges ... i 5124 4.011
— Releases ... A (1.56T) (13540
3,380 2,316
Collectively assessed impaiment CHAIEES ... s b s i s s 2065 1.656
Other credil rish PrOVISIIE ._... i i i b e ek o bbb 1 102
Loan imspairment charges and cther aredit risk provisions ... cmmem s 5,554 5,074

There were no impamment charges aganst availlable-for-sale debt securities included in other credit nsk provisions
{2015 ml). There were no impairment charges or provisions relating to held-to-matunty investments (2015 ml).

h  Goreral ard adminisirative expenses

Premises and equipment
- Rental P
- Other premises and n:pqmll:-nl mp:ﬂs:ﬁ

Marketing and adVertiSig EXPENSES .. it s s sttt s
Other ademiRiArULIVE EXIPEEBES 1o rimianmininsirasmsarn e 1181y are 111 8BRS A 1R

2016 2015
HESm HEKSm
3,665 M2
4,107 4,032
7172 7574
2909 3,500
192346 1840
29,917 20 8RR

oOoOooodn

[n 2016, certain expenditure in respect of credit card lovalty programmes previously presented in “Marketing and
advertising expenses’ 1s presented in *Fee expense’ to more appropnately reflect the nature of the expenditure, This
accounted for the majority of the decrease in marketing and advertising expenses during the vear.

Included in operating expenses were direct operating expenses of HKEZ7m (2015: HKS22m) anising from investment
properties that generated rental income duning the year. Direct operating expenses ansing from investment properties
that did not generate rental income amounted to HES4m (2015 HES2m).

[neluded in operating expenses were minimum leage payments under operating leases of HES3,675m (2015:

HES3,692m)

i Auditors’ remunevation

Auditors” remuneration amounted to HES82m (2015 HEST8m).
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a  Nel insurance premivm income
Mon-linked Linked
I suramce Insarr ance Tuotal
HESm HESm HEEm
26
Gross iNAFANCE PreEmmuiuim iNCOMIE ... s s s s s 57,049 2522 50,871
Resnsurers” share of gross iNSUrANCe Premmbiim MEOME ... e s 13.5930) 29 {3.959)
T et PR PORTTILIY RSB (o.v. v imrasnsnasnsioim ismins it srm bt e s ettt 3419 2,493 s8012
WS
Gross INSUITANGE Premium income ... 51,367 4,937 56,304
Reinsurers’ share of gross inSUrance premium icome ... {3.684) [ (3.711)
e incUrECe PrEmilim CHMTES ... e e st s s ens 47,683 4910 52,593
b Net insurance cfaims and benefiis paid and movement in liabilities to policyholders
Pom- linked Linked
Insurance Insurance Total
HESm HHESm HESm
2016
Gross claims and benefits paid and movement in liabilfties to
policyholders .. b e el b o o b . 03,473 4,472 ﬁ']‘,?i
Claims, benefits und anrqldﬂ'sp d 19,059 2295 21,494
Movement in liabilities ... 44,374 2077 6,451
Renairers” share of chims and bavefits puid and movement i habalities 354 155 3,359
Renzurers’ share of chaims, benefits and surrenders paid ... (319} (80) (399)
Resnsurers” share of movement n Babalibies ....cociiimne | (3.195) | 235 (2.960)
et insurance ¢laims and benelits paid and movement in liabilities 1o
policyholders 29,950 4,627 64,286
M5
Cross claims and benefits paid wvd movement in liabilities o
policyholders . i 53,050 1,577 55,527
Claims, benefits and mmdus pBI 11216 3283 24500
Movement in liabilities _............ 3T (1,708 11026
Reinsirers” share of claims and benefits paid and movament in liabilities (3,214) (B E {3,006)
Reinsurers’ share of claims, benefils and sumenders paid . {318) (#45) (763}
Reinaurers’ share of movement i liabilities ..o (2.806) 563 (2,333
Net insurance claims and benels paid and movernent in labilities 10
POIMCAAVBIENEE - i m ey pmm om0 S0,736 1695 52431

1]
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

4

Empln:‘!e compensation and benefits

a  Hmplovee compensation and bemefits

2016 s
HE3Sm HE $m
R O TN e o it el 35376 37846
Retwrenent benefit costs
~ Drefined comrbiilion PlEE ... i s b s e im0 1,505 1. 449
3880 41126
“Wages and salaries” include the effect of share-based payments amrangements as follows:
2016 1]
HESm HESm
Blestricted share awards s e 985 1.303
Savings-rekated shares and other share option plans ... e 107 8
l_.WZ 1.381
b Direcrors’ emoluments
The aggregate emoluments of the Dinectors of the Bank disclosed pursuant fo section 4 of the Companies (Disclosure
of Infonmation about Benefits of Directors) Regulation were HES102m (2015 HES100m). This comprises fees of
HKS9m (2015 HE$9m) and other emecluments of HES23m (2015 HKE21m) which includes contributions to
pension schemes of HES 1m (2015: HES Im). Non-cazh benefits which are included in other emoluments mainly relate
to share-based payment awards, and the provision of housing and furmishing. Detals on loans to directors are set out
in mote 38,
¢ Retirement benefit pension plans

The group operates a number of retirement benefit plans. with a total cost of HKS2.498m (2015 HK$Z,200m), the
largest of which is the HEBC Group Hong Kong Local Staff Retirement Benefit Scheme (*the Principal Plan®).

In Hong Kong, the Principal Plan covers employess of the Bank and certain other local employees of the Group. The
Principal Man compnises a funded defined benefit acheme (which provides a lump sum on retirement but is now closed
to new members) and a defined contribution scheme. The latter was established on 1 January 1999 for new employees,
and the group has been moving to dafined contmbution plans for all new employees. Since the defined benefit element
of the Principal Plan is a final salary lump sum scheme, its exposure to longevity msk and interest rate sk is lmited.

The trustee assumes the overall responsibility for the Principal Plan but a management commitiee and a number
of sub-committess have alao been established. These committess have been established to broaden the
govemnanee and manage the concomitant issues.

The Principal Plan is predominantly a funded plan with assets which are held in trust funds separate from the growp.
The actuanial funding valuation of the Principal Plan i reviewed at least on a tnenmal basis or in agcordance with lecal
practice and regulahons. The actuanal assumphons used to conduct the actuanal funding valuation of the Principal
Flam vary according to the economic conditions.

The defined benefit scheme of the Principal Plan mainly invests in bonds with a smaller portion in equities and each
investment manager has been assigned a benchmark applicable to their respective asset class. The farpet asset
allocations for the portfolio are as follows: Bonds 65% and Equity 35%,
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4  Employee compensation and henefits (contimned)

(1) Crmuelative actparial losses recognised in other conprehensive inconte in respect of defined barefit plons

eI 2015
HESm HESm

AL January ... {8.303) {7641
Actuarial gams.fﬂusm; m:nguscd in rdlurmnpmhmm‘c RIS i 1016 (662

A OO N B G S s (1.287) {8.303)

(il Nt asser (linbiind wader defined benefit pestsion plavs

Present valoe of
Fair value of defined benelit et defined
plan assels obligations  benefit liability
HESm HESm HEKSm

Net deflined benefit lability

ALL JAMUREY 2006 oo 13,974 (19,735 (5,762)

Current service cost . - (B46) (546)
Past service cost andlm:m. ﬁ'om sculunmrs - (32) (32)

Mel mterest oo e cos ) on the nel defined

benefit liability ... FSY 303 415 (112)
Remeaairement :t’fms l'tmgﬂl-'i'bd in Imr

comprehiensive moeome | S S Qe et i 1 823 1016
~ Retum on plan assds [:xc]udmg intorest mmm-:] a1 - o1
- Actuanial gains from changes in financial

asmmplions ., -y i e e i S - 1,358 1,558
- Actuarial logses I’n:-m :xpcncmx - (633)) (633}

Exchange differences and olher movements ..o [hL] 28 g
Contributions b}' the group ... e H 189 - 1,559
Benefits paid ... {1, 483) 1,524 41

AL Decamber BOTE . cuiims i iminiic it S i st i 14,755 (15,552) (3,797)

Retirement benefit liabilities :‘tmgnimd

on the balance dheet .. {3.567)
Retaremant benefit asets r-uugmml on :h:

balance sheet {within *Prepayment, accrued

income and other assels’) ... 7@
Present value of defined b:ml'ﬂ ulﬂl,gul:mn r:1ulu|g 1-:—

Pensioners .. {252)

91
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

4  Employee compensation and henefits (contimned)

Present value of

Fair value of defined benefin et defined
plan asses obligations benefit liability
HESm HE% HESm

Mel defined benefin liability
AL T Earmry O S L T s S 14,870 {20,357 [5,487)
Currenl service cost .. T CR M PP P - 1883 (833)
Past service cost and gams fron ﬂltl:mmls - 74 274
SEETVHCR DL 1w v s i s s - {B0%) (609

Mel imerest meome/(cod ) on the net defined
benefit liability .............. 97 425 (132}
Remeairement cEf:d-irf.me,msnd in nlhu

comiprdichsive meome | (H8) {1143 [662)
- Retum on plan assels [ndudmg interest mmm] (548) {548)
~ Actuanial gains from changes in damographic assumptions .......... - L3 &
= Actianial losses from changes in financial

asmImplions ... - (182} (152)
- Actuarial gains ﬂ‘c—m mpmmc: = 62 62
Exchange differences and olher movements ... ... (26) 118 a2
Contributions By e BIoUD ... et nion GE3 - 33
Contributicns by employees ... z (2 -
Benefitz paid .....ovomvnismininm (160481 1657 53
AL Deeamber SIS . .. iR H e 13,974 {19.736) [5,762)

Retirement benefit labilitics r:m@iﬁ:d
Retirement benefit assels m:nmlstd on ﬂm
balance sheet {within *Prepayment, accroed

imcome and other assels’) .. 47
Present value of defined bt.-nclil nb]lqatmn I:Ialmglu.
- Actives Ry {19475)

Fnlsu.!m‘* 61

1 Gains/ (loses) from seitlemenis arise as the difference berween assers disivibuted and labiliftes extingul shed on settlements.

The group expects to make HKE717m of contributions to defined benefit pension plans during 2017,

(iff) Fair value af plon assers by asset claszes

2016 2015

st Quioled

mar ket markel

price In Thereal price in Thereaf
Value  active market HSBC Value  active market HSBC
HESm HESm HESm HESm HKSm HKSm
14,755 14,785 1348 13,974 13,974 407

3,260 5260 - 5133 5133 0
7,358 7,358 - 7438 7438 -
1,137 2,137 1 1,302 1302 397

1 vher malmly condsts af cad and depastis.

g2
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4  Employee compensation and henefits (contimned)
fivl Bemefitz expected to be paid from the Principal Plan

Benefits expected to be paid from the Principal Plan to retirees over each of the next five vears, and in aggregate
for the five years thereafter, ane as follows:

2017 2018 2019 2020 2021 2022- 20246
HESm HESm HESm HESm HESm HESm

HSBC Group Hong Kong Local Staff
Retirement Benefit Scheme ... 504 178 930 1067 1,231 4,634

vl The Privcipal Plan's principal actuariaf finarcial assumpitions

The present value of the Princpal Plan's obligation was HES11,215m (2015 HEKS12,071m). The praneipal
actuarial assumptions used to calculate the group’s obligations for the Principal Plan for the vear, and wsed as the
basiz for measunng the expenses in relation to the Principal Plan, were as follows:

2016 i1 11

%o pea. Y pa.

N O e e s 150 1.70
Rate of pay ingrease - 3.0 4.0
T B R S R A LY PR AR SIS TN U SR SOl /1~ 2 11-.1) -, HELT2O11!

1 HKLTI015- Hong Kong Life Tables 2005,

The group defermines the discount rates to be applied to s obligafions in consultation wath the Princpal PMlan's
local actuary, on the basis of cumrent average vields of Hong Kong Government bonds, with matunities consistent
with those of the defined benefit obligations.

fvil Aetwarie! assunpiion sensitivities

The discount rate and rate of pay increase are sensiive to changes in market conditions ansing dunng the
reporting period. The following table shows the financial impact of assumption changes on the Principal Plan at

year amd:
Impact on Penson Cbligation
216 2005
HESm HESm

Driscount mie

S ANETEASE OF RIS Lo i e e e b 215 (245

I I B o e e el e el ek e M ko o freEa 122 158
Rate of pay increase

= IETEASE O BEBIE Lo i st e e 227 230

o T L A e e A s (221) (233)

93
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THE HOMGKONG AND SHANGHAI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

5 Tax expense

a The Bank and its subsidianes in Hong Kong have provided for Hong Kong profits tax at the rate of 16,5% (2015;
16.5%) on the profits for the year assessable in Hong Kong, Overseas branches and subsidianies have similarly
provided for tax in the countries in which they operate at the appropnate rates of tax ruling in 2016, Deferred taxation
iz provided for in accordance with the group’s accounting, policy in note 1ibyixk

The charge for taxation in the income statement comprises;

2014 015
HESm HESm
Current income tax
- Hong Kong laxation - on cument year profit ................ A P B R A 8,567 10,005
- Hong Kong taxation - adjudments @ regpect a.f‘ pnnr yﬂ.m {743 {134}
Orverseas Laxalion - on urrent Year profil .oveiewosonn 7598 3072
- {werseas Qaxalion - adjudments m réspect of prior yiears | {337} 221
15,754 18166
Diefierred tax
— Onigination and reversal of temporary diffErenoes . ..o s 1,159 {769
— Effect of chames M BT THIEE ..ot i s e b o s b e et st 13 1%
~ Adjustments in respect of PAIOE FEEIE ... e s {14) {119
1158 (8700
17,912 1729
b Reconciliation between taxation charge and accownting profit ar applicable tax rates:
016 2005
HEKSm HESm
Motional tacs on profit before tax, calculated = the rates apglicable to profits in the
countries concermed . 19727 21,981
Effects of profitz in ism:la!tﬁami;mm 'L'-tl'ITLIlt'i (2.3590) (2617
Mon taxable income and gains ... (1,951) (3,994
Local taxes and overseas mlhhulqu Ia.\cs 1275 1,118
Permanent disallowables ... . 957 257
1T R e Rl P D Sy M A e e P R 194 [B6)
17912 17,296
¢ Movemeniz of deferved tax assets and liabilities:
Imspairment
Accelerated Insurance allowances
capital technical Expense  onfinandal  Revaluation
allowances  provislons  provisions assels  of propertles Oriher Tadal
HESm HESm HESm HESm HESm HESm HESm
2016
AZBELE i 132 - 953 1,107 - T8 2,040
Liabilities .. (643) (6,134) - {247} {12,503) (374 19,903)
A1 Banuary .. {511) (6,134) HE3 RE8 {12,503) REE] {16,963}
Exchange and other
adjustments ............... 2y 24 (274) [ 125 198 il
Charge'{eredit) to
incorme datemenl ..., [£7] {1,213 252 (1940} 288 {1,290) (2,158)
Charge{credit) to
TESETVER. ..o s rereeses - - - - (678) (176} {B54)
AL 31 December ... (515} (7,323} G561 674 {12.765) 1924 (19.598)
L L e 108 - 61 674 - 2415 4,158
[T 17— (G260 (7.323) - - (12,768) (3,339 4z

54
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Tevpeai e
Accelerated Iurance allowances
capital techmical Expense on financial Revaluation
allowances provisions provisions P of properties Cither Total
HKSm HESm HESm HESm HESm HESm HESm
2015
Amabal o 106 - 1,079 154 - TR 2,132
Liabalities® ., [T36) [ 5. 300 - - {11.718) (1,528) (19,382}
AL 1 Januwary (B30 (5. 300 1079 184 {11,728) (765 (17,150
Exchange and other
ETTTTE ¢ T (1T (7 iz (94 (21} T2 0 13
Chargs'(eredit) to
income salement ... 126 {777 2y 595 254 674 &70
Charge'{credit) 1o
PEERTVEE . ocosicsmimsniianas - - - - {11003 408 (696]
At 31 December ... (5113 (6,134} T3 858 (12.503) 344 {16,553}
Assets' 132 - HE3 1,107 - TI8 2540
Liabilities” ......ccccoconminnas (6437 (6,134} - (249} {12,503} (3743 {19, 503)

1 After netting eff balance s within comniries,

the balanees as diselesed in te accounts are as follews deforved oy aisers HESE 503m

(200 5:FIES LA36m): and deferved e liabilities HIS20A00m (201 3-HESIE 79%m).

The ameunt of unused tax losses for which no deferred tax asset is recogmised in the balance sheet i3 HK$2,49Tm
(2015; HE$2,216m), Of this amount, HES2Z,047m (2015; HES1,988m) has no expiry date and the remaining wall

expire within 10 yvears.

Deferred tax of HKS1,334m (2015 HKS721m) has been provided in respect of distributable reserves or post-
acquisiion reserves of associates that, on distnbution or sale, would attract withholding tax.

Deferred tax 15 not recogmised in respect of the growp’s investments in subsidianes and branches where remittance or
other realisation 15 not probable, and for those assocates and interests in joint ventures where it has been determined

that no additional tax wall arise.

Dividends

Dividends to ordisary shareholders of the parent company

2014 2005
Per share Tolal Per share Total
HES HESm HES HESm
Ordinary dividends paid

— fourth interim dividend in respect of the previous
fimancial year approved and paid during the year ... 044 17,065 037 14,250
~ first interim dividend paid ... . 0.20 £500 0,20 7,500
— second imerim dividend paid ... 0.1% F500 020 7,500
- third interim dividend paid ... 0.19 500 0,20 7500
& 42,565 0.97 36,750

The Directors have declared a founh interim dividend in respect of the financial year ending 31 December 2006 of
HES25,438m (HKS0.56 per ordinary share),

Distributions om other equity instriments

2016 M3
HESm HESm

U551, 900m floating rate perpeteal subordinat ed loans
{interest rate al one year US dollar LIBOR plus 383438} ..o mrmsmimsimmsssmims masssssimrissssss 731 55

g5
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

7 Trading assets

2016 2005
HKSm HESm
Treasury and other eligible bills ... s s — 91,908 43,607
Dbt securities ... 180,501 178,338
Equity shares ... 71,915 44,775
371,634 02626
1 “Chrher trading assets privsatly include settlement aooernis with banks and cirstemers
2016 015
Treasury Tresary
anel olher Dbt Equity angd other et Exquity
eligible bills securities shares cligitvle bills SECuntiEs shares
HESm HESm HESm HESm HESm HESm
Tssued by
= central governments and central
Baks 91,908 133422 - 43,607 124,962 -
- other public sector entitics - 2421 - . 2115
=Bk s - 11,708 13678 - 22,085 5206
— corporate enbities ..o - 21950 ER240 - 23,186 18969
91,908 180,501 71,9158 43,607 178,358 44,775
Ebed i s s e 1576 130,085 T1,299 2164 122,934 44,003
L 90,332 50,416 (313 41,443 45,424 52
91,908 150,501 71,915 43,607 178,358 44,775

8  Derivatives

Use of derivatives

The group transacts derivatives for three primary purposes: to create nsk management solutions for clients, o manage
the portfolio nsk ansing from client business, and to manage and hedge the group’s own risks. Denvatives (except for
denvatives which are designated as effective hedging instruments) are held for rading. Within the held for rading
classification are two types of denvative instruments; those wsed in sales and trading activities, and those used for nsk
management purposes but which for vanous reasens do not meet the qualifying eriteria for hedge aceounting. The second
category includes derivatives managed in conjunction with financial instruments designated at fair value, These activities
are described more fully below.

The group’s denvative achivities mive nise fo significant open positions in portfolios of denvatives, These positions are
managed constantly to ensure that they remain within acceptable nsk levels. When entenng into denvative transachions,
the group employs the same credit sk management framework to assess and approve potential eredit exposunes that it
uses for traditional lending,
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Derivatives jcontinued)
Comtract amounts and fair valves of assets and fiabilities by class of derivatives

The notional contract amounts of denvaives held for trading purposes indicate the nominal value of transactions
outstanding at the balance sheet date; they do not represent amounts at rsk.

2016 2015
Contract Contract
s Assels Liabilitles aAmaounts Assels Linbilities
HESm HESm HESm HESm HESm HKSm
Trading derlvatives
Exchange rae contracis .......... 15,076,732 363,707 350,787 16,125,677 246,202 231,888
— spol, forward and future........ 13,577,599 217,748 101955 11,665,620 122,743 117,563
= EWEPE i bbb 390,162 130,458 132,717 31392883 1o 227 99,997
— options purchase EE4 632 14,071 1,039 515,209 14,054 131
= OpLions WIlten ... 554,230 1,400 15,076 51,873 178 14,194
Interest rale Comtracts ..o 15,861,627 150,195 150,582 15,974,328 136,687 135,827
= Forward and fUREre ..o 1,877,788 243 204 1,146,748 183 M
L O B e A 16,567 560 147,051 147,313 14,514,463 133,907 132,784
options purchase - 105,767 1,352 147 54,662 1,226 48
= OPRICHEE WIEN oo cvenicersimssrssmienns 156,612 69 1,522 52,718 T 1,832
= R e o it ettt s 153,900 1,483 1356 205,727 1,311 915
Equity derivalives o.oiimimsimni G4, 204 22,350 24,653 TIZ.02%8 17,818 31,330
Crodit dervalive ... 474,160 14 2437 432,544 2800 2.7
Commodity and Ser e 140,339 4,529 4.208 95,216 5920 3673
Total held for rading ... 35,157 362 543218 SIL66T 33339763 419434 407 507
Trading derlvatives managed in
con junction with Mnancial
Instruments designated at Falr value
Interest rale CONMACES ....ovumriimimsaniiems 9,568 &S & 7.342 0 10
9,568 65 5 7.342 ) 14y
Cash Mow hedging derivalives
Exchange rate conlracts ... 140,665 G, 5T 1322 118323 1511 o
Inferest rale contracts ... 46,049 e 247 65,584 171 127
186,714 6,592 1569 185.007 1682 1.121
Fair value hedging derivatives
Interest rale Contracts oo 261,040 154 813 217.3%1 413 1417
Gross total Jervalives ..o 35,616,584 5L AMG 35037 33749533 411,591 410,035
MNeMting ........... - (72599 (72.599) = {0636 LR
B 1T P 38,616,584 479,807 462458 33,749,533 380,555 160419

a Trading derivatives

Most of the group”s denvative tramsactions relate to sales and trading activities. Sales activities include the structuring
and marketing of derivative products to customers to enable them to take, transfer, modify or reduce current or
expected nsks. Trading activities include market-making and nsk management.

b Hedging derivatives

The group uses derivatives (principally interest rate and cumency swaps) for hedging purposes in the management
of its own asset and liability portfolios and strectural positions. This enables the group to optimise the overall costs
tor the group of accessing debt capital markets, and to mihgate the market nsk which would otherwise anse from
structural imbalances in the matunty and other profiles of its assets and liabilitges.

The accounting treatment of hedging transactions vares acoording to the nature of the instrament hedged and the
type of hedging transaction. Denvatives may qualify as hedges for accounting purposes if they are far value hedges,
cash flow hedges, or hedges of net investments in foreign operations,

a7
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

8 Derivatives fcontinued)
Fair value hedges

The growp’s fair value hedges principally consist of interest rate swaps that are used to protect against changes in the
fair value of fixed-rate long-term financial instruments due to movements in market interest rates,

Cash flow hedges

The group’s cash low hedges consist principally of interest rate and currency swaps that are used to profect against
wxposures bo vanability in future interest and principal cash flows on non-trading assets and Babilities which bear
interest al variable mates or which are expected to be re-funded or reinvested in the future. The amounts and timing
of future cash flows, representing both principal and iterest flows, are projected for each portfolio of financial assets
and liabilities on the basis of their contractual terms and other relevant factors, including estimates of prepavments
and defaults, The aggregate principal balances and interest cash flows across all portfolics over time form the basis
for identifying gains and losses on the effective portions of denvatives designated as cash flow hedges of forecast
Iransacions.

Amount transferred to the income statement in respect of cash flow hedges included a gain of HKS2,286m (2015
HES181m gain) taken to “Met interest income™ and a loss of HES341m (2015 HKS1,182m gain) taken to “Met
trading income”. The group does not have any gualifying cash flow hedges that involve non-financaal assets or non-
financial liabilities (2015 none).

The gains and losses on ineffective portions of such derivatives are recognised immediately in “Met trading income"”.
During the year to 31 December 2016, an insigni ficant amount was recognised due to hedge ineffectiveness and
termination of forecast transactions {201 5: insignificant amount).

The schedule of forecast principal balances on which the expected interest cash flows anae as at 31 December 2016

15 as follows:
Maore than 3 Syearsor less
3 months manths bat less but more than
o less than | vear 1 yesr
HESm HESm HE3m
Al 31 December 2016
Cash inflows from assds ..., ; 92,356 135219 52,205
Cash outflows fram Babilites .o, 16,329} {6.329) (5.695)
B L | OO 6,027 125,590 76,510
At 31 December 2005
Cash inflows from assels ..o 103,693 123,520 G5 AT
Cash outflows from habilities (12.940) {22.468) (11.525)
Tl cash IOWE L i i ssi 0,733 100452 54154

Derivatives valwed wsing models with unobservable inputs

Any imtial gain or loss on finencial instruments where the valuation 15 dependent on unobservable parameters 1s
deferred over the life of the contract or until the instrument is redeemed, transfemred or sold or the fair value becomes
observable. All denvatives that are part of qualifying hedging relationships have valuations based on observable
market parameters.

The aggregate unobservable inception profit vet to be recognised in the income statement is immaterial,
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9 Financial asseis designaied at fair value

2006 25
HESm HE Sm
Treasury and other eligible bills . 418 1,70
Creldl securities ..o 17,435 17,755
R B e i v vt vt BE.163 80270
106,016 95,095
2016 2015
Treasury Treasury -
and ather Dbt Equity and oher Dt Ecuity
eligible bills securities shares eligible bills FoCunlies shares
HESm HESm HESm HESm HESm HESm
Tzsued by
— central governments and central
banks . . 418 446 - 1070 45 -
— other public sector entities ... - 1332 - - e ] -
oL i . = 8121 2840 - 5433 2,501
COMPORNE ELIES oo - 7,536 85,323 7683 77,769
415 17435 88,163 1,070 17,755 80,270
Liad s b s = 2055 44,996 9588 38.126
6] /4117 R PR 418 5350 -L!,I.ﬂ'l' 1.070 8167 42144
418 17,435 88,163 1,070 17,755 80,270
16 Loans and advances to cusiomers
a Loans and advances fo customers
2016 2005
HESm HESm
Gross loans and B0VARCES D0 CUSIOMIETS ... i it i e b ib fesa s et be dca dm 1546806 LT73.819

Impairrmeent albowsnees (008 TTBEN oo s s s s s e

(12,693) {11.51%

1534114 27622400
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

1l¢ Loans and advances to customers {comtinuedl
b _Analvsis of loans and advances to customers based on categories used by the HEBC Group

The following analysis of loans and advances to customers is based on the categories used by the HSBC Group,
mcluding the group, to manage associated nsks.

Rest of
Hong Kong Asia-Pacific Total
2016 HESm HKSm HESm

T S 492 959 267619 7640, 605
Credit cand sdvances . 55,280 22 665 BO,954
Caher persanal ... 132,171 70,947 203,115

Commercial, industrial and imlemational trade ... 418,035 384227 812,262
Coommercial real estate ... 198,579 £ 786 154,368
Other property-related I.mdmg 221,919 69,911 291,830
Caher m’mnm:ml 136,710 132,944 260673
Total corperaie and commercial ... s 1,005,492 645273 1,650, 768

Hon-bank fnancil MBS o 183,311 45,611 145,222
SR EYTHETE BOETNME .ioiciicinaia i e casmina s it cm it S ik e e btk 1.237 1 2,43

Total financial ... 104 648 46,713 151,361

Croas loans amd Advances Lo CHSIOMIETS .. ... cevci e sasrss s s s 1,793,580 1.m53217 2844, 50

Tivdivichizlly assessed iMpaimment AHEWARCES ..o s (2 9600 {5,099 {5,050
Collectively assessed impaimment allowWances ... 1.95%) {2.674) {4.633)

et loans and sdvances [0 COSOMENE ..o e e s senas I.'TBS E‘T{l [.M 2.834.114
2015

Restdential mortgages' ...
Credit card advances ..
Other personal ..o
Total pcr.‘ps)nﬂ.i 661,345 67,173 28,522
Commercial, industrial and imlermational trade ... A9 580 405 504 815,183
Commercial real eREE .o 186,463 64,420 250,583
Ciher property-related Imdmg 207 448 65412 272860
Govemment . . 5,292 2484 8776
Caher conunm.lal 133,718 145 632 279350

“Total comporate and CommEncial ... e s %3510 GE3542 JG37.052

Non-bank fmancial MBHULIONG (.o s e e 64,050 42,414 1, 6
e O e S T e e e 1,099 652 1.781

472 3H 260,501 33125
! 56,791 12,180 T8.571
132,234 §4,002 216,326

=

-

T BETRL oo ittt ssssmsmimiisim siomsatie s sttt m i st mist st 65,149 EERGLS 108,245

Giross lonns avd advances 10 CUSOmMErs .. i 1,680,008 1,053,811 773519
Indivechially assessed impainment allowances ; {2,165) {4,875) (7.040)
Collectively assessed impaimment allowanees _.. .., 11,979} (25100 (4485

et loans and sdvances bo COSIOMENS ... ... 1,675,864 1,086,426 2.762. 20

1 Regdeniial morigages include Hong Kong Govermment Home Canership Scheme loans of HES3020 5m (2005 HES27, T02m),

The geographical information shown above has been classified by the location of the principal operations of the
subsidiary and by the location of the ranch responsible for advancing the funds.
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1l¢ Loans and advances to customers {comtinuedl

¢ Loans and advances to customers inelude equipment leased to customers under finance leases and hire purchase
contracts heving the characteristics of finance leases

2016 1015
Present Present
walue value
of the Unearnesd Total of the Uneamed Total
min i m future i e i future mianimum
lease TMnance lease lease fimance lease
payments Inoome [y ments paymenls incmme payments
HEKSm HESm HEKSm HESm HESm HESm
Amounts receivable
- Within ome yvear . 2,151 677 2528 24% 687 3181
- Afler enie year I.nrl wnhm
five years .. DAY 7764 1,951 2.715 8152 1,893 10,045
- After five ym 18.2% 3. M6 21,642 17.55% 3,004 21.013
28,211 5974 34,185 18645 5504 .19
Impairment allowances ... (28} (26}
Met investment i finance leases
and hire purchase contracts ... 28,183 18619

11 Impairment allowances against loans and advances to customers

a  Movement in impaivment alfowances on loans and advances to cusiomers

Inatividwally Collectively
s sl assessed
allowances allowances Total
2016 HESm HESm HESm
AL ) Janiary .. el e S e e 7,040 4,459 11,529
ﬂ.m:ulllswnttm nﬁ‘ i . (2.334) (2.694) (5,028)
Recoveries of loans md ad'.nm.es wr:tlen uﬂ’ in ptmulsym 177 551 1,158
MNet l.hurg,\: Lo meome stalement (mote g1 ... 3380 263 S 445
Unwinding of discount of loan impaiment .. {310 (58) (RIS
Exchange and other adjustments ... 6 {50 (44}
AL 3] December (nole DB -oooiimimisiiimiini e s ssssias 8,059 4,633 11,692
s
A1 Jamuary ... 6,299 4,111 10,520
.-\nlmmlawn[un vud'f - R TERT — {1,505) ERLL (4,614}
Recoveries of loans and ad\nm::q wrmtu in previous years : 305 978 1,283
Net charge to mcome statement nole gl ... . 1316 1656 4972
Unwinding of discount of loan impamnent .. (210} (6T} (27T)
Exchmge and oiher adjstments .............. i165) {190 {355}
Al 31 December (Aole TON ..ooocvvomvri s s s s sesrares 7.0y 4459 11,520
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THE HOMGKONG AND SHANGHAI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

11 Impairment allowances against loans and advances to customers (corfed)
b Impairment allowances on loans and advances to custoners

[mpaired loans and advances to customers are those loans and advances where objective evidence exists that full
repayment of principal or interest is considerad unlikely. Individually assessed allowances are made after taking into
account the value of collateral in respect of such loans and advances.

The geographical information shown below has been classified by the location of the principal operations of the
subsidiary and by the location of the branch responsible for advancing the funds.

Hesi of
Hong Kong Asla-Pacific Total
HESm HESm HESm
AL 3 Deoemiber 2016
Gross loans and advances to customers
Individually assessed impaired gross koans and advances . 6,808 1,731 17,5359
Eilletivedy sl G N S R S R 1,786,781 10042, 486 LEBID.26T
~ Irpaired loans and BOVANCER ..o s s e Tx0 1.11% 1,839
- Non-impaired loans and advances ... e e T el i 1,786,061 1.041.367 2827428
Total gross loans and sdvamees 10 GRS .....o.ocvornr e 1,793,589 1,053,217 2,846,806
Impalrment allowances ... (4.919) {7.773 1
= Individually assessed a {2,610 (5,099 (5,05%)
~ Collectively BEBEERE ... cciiniiim i iimmsmiin mominsnsnrvs i s st i i {1,959} 674 4
et loans and SdVANCES ... s 1,788,670 10045, 444 2834114
Fair value of collateral which has been taken into accoumt in resped
of individually assessed impaired loans and sdvances 1o customers, ... 3258 5488 8746
Indavidually assessed impaired gross loans and advances as a
percentage of gross loans and advances to customers ... 0.4%a Li%s il 6%
Total allowances as a percentage of total gross loans and sdvances ... i385 0.7%% 0.4%a
AL 31 December 2015
Gres= loans and advances 1o cusiomens
Individually assessed impaired gross loans and advances ... 5781 11 005 16, 786
Collectively assessed ... 1.674.227 1082 Bié 1757033
— Imypaired loans and advances ... LE e Frer A L L e 728 R0 1,617
- Maon-impaired loang and SdVaICES ... s 1,673,499 1,081.917 2755416
“Total gross [oans and advances to QUSMMETS ..o e 1,680,008 1,043 &11 1 773.819
Impairment AIWEICES e (4.144) (7.385] {11.524%)
- Individually assessed ... (2,165) {4.875) {7,041
- Collectively assessed ... (1,979} (25100 {4,480
et loans And SAVEICES Coiiueimmmsmimisismass s s s 1,675,864 1.086.426 2. 762,20
Fair value of collatern] which has been taken into account in respect
of individually assessed impaired loans and sdvances to aistomers. ... 23a0 5,153 T.513
Indavidually assessed impaired gross loans and advances as a
percentage of gross loans and advances 1o CUsOMErs ... 0.3%% 1% 0.6%
Total allowances as a percentage of total gross leans and advances ... 0.2% 0.T% d%e
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12 Financial investmenis

2016 2005
HESm HESm

Avnilable-for-mle
= reasury md olier BlIRRIR BRI ..o i i riiiim it b b S o T 655 369 691,636
deld securities’ |, " - . £77,504 TEE,TA6

1,574,584 1487447

Held-to-maturity

1,835,351 L716,046

| Jwclwded certificares of depost of HESG66, 162 ( 201 5 HES76.037m).
2 Iocluded certificates of deposit of HES?, 76 3m (201 5: HES] 2600 m).

a  Available-for-sale

2016 2015
Treasury Treasury
and other Dielat Equiiy and other Dbt Equity
ellgible bills securities shares cligible bills securilies shares
HESm HESm HESm HESm HESm HESm

Issued by
central governments ancd
central bamks 688 369 299 854 - 691,636 574,173
- other public sector entities ... - 89,250 - - 72,658 -
11 L G | - 146,594 4,820 98417 4,651
= GOMPOFELE SOLLEES Lo iisiaimincn s - 41.786 3,591 - 41,498 4414

685 369 877504 8,711 691,636 786,746 0,065

i 1, e B L SRR o e 42,746 647,552 334 19,841 SAR.039 3810
Unlisted cocmnnsmmsissaman 645623 2219952 5,367 661,795 233,707 3,255

685 369 877,504 8,711 691,636 786,746 0,065

b Held-ro-maturity

16 2015

Book valhse Fair value Biook value Fair value
HESm HESm HESm HESm

T by

- central governmenis and contral banks ... (%1 TA83 5907 6,584

~ odher public sector entilies ... 27 5446 27,729 15676 26,851

— DEKE i i st &7, T 58,857 G0, B55 93,945
corpariby BRI o L s e e ST 135,667 138,420 106,061 1 0S40

60,767 262,380 228,599 235000

T 95,668 95,604 74,178 75846
R e ek hikwmim e b e T 165,098 166,695 154,471 164074

260, 76T 162 389 118,599 235920
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

13} Aszeis pledged, asseis transferred and collateral received

Fingneial assets pledged as collareral

2016 2015
HEEm HESm
Treasury balls, debt secunties, equities and deposils ..o e 25, 526 118,762

The above table shows assets where a charge has been granted to secure liabilities on a legal and contractual basis. These
transactions are conducted under terms that are usual and customary to collateralised transactions including, where
relevant, standard securities lending, repurchase agreements and derivative margining.

Hong Fong currency notes in arculation are secured by the deposit of funds in respect of which the Hong Kong
Government certificates of indebtedness are held.

Transferred financial asseis not gualifving for fall devecognition and associated financial liabilitios

206 1015
Carrying Carrylng Carrying Carrying
ampoarni of amount of amount of amoumt of
transferred associated transferred associated
assels Habliithes asgds liahilities
HESm HESm HE Sm HESm
Repurchase agreements ....... 61,738 21,851 16039 14,830
Securitics lending BEreEIEnts ..o i msni 3.5 - 1.658 1
65244 21,851 17.697 14.831

The financial assets shown above include amounts transferred to third parties that do not gualify for derecognition,
notably debt securities held by counterparties as collateral under repurchase agreements. As the substance of these
transactions is secured borrowings, the collateral assets continue to be recognized in full and the related liabilities,
reflecting the group’s obligation to repurchase the transferred assets for a fixed price at a future date, ane also recognised
on the balanee sheet. As a result of these rmzactions, the group is unable to use, sell or pledge the transfermed assals for
the duration of the transactions. The group remains exposed to interest rate nsk, credit risk and market nsk on these
pledged instruments, The counterparty”s recourse is not limited to the transferred assets

Collateral aecepted as security for assels

2016 015

HEKEm HESm

Fair value of the collateral permitted to sell or repledge in the sbsence of default .o 531,561 160,184
Fair valug af collateral actually sold or repledzed ocimsn s e s, 56,287 56451

These transactions are conducted under terms that are usual amd customary to standard secunities borrowing and reverse
repurchase agreements.

104

248/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

14 Investiments in subsidiariex

The principal subsidianes of the Bank are;

The grodip's
Interest in
Isaned share
Place of Principal  capital / registered
Evcorporation aetivity o charter capital
Hang Seng Bank Lunited |, e 3 R S Homg Kong Banking 62.14%
HEBC Bank: (China} me.nyl.nmlud- PRC? Banking 10096
HEBC Bank Malaysia Berhad .. Malaysia Banking 1%
HEBC Bank Audtralia Limilt:d“ 2 Augrala Banking 100
HSBC Bank (Tawan} Limited™ ..., Taiwan Banking 1P
HSBC Bank (Singapore) Limited ... Singapore Banking 100
HSBC Life (Internationalh Limited® . .........ooooococeroeecomocsoeresese s nee Bermuda Relirement (L0
benefits and
life nsurance

1 People's Republic of China
¥ Held indirectly

All the above subsidiaries are included in the group’s consolidated financal statements. All these subsidiaries make their
financial statements up to 31 December.

The principal places of business are the same as the places of incorporation except for HSBC Life (Intemational ) Limited
which operates mamly in Hong Fong.

The proportion of voting rights held is the same as the proportion of ownership interest held.

The principal subsidiaries are regulated banking and insurance entities in the Asia-Pacific region and, as such, are
required to maintain certain minimum levels of capital and liquid assets to support their operations. The effect of these
regulatory requirements is te limit the extent to which the subsidiaries may transfer funds to the Bank in the form of
repayment of shareholder loans or cash dividends,

Subzidiary with material non-controlling interest

1é s

Hang Seng Bank Limited
Crnership interest and voting rights hebd by non-controlling inberests ..o 375670 37 86%

HESm HESm
Profit atinibutable to non-controlling interests S B i s s 6,138 10,409
Accumulated non-controlling interests of the mtm:lm} 0,601 51,251
Divedends paid to non-controlling ntercsts 6,297 4,053
Summarised financial information (before mhaagmup i :
= Assets . s i o s AP AT B A i s 1,377,242 1334418
- L.uuhlllims- ‘ 1,236,536 1192 448
- Met up:rslmg Income h:t'orl: Iunn |m|:|unmml 30,562 41950
— Profit for the year. . 16204 27494
= (ther l:mtpthansi.\re im:uml: ; (582) (13.700)
— Tolal cOmMPrERenEIVE IEINILE .o m i s s v b Sk i oo 4 S 1 3 e b e 4 15622 13794
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THE HONGKONG AMD SHANGHA| BAMNKING CORPORATION LIMITED

Motes on the Financial Statements (continued

15 Interesis in associates and joint ventures

2016 s

HESm HE S$m

SRR T TUEL BB o o o e i 44 b 14 e o o 0 121,985 118,328
GoodWill i im 3,787 4042
Intangible assels ..o 58 123
Dreferred tax on intangible assets {14) (31}
125,792 122,438

At 31 December 2016, the group’s interests in associates amounted to HKS125,792m (2015: HES121,92%m).

il Principal associane
The group's Interest in
Place of | ncorpsorathon Issuexd share capltal
Bank of Communications Co., Lid ... PeOple’s Republic of China 19038

Bank of Commumcations Co_, Lid. is listed on recognised stock exchanges. The fair value represents valuahion based on
the quoted market price of the shares held (Level 1 in the fair value hierarchy) and amounted to HES79,160m at 31
December 2016 (2015: HES77,03%m).

Bank of Communications Co., Limited (*BoCom®)

The group’s sigmficant mfluence i BoCom was established via representation on BeCom’s Board of Directors, and a
Technical Cooperation and Exchange Programme ("TCEP'). Under the TCEPF. a number of HSBEC stall have been
seconded to assist in the maintenance of BoCom™s financial and operating policies,

fraprairment festing

At 31 December 2016, the far value of HSBC's investment in BoCom had been below the carmyving amount for
approximately 56 months. Az a result, the group performed an impairment test on the carrying amount, which confirmed
that there was no impairment at 31 December 2016,

At 31 Divember 2016 Al 31 Deceniber 2015
Carrying Fuir Cumying Fair
VIU amwHEnl valuse VIU amount value
HESban HESbn HESbn HE3bn HE3bn HE 30
Bank of Communications Co., Limited ..., 124.8 1228 792 1321 1195 770

Basiz of recoverable amonnt

The impaimment test was performed by companing the recoverable amount of BoCom, determined by a value in use
("VIU™) calculation, with its carrying amount. The VIU caleulation used discounted cash flow projections based on
management’s estimates of eamings. Cash flows bevond the short to medium-term were then extrapolated in perpetuity
using a long-term growth rate. An imputed capital maintenance charge (CMC') is caleulated to reflect expected
regulatory capital requirements, and is deducted from forecast cash flows. The principal inputs to the CMC cal culation
include estimates of asset growth, the ratio of rsk-weighted assets to total assets, and the expected regulatory capital
requirements, Management judgement is required in estimating the future cash flows of BoCom,
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15 Interests in associates and joint ventures (comtinyed)

Key assumptions in VIL cafenlation

* Long-term profit growth rate: 3% (2015 5% for periods after 2019, which does not exceed forecast GIFP growth in

manland China

Long-term asset growth rate: 4% (2015 4% for perieds after 2019, which is the rate that assets are expected to grow
to achieve long-term profit growth of 5%,

scount rate: 13% (2015 13%) which is denved from a range of values obtaned by applving a capital asset pricing
maodel (*CAPM ) calewlation for BoCom, using market data, Management also compares rates derived from the CAFPM
with discount rates from external sources and the Group's discount rate for evaluating investments in mainland China.
The discount rate used was within the range of 10.2% fo 15.0% (2015: 10.1% to 14.2%) indicated by the CAPM and
external sources.

Loan impairment charge as a percentage of customer advances; a range from 0. 72% to 0.87% (2015 (.71% to 0.78%)
in the short to medium-term and are based on the forecasts disclosed by external analysts. For penods after 2019, the
ratio is 0.7% (2015 0.7%), slightly higher than the historical average.

Risk-weighted assets as a percentage of total assets: 62% for all forecast periods (2015: 67% for all forecast periods).
This is conzistent with medium-term forecasts disclosed by external analysts,

Coat-income ratio; 40% (2015, 41%)in the short to medium-term, The raties were consistent with the short to medium-
term range forecasts of 39.9% to 4002% (2015 40.3% to 40.7%) disclosed by extemal analysts.

The following table shows the change to each key assumption in the VIU calculation that on its own would reduce the

headroom to ml.

Key assumpiion Changes to key assumpition to reduce hesdroom o mil
# Long-term profit growth rate # Deorease by 10 basis points

& Long-term asset growih rate # Increase by 11 basis points

» Dizcount rate = Increase by 13 basis points

& Loan impairment charge 25 3 percentage of customer advances & Increase by 2 basis points

= Risk-weighted assets as a parcmtage of total assds # Increase by 74 basis poants

& Cost-incoim e Fatio » Increase by 47 basis points

The following table further illustrates the impact on VIU of reasonably possible changes to kev assumptions, This reflects
the sensitivity of the VI to each kKev assumption on its own and it is possible that more than one fvourable and/or
unfavourable change may oceur at the same time.
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THE HONGKONG AMD SHANGHA| BAMNKING CORPORATION LIMITED

Motes on the Financial Statements (continued

15 Interesis in associates and joint ventures (contimped)

Favourable change Unfavourable change
Increase In VILT VI Decrease In VI Vi
bps HESbn HE5bn bps HESbn HESbn
At 31 December 2006
Long-term profit growth rate ... - - 1248 <150 (25.7) 99,1
Long-tarm aset growth rate -8 136 1364 - - 1248
DB00RL FME (oossimsrnis s smimss s 1040 18.1 142.9 - - 124.8
2006 to 2009
0.93%,
2020
Loan impairment charge as a onwards:
percentage of customer advances ... - - 124.8 0,50%% (8.4) 116.4
Risk-weighted assets as a percentage of
total assets ... 1] 0y 1256 +170 (4.7 1201
Cost-income ralio .....cocoocina 170 73 1321 +2580 {10.6) 1142
At 31 December 2005
Long-arm profit growth rate ..o F100 2510 1572 200 (36,5} 954
Longe asset growth rate ... i 50 9.1 141.2 +100 (21.4) 1107
DGO PRAE  orismermmimmr s i e =150 k) 1643 +110 (16,4} 1157
2015 to 201%:
085
Loan impairment charge as a 0, 70P% 20019 onwards
percentage of cudtome advances ... Uwoughoul 1.1 133.2 0.75% (5.3 1268
Risk-weighted assets as a percentage of
total 3msets e =350 90 141.1 +1i (0.2} 131 %
Cost-income FEEo ..o =250 1.5 1436 +120 (5.4} 126.7

Considenng the interrelabonship of the changes set out in the table above, management exhmates that the reasonably
poasible range of VIU is HEE84bn to HKS147hn,
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15 Interesis in associates and joint ventures (contimped)

Sefected finmacial information of BeCom

The statutory accounting reference date of BoCom is 31 December. For the vear ended 31 December 2016, the group
included the associate’s results on the basis of financial statements made up for the 12 months to 30 September 2016,
but taking imto account the financial effect of significant transactions or evenis in the period from 1 October 2016 10 31

December 2016.

Selected balance sheet information of BoCom
Cash mnd balances at central banks ...

Loans and advances o banks and other financial indilufions .

Looans amd advances 1 Customers ...
Other financial assets _.._.._..

Prepayment, aconed income a.ndm]m'mtt

Total assels ... & P

Dreposits by banks and other financial ingditstions .,

SO BCOOIMS e e
Caher fenancial liali lnies

DAL DM ¢ e o ]

Tl SQURY ov i vimrinsrvm s e mssiesmiiins
Total equity attributable to:

vy S e o e S e R e e T e L e i

- nor-controlling interesis,

Al

30 September
2016

HEKSm

At
30 September
2015

HESm

1,069,067
e 4,390,644
o 2,413,593
352,370
9,042 369
2304, 542
350,905

542,533

214,071

5.346.351
694,015

1121451
850,628
4,344,068
1,896,670
384,827

8,606,671

2.424.465
£362487
363,737
227,311
7978400

628,271

625,727
347
66,874

606,772
3.687
17,812

Reconclliation of BoComn's net assets to carrying amount In the group®s consolida ted

Tinancial statemments

The group's dhare of B ASHE .o

Add: Goodwill ...
Add: Tntangible assels ..

AT ATUD IR s s s 8 v s e e s | e b

119,104
3,681
44

122,529

115,497
31934
a1

119,523

For the 12 months ended

30 Seplember
2016
HESm

FLUH
HESm

Selected income statement information of BeCom

Wl INEETE INOMTIE v iniineieisssisiasaiinis
Miet fee and commission income .,
Loan imparmen changes ...
Drepreciation and amortisation
Tax expense ...
Profit for the vear .

CHBEr COmPrEEIEIVE IICHIIE Lot ettt sis b e b b e e i st ettt
TotE] ComPreEIEIVE BICONIE | ot bmieis s ie oot sba e bid b s b e b it b

173,631
42,115
{29,245)

{78420
(23,0733
§2.437

2919
£5 355

160,016
.. 42641
(33251}
(9.437)
(21,734)
78,796
6,798
#5591

4,503 4,841
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THE HONGKONG AMD SHANGHA| BAMNKING CORPORATION LIMITED

Motes on the Financial Statements (continued

15 Interests in associates and joint ventures {continmmed)

(i} Cther associates

Summarised aggregate financial imformation in respect of assoctates not irdividvally naterial

2016 2015
HESm HKSm
The group's share of:
= Liabilities ......... " 2237 3
~ Profit or loss ﬁm cmurrumg clpcr'.lllons 167 129
— Tolal comprehensive income.. 167 129
Other expense relzied to investment in an associzte:

At 31 December 2016, the group's share of associates” contingent liabilities incurred relating to the group’s interest in
asgociates was HEKS2T3 500m (2015 HES303 980m )

Curing the vear, Canara HSEC Oniental Bank of Commerce Life Insurance Company Limited has been changed from a
joint venture to an associate.

16 Goodwill and intangible asseis

Goodwill and intangible assets includes goodwall ansing on business combinations, the present value of in-force long-
term imsurance business, and other intangible assets.

2016 2015
HESm HESm
Present \'ulllf: ocl‘m Euro: hmg tr:rm :nwram:e hlaum 44077 36,807
Other mtangible assels | i 6658 6,327
56,936 49 568

a  The present value of in=force fong=revm insarance business { PVIF')

(i) PVIF specific azsumptions

The following are the key long term assumptions used in the computation of PVIF for Hong Kong, being the

main life insurance operations:

Weighted avernge risk free rate ...
Weighted average risk discount r

B e el Ibioey -l s Sainliinnieiudadni S G n i Sl g

2016 2015
2.09%h 1.52%
6.34%% 6.81%
30025 LR
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16 Goodwill and intangible assels (continued)

(i} Moverment in PVIF for the year ended 31 December

2016 015
HESm HESm

Value of new busiress Wrilten KR Uhe YER .. s s s s 6,045 4572
Movements an=ing from in-force busingss:
— EXpErience Variances . brv L1 {136}
— changes in operating asmmplmnq 1478 752
Investment relum vanances . 2004 1502
Changes in investment mn:[ﬂimg . . {1062) (%)
B T 35 36

I I PVIE -t i miviesiati e e it i e 7.3 4,680

Exchmng e i et org e O .. i bt s i b s s i st (126} {181}

17 Property, plant and equipnient

a  FProperty, plont and equipment

2016 2013
Land and Tnvestment Land and Investment
bulldings properties  Equipment buildings properties Equipment
HESm HESm HESm HESm HESm HESm

Cosl or valuation

AL 1 January ... LENT] 10,714 24,539 86,753 12,784 23,826
Exchamge and oduradjummm:s (4510) 2) (218) (580} (16} {581)
Additions ... 459 - 2520 554 G 24M

Drisposals .. {20} - {4,749} (28} - (1.091)
Elimination ol'acmulnt:d

depreciation on revaluesd

land and buildings ... (2.575) - - (2.428) - -
Surplus on revaluation - A B18 3 - 6,601 A%k -
Reclassifications ... (105) (121} = 3,128 (3.231) {49)

ERCE R e ] R — 95,134 10,629 21092 24,000 10.716 24,538

Accumul ated depreciation
ALl January . 167 - 19,024 T4 - 18614
Exchange anc uﬂu:r ndjuslmmt-i ..... (3 - (167} 86 - {452)
Charge for the year . i 2,508 = 1,595 2456 1,924
Disposals ... (15} = {4, T0é) (25} : (1054
Elimination ol'amunuln[:d

depreciation on revalued

land and buildings .......coconnn. {2,575) — = (2.428)
Reclassfications ..o - - - 4

= (4)
At 31 December 169 - 16,046 167 - 14024

MNet book: value at
A] Db ..o s %!&5 lﬂ,ﬂl AT 03K 10,7146 55815

Total at 31 December .....ooooe 111640 1100064

1
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THE HONGKONG AMD SHANGHA| BAMNKING CORPORATION LIMITED

Motes on the Financial Statements (continued

17 Property, plant and equipment {continmed)

b The carrying amount of land and buildings, had they been stated af cost less accumufated depreciation, wonld have

been as follows
2016 088
HKSm HKSm
Codl less accumuilated deprecialion (... s i i s s s i s 21,9467 22027

¢ VFalvation of fand and buildings and mvestment propertics

The group’s land and buildings and investment properties were revaluad in November 2016 and updated for any
material changes at 31 December 2016, The basis of valuation for land and buildings and investment properties
wis open market value, depreciated replacement cost or surrender value as noted in note 1(a)vii). The resultant
values are Level 3 in the fair value hierarchy. There were no transfers in to or out of Level 3 dunng the vear (2015
nil . The fair values for land and builldings are determined by wsing direct comparison appreach which values the
properties in their respective exsting states and vses, assurming sale with immediate vacant possession and by
making reference to comparable sales evidence, The valuations take into account the charactenistics of the properties
{unobservable inputs) which include the location, size, shape, view, floor level, year of completion and other factors
collectively. The premium or discount applied to the characteristics of the properties is within minus 20 percent and
plus 20 percent. In determining the open market value of investment properties, expected future cash flows have
been discounted to their present values, The net book value of “Land and buildings” includes HES12,24%m
(20015 HES12,627m) in respect of properties which were valued using the depreciated replacement cost method or
surrender value,

Land and buildings and investment propertics in Hong Fong, Macan and mainland China, represent 96% by value
of the group’s properties subject to valuation. The valuations were camed out by DTE Cushman & Wakefield
Lirmited who have recent experience in the locabon and type of properties and who are members of the Hong Fong
Imstitute of Survevors, Properties in eleven countries, representing 4% by value of the group”s properties, were valued
by different independent professionally qualified valuers.

13 Prepayments, acerued income and other assels

016 2005

HESm HESim

Prepaymyents K Boor e EVCOMDE .. imi imimsmsiiomissnsnim sigasms s miss s s s sdnsn s g smim o st 21,505 21,186
(2 1] 1 Rt R e e P 69,594 47,105
Acceptances aimd endorsements ..o e s 32,290 31,480
Remareas’ share of linbilities undér maurance contrads (note 243 .. 11,368 2543
TCANITENE DAK BEBEIS oeicmyi s i i i i st 2537 L.ot3
DR OIS i et S A e B S s e St L L G S L it 31,636 24,733
171,234 134,062

Prepavments, accrued income and other assets included HES84,162m (2015 HES76,035m) of financial assets, the
majon by of which were measured at amortised cost

19 Customer accounis

2016 2015

HESm HESm

e I s 991,562 W9, 165
TR, NN e vt i e ke L e L 2946 379 2645151
O e O e T A e e S 962,063 145,756
4,900,004 4,640,076
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Other debt securities in issue ...
Short positions i securilies .

Dreposits by banks ...........

26 ME
HESm HESm
1,341 1,770
24,361 18,387
70,045 601,458
9,557 12,504
74,163 98,707
188,470 191 851

Otiver debt securities in issue comprises of structured notes 1ssued., for which market nsks are actively managed as part

of trading portfolios,

Financial liabilitics designated at Fair value

Drebt secunitics in isse ...

Liabilities to customers under MVESIMEND CONMPBOIR . ...o.o.vvoi s s s sreemsmems e srmre e

2006 MWE

HESm HESm

A 14,514 14,721
- 36 iz 36,049

21,116 50,770

At 31 December 2016, the carmying amount of the debt secunties in issue was HES58m higher than the contractual
amount at matunity (2015; HKE102m} At 31 December 2016, the accumulated gain in fair value attnbutable to changes
in eredit nsk for debt securities in 12sue was HES3%9m (2015 HESZ6m loss)

22 Debi securities in issue

2006 005
HESm HESnmi
R RS I (o i e i e A 3 e e A R 1,709 6,181
O R T e L R e L i it mt s b S A 23,526 3678
215,235 40,855

13 Accruals and deferred income, other liabilities and provisions
2006 05
HESm HESm
Accrals and deferred mcome .. 24,400 25425
Acceplances and endorsements ..o 32200 31480
Share based payment Liability to HSBC Holdings plc . 1,945 1,768
Other liahilities .. . 30,676 27043
Provisions for liabilities and charges (e 25 .o e rmes e e st 1,167 1,203
09487 26,920

Accruals and deferred income, other habilities and provisions included HES21,602m (2015: HEETE,221m) of financial

lallities which were measured al amortised cost,
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THE HOMGHEONG ANMD SHANGHA| BANKING CORPORATION LIMITED

Notes on the Financial Statements (continued)

14 Liabilities under insurance contracis

2016 2005
Reinsurers’ Reinaurers'
Gross Share* el Gross Share’ Nel

HESm HESm HKESm HEEm HESm HEEm
MNonlinked insurance coniracts!
At 1 January .. 298576 (7,151} 291,425 265,743 {4,182) 261,561
Claims and I:lmr.ﬂls |:|3.1|:I Lkt {19.099) 210 (18, 7R@) (21,216} 318 {20,858
Increase in liabilities to pol:cyhnldm ..... 63,473 {3,514) 59,959 53,950 (3,214) 20,736
Foreign exchange and other movements (§1&) 264 1547) el (73) e
Ab 31 December 342134 {1007y 331,087 198,576 {7,151) 291 425
Linked insurance confracis
ALl Bnuary ... AT Ty e ey 42,244 {1,392) 40,552 44439 {1441} 43,955
Claims and hmd’ﬂ-’. pa.u:l . (2.395) i (2,315 (3,285) 445 {28400
Increase in labalities (o pnl:u:dml:lﬁs 4472 155 4,627 1.577 113 1,685
Foreign exchange and other movements (285) (134} (419} (487 (514] {10001
Al 31 December i 44,034 {1,291} 42,743 42,244 {1,392} 40,852
Total lizbilities to policyholders ............ 356,170 {11.365) 374,502 340,520 {8,543} 332,177

1 Toneducde s fiabilivies undler pouelife inmrance oot racis

1 Amownts recoverable from neinsnance of labilities weder insunmce contraces are inclided in the consolidated balance sheet in
“Prepavment, accrved income and other assels’,

23 Provisions for liabilities and charges

2016 2015
Resdructuring Restruduring

ools Others Total Cods Others Tolal

HESm HESm HESm HESm HESm HESm

AL Fanuary . 3 01 402 1,203 113 1.02% 1,141
New prc-'.lqonslm.rﬂsc in prums:ms . 647 171 518 840 i 1,214
Provisions used . {204) {65) {268) {109} {204} (313)
Amoamts rev r.ﬂn:l {438) (i ] {535) (30} {175) (20%)
Exchange and other mm.l:mnus (24) 7 (51) (13} {621) (634)
ALY Drecember i s e s THE 351 1,167 201 402 1,203
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Subordinated liabilities

27

Subordinated liabilities consist of undated primary capital notes and other loan capital having an eriginal term to matunty
of five vears or more,

016 1015

HESm HKSm

U5S400m Undated floating rate primasy capital notes' 3,102 6,304
MYRS00m Fixed rate (4.35%) subordinated bonds due '7'{'11 mllﬂ‘l[l: ﬁ'um Eﬂl.'u“ T B6S 397
MYRS00m Fixed rate (5.05%) subordinated bonds due 2027, callable from 20237 ... 869 G2
4,836 §.003

1 In Febrwary 2018, the group redeemed USS400m wndaied Roaifing rate primary capdtal notes at par
2 The interess rate on the MYR 500w 4.35% callable subordinared bonds due 2002 will increase by §% from June 2007,
The interest rate ou the MYR 5000 5.05% callable sbordinated bonds dee 2027 will increase by 1% from November 2022,

T

Subordinated liabilities 1ssued to Group entities are not included in the above,

Preference shares

2006 s
HEK3m HESm

Tssuesl and fully paid
Irredeenable preference ShENEE ..o .. imis s s miarssim s s e g 26879 28415

26879 36,553

The preference shares were issued at the then nominal value, and may be redeemed or cancelled subject to 30 days®
notice in wniing to sharcholders and with the pnor consent of the Hong Kong Monetary Authonty, In the event of
cancellation, holders of the shares shall be entitled to receive the 1ssue price of USS]1 per share held together with any
unpaid dividends for the period since the annual dividend pavment date immediately preceding the date of cancellation,
subject to the Bank having sufficient distributable profits. The holders of the preference shares are entitled to one vote
per share at shareholders” meetings of the Bank,

1.050m cumulative redeemable preference shares were issued in 2009, and were fully redeemed in 2016 at the issue
price of USS1 per share.

The number of issued non-cumulative imedeemahble preference shares at 31 Decembser 2016 was 3,253m (2015; 3,253m),
Mo non-cumulative irredeemable preference shares were issued duning the vear (2015 nil)

The number of issued cumulative imedeemable preference shares at 31 December 2016 was 200m (2015; 400m) and
200m were cancelled during the year. No comulative irredeemable preference shares were issued during the year
(2015 nil )

There was INEETOm (2015 INRE70m) of authorised preference share capital, compnsing 8.7m compulsonly
convertible preference shares (*CCPS™) of INR100D each in the share capital of a subsidiary, HSBC InvestDirect
Securities (India) Private Limited ("HSBC InvestDirect”). The CCPS were issued and fully paid in 2009 at a nominal
value of INR100 each, These shares may be converted into fully paid equity shares of HSBEC InvestDinect at any time
after one year to ten vears from the date of allotment of the CCPS by watten notice. The conversion shall be made at
par of premium as may ke determined by the Board of HSBC InvestDirect at the time of the conversion. The CCPS shall
carry a fixed dividend of 0.001% of the face value per annurn. After ten years following the allotment of the CCPS, all
outstanding CCPS shall be converted at par or premium as may be defermined by the Board of HSBC InvestDirect at
the time of the conversion. HSBC InvestDirect did not convert any CCPS duning 2016 (2015: mil). The number of issued
CCPS at 31 December 2006 was 8.7m (2015; 8.7m), No CCPS were issued during the year (2015; nil},
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THE HONGKONG AMD SHANGHA| BAMNKING CORPORATION LIMITED

Notes on the Financial Statements (continued)

28 Share capital

Tesued and fully paid
2016 2015
HESm HESm
PR W NN oo brmipiamtnimn e e L e P e G B A Pt 114,359 Gi5,052
2016 015

Number of ordinary shares

B L RO o o B s i T i e B s i WL It 3§, 420,982 901

7,323m new ordinary shares were issued during 2016 (2015; nil ) at an issue price of HES2.5 each for general corporate
purposes and to further strengthen the capital base.

The holders of the ordinary shares are entitled to receive dividends as declared from time to time, rank equally with
regard to the Bank's residual assets and are entitled to one vote per share at shareholder meetings of the Bank.

29 Other equity instruments

Other equity instruments comprise additional tier 1 capital instruments in issue which are accounted for in equity.

2016 2015

HESm HESm

US51.000m  Floating rate perpetual subordimated boan, calkable from Dec 2009° ... 1.75%6 1.756
USSH0m  Floating rate perpetual subordinated boan, callable from Dec 2019 .. i, 951 6,581
14,737 14,737

1 Tetevest nate af one year US dollar LIBOR plus 3845,

The additional tier 1 capital instruments are perpetual subordinated loans on which coupon payments may be cancelled
at the zole discretion of the Bank. The subordinated loans will be written down at the point of non-viability on the
occurrence of a ngger event as defined in the Banking (Capital) Rules. They rank higher than ordinary shares in the

event of a wind-up,
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31 Anmalysis of cash flows payable under financial liabilities by remaining contracival maturities

e bedween  Duoe belween

On D wilthin 3 and 12 1 and 5 Due after
demanc 3 monihs muaihs NEArs S years Total
HESm HESm HESm HESm HESm HESm
Al 31 December 2016
Hong Kong currency nobes
i eurculelion ..o 242,194 - - - - 242194
Items in the course {lfllll'tSlﬂI'SSlEl‘l
10 odher banks .o - 37,753 - - - 37,753
Repurchase agreements
- NON-IAdINg ..o 14,987 12,833 - - - 27,820
Dreposits by banks ... 131574 50,929 9,096 37 27 191,943
Cusomer acooums ' 4,009,208 706,954 167,132 24,172 469 4,907 965
Trading liabalities .......c.ooescniiei 188,470 = = - o 155,470
DIETIVEVES, - v im s et 459,667 523 999 245 26 461, 760
Finamcial liabilities designated at
11T P 206 £ 4.594 10,437 36,330 51,623
Drebt securilies in issae ., - 2170 7658 12,412 4455 26,695
Amounts dug Lo Group :l:mpan 165, 47,847 66,251 2,199 10, 05S 93,065 221,650
Other Fenacial liabi lities .............. 12634 58,450 12,8956 1,711 210 B, 900
Subordinuted linbilities .. 29 933 313 4356 5631
Preference shures ... - 225 31 3022 M, 433 38211
5,107,787 236,242 105998 63,007 175571 6,458,615
Loan commitments ... 14699275 L67.212 16,580 4 486 64 2287617
Financial guarantee and credit risk
related guarantee contrads ... 64,017 - - - - 64017
65871079 1,503,454 223578 67,503 175635 5,840,249
Al 31 Drecember 2015
Hong Kong curfency notes
in circulation .............. 220,184 - - - - 0,184
Ttems in the course cr|‘1mmwmm
1o cther banks .. - 0,753 - - - 0,753
Repurchase agreamen
oL BT T — 6,385 5550 16,275
Dreposats by banks _............. 128,562 15.950 1410 2343 84 148,349
Cudomer acommls . 4 3643166 779004 192,808 33,562 6545 4,650,104
Trading liabilities ... 191,851 - - - - 191,851
DRETIVEEVES oo esmemssimess s 366,523 382 429 46 - 60 080
Finamcial liabilities designated at
P VAMEE o i s 350 58 03 15,072 35,548 51,631
[Crebt securities in is@we ... 7 5588 7165 26,0038 4,696 43,461
Ameants due to Group cmnpmi:ﬁ.. 34,532 55185 150 231 2.2 114,917
Other Fenacial liatsi lities .. v TA51 54,430 5241 1.544 441 T1.52%
Subordinuted TabITEES . - 3,150 73 1,152 4224 3,509
Preference dhares | e - 10,212 421 23497 32,857 45,887
4.599.001 P65.522 202000 §5.252 100,137 5.962,922
Laan commitments . 1.605,093 508358 12,652 5867 12 21315992
Financial guarantee md credit nsk
related guarantee contracs .. 63802 - - - - G3 812
6,267,916 1,473,880 224,652 91.11% 101,159 158,726
121

265/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Notes on the Financial Statements icontinued)

31 Analysis of cash Mlows payable under financial labilities by remaining contraciual maturities (contivwed]

The balances in the above tables incorporates all cash flows relating to prncipal and future coupon payments on an
undiscounted basis (except for trading liabilaties and trading derivatives). Trading liabilities and trading derivatives have
been included in the *On demand” time bucket & trading liabilities are typically held for short periods of time, The
undiscounted cash flows payable under hedging denvative liabilities are classi fied according to their contractual maturity.
Investment contract liabilities have been included in financial liabilities designated at fair value, whereby the
policyholders have the options to surrender or transfer at any time, and are reported in the “Due after  years” time
bucket. A maturity analysis prepared on the basis of the earliest possible contractual repayment date (assuming that all
sumender and transfer options are exercised) would result in all investment contracts being presented as falling due
within one wvear or less. The undiscounted cash flows potentially pavable under loan commitments and financial
guarantee confracts are classified on the basis of the earliest date they can be called. Cash flows payable in respect of
customer accounts are primarily contractually repayable on demand or at short notice.

31 Reconciliation of operating profit to cash generated from operations

2016 015
HESm HESm
Oper Wi PROTEL . iniimiimiman s bimiar i ms b s a4 44818 R L 10 R b e 57,793 101 44%
el mberest income . (95, D08) (94377
Dhvidend imcome ....... i (234) (2100
Drepreciation and amortisation .......... 59 5,982
Amortisition of prepaid operating I:ane pﬂ.].mirﬂs 15 17
Loan impairment charges and other aredit risk provisions 5584 5074
Loans and advances wntten off net of recoveries ... (3,870) {3.331)
Other provisions for liabiliies and r:ha:g:s ..... 261 1016
Provisions used _. i i (268) {313
Giaing on investiment pmpmlts - (36) {420
{Gainzplezse: on disposal of pmpm;.l plml aﬂ.d r:pl[mmt and :mg hdd fur .ﬂll: 57 (134)
Gain on disposal of business portfolios .. AMCHEHR (1) (23)
Imipairment on imlereds in i.a.lmcml:smdjmnt '."U!I]Ift'i._ - 13
Gaing less losses from fnancial invesments | (1,232) (11611}
Share-based paymentz expense . 1,009 1318
Movement in prm‘:m. value of - :f‘m:t h‘uﬂrsm " (7, 306) {4,680
Interest received . N R X 106,416 110,427
RV PR - iimim s i mimai (25.385) {T06ED)
Operating profil before changes bn workdng caplial . T1LETD B0439
Change in treasury bills with original term to maturity of more than three months ..o (43,439 {10 172y
Change in placings with and advances 1o banks ., - R (3, 141) 24,012
Change in cmmcal:surdnpumlmlh ongmiltu'mtnmuunly ufmaclm.ni}ﬂcmmms 14,424 2559
Change in repos aed reverse repes . (3,615) (11,842
Change in trading assets .......ocoveee (61,36%) B4, 823
Change in trading liabiliies ....... (3,381) {23,961}
Change in derivative assets | (98,5952) 2970
Change in derivative lesbilitis ...... 43,039 3.2
Change in financial asmsdea:@mud s E‘urnlut (7,991) 170
Change in financial liabilities designated as fuir value .. 346 1,936

Change in financial invesiments held for badm.g [15b|||t|:5 to long-lemm pB|IE3‘1|D]d-¢1.’S (34,928) (3L.655)

Change in loans and advances to customers .. (73,374) 46,848
Change in amounts due from Groug v:onunmm 1.623 (52, T02)p
Change in prepayment, accrued income and nll'ln assels (56, 582) G016
{.'rurlgl:m ClE omeT acomimls . 259,928 B 005
Change in momusﬂcin{hwp mmpmm 150587 {23,128)
Change in debt seourities imissue ... {15,624) {4, 438)
Change in liabilities under msurmee mmm:ls 45350 30,638
Change in sccrusls and deferred mcome, other Flﬂ:nlhits wd provisiens 49,560 25015
Exchange adjustmems ..........cocoemimorienns 7,526 14,015
Cash generated from operations . 210,612 168,50
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a  Change i cash and cash equivalents during the vear

2006 2015

HESm HESm

AL D Jampary ... 658,397 GTRGTD
el cash ||1l'ln'|.m bcﬁ:-rc Eu: d"t’:a nfl’nmgn ad}mg: FIHOVETTEn 108,266 4652
Effect of foreign exchange movements .. ikt L (13.958) {26.925)
T R IRE - - ] N P N P LTt A P W T IR R (A O O A A I53.705 638397

b Analvziz of balances of cash and cash equivalenis in the consolidated balance sheet

2016 2015

HESm HESm

Cash in hand and sight balances with eentral banks ..o 213,793 151,103
Items in the course of collection from otlver banks 21,401 25,020
Feverse repurchnse agreements — nom-Eadig ... immenimrmsmm s i 167572 124,351
Placings with and advances to banks | oL 5 311,734 279,397
‘I‘r:awyhplls. certificates of deposit mdﬂlhﬂ dl_glhlc hulls TEH6S 109,379
Less: ilems in the course of transmission o other Banks ... 37.753) (30.753)

T52.705 G58,397

The amount of cash and cash equivalents that are subject to exchange control and regulatory restrictions amounted

to HRS182,494m at 31 December 2006 (2015;

34 Contingent liabilities and commitments

HEE151,255m}.

a  Off-balence sheet contingent labilities and commitments

2016 2015
HESm HKSm

Contingent liabilities and Anancial guarantee coniracts
CGuarantees and irrevocable letters of credit plecdged as collateral Sectrily ......oocvvicemisimiinen e 257863 256,561
SR o N MBI 1 i o s 1 v i 1,696 1,371
159,559 257,932

Commitments

Documentary credits and shon -temm trade-relsted tmnsadions .. S0, 0E0 1337
Forward assel parrchases and forward forward deposits ph:s:d 6,235 4,821
Undirawn formal standby facilifies, credil lines and other mmmllmmlsl!u:l !md 22151302 1095 834
2,287,617 2,131,992

The above table dizcloses the nominal prinapal amounts of commitments excuding capital commitments, guarantecs
and other confingent liabilities, which are mainlv credit-related instruments including both financial and non-
financial guarantees and commitments to extend credit. Contractual amounts represent the amounts at nsk should
contracts be full v drawn upon and clients default. The amount of the loan commitments shown above reflects, where
relevant, the expected level of take-up of pre-approved facilities. Since a significant portion of guarantees and
commitments are expected to expire without beng drawn upon, the total of the contractual amounts 15 not

representative of future hquidity requirements.
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Notes on the Financial Statements icontinued)

34 Contingent liabilities and commitments {contimed]

b Gunrantees (including fmaciel grorantes contracis)

The group provides guarantees and similar undertakings on behalf of both third party costomers and other entifies
within the Group. These guarantees are generally provided in the normal course of banking business. The prnincipal
types of guarantees provided, and the maximum potential amount of future payments which the group could be

required to make, were az foll ows:

Cuaraniees in Tavoisr of third parties

N R A e o e A i

Guarantees in favour of

2016 s
HKSm HESm
52,53 3118

183, 1640 180533
235991 235,161

11,872 21 40
257,563 254,561

1 Fimancial guaraniees are confracts ihal require the izsuer io make specified paveenis to relnbarse the holder for a loxs incwred
becante a specified debior fails to make pvment whett dwe in accordance with the eviginal or modified terms of o debt instrument. The

amrerinil s 3t e aberve mable are nomiinal principal apeunrs.

2 Cther graranrees include re-insurance letters of credit related to particidar trasactions. trade-relared leiters of credit issved withour
prorvidon for the [asuing entity to refain ifle to the imderlying shipment. performmce bonds, bid bonds, standly letters of credit and

ather transacovi-related guarmiees

The amounts disclosed in the above table reflect the group’s maximum exposure under a large number of
individual guarantee undertakings. The nsks and exposures from guarantees are captured and managed in
accordance with HSBC s overall credit risk management policies and procedures, Guarantess are subyject to an annual

credit review process,

35 Other commitmenis

Capiral compitments

At 31 December 2016, capital commitments, mainly related to the commitment for purchase of premises, wene

HESZ 945m (2015: HKS3 354m).

Lease commiltnents

The group leases cemain properties and equipment under operating leases. The leases nommally run for a penod of one
te ten vears and may include an option to renew. Lease payments are usually adjusted amnually to reflect market rentals.
Mone of the leazes include contingent rentals. Future minimum lease payments under non-cancellable operating leazes

for premises and equipment are as follows:

Amounts payable within
= e year orlesg ..

= five yeass or less but over one year .

124
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2016 2014
HESm HESm
2,974 3,054
4,545 4558
(] 175
8,177 8501
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Notes on the Financial Statements (continued)
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37 Segmental analysis

Change in reportable segment

The group’s chief operating decision-maker, the Executive Commttes (*EXCD'), regularly reviews operating achivities
on & number of bases, including by global business and by geographical region. In prior years, the group’s operating
segments were organised by geographical region, Hong Fong and Rest of Asia-Pacific. During 2016, several factors,
induding a clear shift in the focus of information to global businesses received by EXCO, have caused a change in the
way business performancs 15 assesged and allocation of resources is pricritised. Accordingly, the segmental reporting
has been changed to global businesses as this provides the most meaningful information with which to understand the
performance of the group.

Information provided to EXCO is measured in accordance with HKFRSs. The group’s operations are closely integrated
and, accordingly, the presentation of data includes internal allocations of certain items of income and expenses. These
allecations include the costs of certain support services and global functions to the extent that they can be meaningfully
attributed. Costs which are not allocated to global businesses are included in the *Corporate Centre’. All such transactions
are undertaken on amm’s length terms.

The group’s operating segments are organised mto four global businesses and a Corporate Centre. The group provides a
comprehensive range of banking and related financial services to its customers organised by global business:

+ Refail Banking and Wealth Management (*REWM’) serves personal customers, We take deposits and provide
transactional banking services to enable customers to manage their day to day finances and save for the future. We
selectively offer credit facilities o assist customers in their short or longer-term borrowing requirements; and we
provide financial advisory, broking, insurance and investment services to help them manage and protect their
financial futures,

+  Commercial Banking (*CMB")1s segmented into Corporate, to serve both corporate and mud-market companies wath
more sophisticated financial needs, and Business Banking, to serve small and medium-sized enterprises (*5MEs"),
enabling differentiated coverage of our target customens. This allows us to provide continuous support to companies
a3 they grow both domestically and internationally; and ensures a clear focus on intemationally aspirant customers,

+ Global Banking and Markets ("GB&M®) provides tailored financial solutions to major government, corporate and
institutional clients worldwide. GB&M operates a long-term relationship management approach to build a full
understanding of clients’ financial requirements. Sector-focused client service teams comprising relationship
managers and product specialists develop financial solutions to meet individual client needs.

= Global Private Banking (*GPB) provides investment management and trastee solutions to high net worth individuals
and their families. We aim to meet the needs of our clients by providing excellent customer service, leveraging our
global footpnnt and offering a comprehensive suite of solutions,

+« Corporate Centre was established during the year to align certain functions of the group. The Corporate Centre
includes Balance Sheet Management, certain intereats in associates and joint ventures, as well as the reaults of our
financing operations and central support costs with associated recoveries.

The group has also conducted a number of internal reviews dunng the vear to align customer requirements to those
global businesses best snited to service their respective needs, resulting in the transfer of a portfolio of customers from
CMB to GB&M, Performance by global business is presented in the *Financial Review” seetion. Comparative figures
have been re-presented to conform to current vear presentation,
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements icontinued)

fnformation by geographic region

Rest of Asda- Inter-reghon
Hong Kong Pacific elimination Total
HESm HESm HESm HESm
2016
Tobul operaling INSHME ...own. 165,957 70,491 (3,710 251,738
Prafit before tax ... 60,645 42,062 - 102,787
Total assets ... . £.416,727 1,625,900 (4593,675) 7848952
Total labilities ...ccoei. 5,062,172 1,301,319 (493,675) 6,569 816
Credit commitments and contingencies (contracd amounts) ... 1,413,979 1,133,197 - 1547176
2005
Total OPEraling M ..o s i s st 165,673 74,258 (3,986) 235,945
Profil before tax ey 71872 44,407 - 117,279
Total assets ... 4,934 662 2,588,062 (565041 ) 6,953,431
Total liabilities ... ! 4,613,757 2,273,081 (R60041) 6,317,797
Credit commitments and contingencies (contracl amounts) ... 1,273,983 1,105,541 - 2380 924
Infermation by oy
Revanue! on-cugrent assets’
2016 5 2016 015
HESm HESm HESm HESm
Hong KOG ..oevovimsossnrsmsssmmsss s s s s 108,165 119,764 104,513 10, 503
Madnband China . 14,307 16,653 130,167 127,346
Australia .. 6,537 6,740 521 g
India ..., 7,761 7488 1.M9% 2.203
Indonesia 4,467 4,140 3510 3424
Malaysia .. 570 6582 Tl 761
Simgapore . 5327 308 1333 1412
Taiwan ... i 2,798 ERRL 2,127 1118
L 8,596 207 LB 1584
TR o i i i o S 168,152 183,514 250,291 245,174

1 Revemue (defined as “Net aperaiing income bejore loan impairment clharge s and other credit risk provistons ) is aitvibutable io comiries
based on the location of the principal operations of the subsidiary or branch,

1 Nowcwrren! assels consisi of property. plant and equipment, goodwill, other imangible asseis, imerests in associates and foinf vemures
anad certain oifier assets
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3% Related party transactions

The group’s related parties include the parent, fellow subsidianies, associates, joint ventures, post-employment benefit plans
for the benefit of the group’s employees, Key Management Personmel, ¢lose family members of Key Management Personnel
and entities which are controlled or jointly controlled by Key Management Personnel or their close family members.

1 fnter-company

The group is wholly-cwned by HSBC Asia Holdings B.Y.. HSBC Asia Holdings B.V. is in tum wholly-owned by
HSBC Asia Holdings (UK) Limited, which 1z wholly-owned by HS5BC Holdings B.V.. HSBC Holdings BV, 1=
whollv-owned by HSBEC Finance { Metherands), which 18 wholly-owned by HSBC Hoeldings ple {incorporated in
England).

The group entered into transactions with its fellow subsidianes in the normal course of business, including the
acceptance and placement of interbank deposits, comespondent banking transactions and off-balance sheet
transactions. The activities were on substantially the same termns, including interest rates and security, as for
comparabl e transactions with third party counterparties.

The group shares the costs of certain |T projects with its fellow subsidiaries and also used certain processing services
of fellow subzidianes on a coat recovery basis. The Bank also acted as agent for the distribution of retail investment
funds for fellow subsidianes and pad professional fees for services provided by fellow subsidiaries. The
commissions and fees in these transactions and services are priced on an arm’s length basis.

The aggregate amount of income and expenses ansing from these transactions during the year and the balances of
amounts due to and from the relevant parties at the yvear end are as follows:

2016 015
Tmmediate Tlitimate Immediste Ultimate
holding holding Fedlow holding holding Fellow
COMpPANY company  subsidiaries COmgrany company  subsidiaries
HESm HESm HESm HESm HESm HE $m
Income and expenses for the vear
[Merest MEome ... - - 1,242 - - oG
Ierest s:ﬂpmsc’ 1232 359 17 592 534 341
Fee imcome ... - - 2482 - - 2604
Fee expense ... - - m - - a0
Cher operating income ... - vl 1.6 - 577 2.7
Ciher operating expenses” ... [ 287 7,681 7 2433 7586
Ai 31 December
Asaeds
Trading 2326t ..ooovurevimrnrssmsssniea: - 14 17,320 - - 17,051
Dierivative nssels - - 110,665 . E01 530
Cher 88" v s 1 352 225,086 - 102 227.243
1 396 353,045 102 345,924
Liabilithes
Tradimg Habilities’ | s = 13 13,461 10,232
Fmancial liatalitics :Bmg:mud u t‘a:r
vilue” .. i i - - 8 - - 4
Dm'-‘am-'c Imhl ities .. - - 115,743 : 108317
Other labilities” ....cooimiianin 10 7714 92,338 554 624 78,585
Subordinated lbilities” ... G5ATH 18677 - 1,395 18,679 -
Preference shares .o 26,779 - 1 36,451 - L2
92 667 26,404 2,589 38,400 19,303 157,240
CORBELEEE iiiticaiian i i i dinianniin - - 21,872 - - 21400
Commilments ... - - 1578 - - 2841

1 Jnrerest expense included distriburion on preference dhaves and interest on sasbordinated liabilitles

2 In 2006 pervements were mide of HESS82m (2005 HESL004m) for software costs which were capitalised as intangible assels in the
balance sreet of the group.

3 These balances are presented wnder Amounts due frometo Groupcompeaies’ i the consolidated balanee sheel
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

3% Related party transactions {confirwed)
b Shave option and share award schenes

The group participates in vanous share option and share plans operated by HSBC whereby share options or shares
of HEBC are granted to employvees of the group. As disclosed in note 4(a), the group recognises an expense in respect
of these share options and share awards. The cost bome by the ultimate holding company in respect of share options
15 treated a5 a capital contnbution and s recorded within "Other reserves’. In respect of share awards, the group
recognises a liability to the ultimate holding company over the vesting period. This liability is measured at the fair
value of the shares at each reporting date, with chanpes since the award dates adjusted through the capital contnbution
account within “Cther reserves™, The balances of the capital contribution and the liability as at 31 December 2016
amounted to HES3,225m and HES1,945m respectively (2015 HES3 483m and HES1,T6%m respectively).

¢ Pension funds

At 31 December 2016, HES14.0bn (2015 HES12.6bn) of pension fund assefs were under management by group
companies, Total fees paid or payable by pension plans to group companies for providing fund management,
administrative and trustee services amounted to HKS2 1m for the vear (201 5 HEK$22m).

d Associates and joint ventures

The group provides certain banking and financial services o associates and joint ventures, including loans, overdrafts,
interest and non-interest beanng deposits and cument accounts, Details of interests in asseciates and joint ventures
are given in note 15, Transactions and balances during the vear with associates and joint ventures were as follows:

| 2016 018

Highest balance Balance at Highest balance Balance at

during the year 31 December during the year 31 December

HESm HESm HK3m HE3Sm

Amounis due from associgles - unsubordinated ... 24,047 21168 iram2 15614
Amounts due from joint ventures - unsubordimated . 3 - . -
EIS{I 22,268 32374 15614

Armoumis o 1o BESOCELES o e 86215 4464 &.113 713
COMIMMIMETLS o iiimiim i f i et s 1 1 1 1

The disclosure of the year-end balance and the highest balance during the year 13 considered the most meaningful
information to represent transactions dunng the vear.

The tramsactions resulting in amounts due to and from associates and joint ventures aroge in the ordinary course of
business and on substantially the same terms, including interest rates and security, as for comparable transactions
with third party counterparties,

e Koy Managemant Personnel

Fev Management Personnel are defined as those persons having authonity and responsibility for planning, directing
and controlling the activifies of the Bank and the group. It inclides members of the Board of Directors and Executive
Committee of the Bank and the Board of Directors and Group Mmaging Directors of HSBEC Holdings ple.
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3% Related party transactions {confirwed)
The following table shows the expense in respect of compensation for Key Management Personnel of the Bank for

services rendered to the Bank:
20¥i 015
HE3Sm HESm
Saluiies wid otties Short bemn BERRBEE ... oo o mi s e a1 288 233
Retirement benefits ... i 10 13
BNRre-eRrae] PRVIINIWE & i criisismiom oy v msis w0 4 e s g ey o 111 179
4 425
Transactions, arrangements and agreemenis involving Key Management Persommel
1] 1 2015
HESm HESm
During the year
Highest average 3550857 .o b bbb 21,374 17,516
Highest average liabilities' E 33,658 39743
Contribution 1o the group’s profit BEEORE LEX ..o covveresrie it imsrssrsimsssm s s ssssmssrs ] BE%
Al the year end

1 The disclosure of the Ighe s average balawce durting the vear is considered the mo s meaningful i formaiion to represend (Fan sicions
dring ihe vear,

Transactions, arrangements and agreements are entered into by the group with compani es that may be controlled by
Key Management Perzonnel of the group mnd their immediate relatives. These transactions are pnmanly loans and
deposits, and were entered into in the ordinary course of business and on substantially the same terms, including
interest rates and security, as comparable transactions with persens or companies of a similar standing or, where
applicable, with other emplovees, The transactions did not involve more than the nommal nsk of repayment or present
other unfavourable features.

Mo impairment losses have been recorded against balances outstanding duning the year with Key Management
Personnel, and there are no specific impairment allowances on balances with ey Management Personnel ab the
year end (2015 ml).

T Lowmss fo divectors

Directors are defined as the Directors of the Bank, its ultimate holding company, HSBC Holdings ple and
intermediate companies, & well as companies that are controlled by, and entities that are connected with these
directors. Pamiculars of loans to directors disclosed pursuant to section 17 of the Companies (Disclosure of
Information about Benefits of Directors) Regulation are as follows:

Aggregale amount Maximum aggregate amount

catstanding al 31 December oulstanding during the year
2016 2015 2016 015
HESm HESm HESm HESm
P BREE sy imsi e i i i 1,063 3,246 1279 4467
BY RIS ... i m et - - 1 1
1,063 3.246 1280 4 AG8

These amounts include prncipal and interest, and the masximum liability that may be incumred under guarantees,
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

3% Fair values of financial instrumenis carried ai fair value

The fair value of financial instruments is generally measured on the basis of the individual financial instrument. However,
in cases where the group manages a group of financial assets and financial liabilities on the basis of its net exposure to
either market nsks or credit nsk, the group measures the fair value of the group of financial instruments on a net basiz,
but presents the under]ving financial assetz and liabilities separately in the financial statements, unless they satizfy the
HEFRS offsetting criteria as described in note 36.

Financial instruments cavvied at fair valve and bases of valuation

Valundboa technigques
Third
Level 1 Level 2 Level 3 party tolal  Inter-company? Tolal
HESm HESm HESm HESm HESm HESm

AL 31 December 2016
Trading assas’ ., 239,646 131,285 703 371,634 - 371,634
Drerivalive uamls A673 364,062 1,403 369,138 110,669 479807
Finamcial assets d:slgnal:d at I':r

VAR o 2.9 29,524 3,75 106,016 - 106,016
Avnilable-for-=ale :rl'-ﬂlm:nls 1,058,461 S10,357 5,766 1,574,584 - 1,574,584
Trading liabilitics'._ 75,580 106,768 58212 188,470 - 155470
Drerivative |.1Bhl|llb:!i . 3,684 340336 2695 346,718 115,743 462 458
Finamcial liabilities dmgul.nd

at fair value ... - 50,878 241 51,114 - £1.114
Al 31 Drecember 2015
Trading assds’ 158,173 143611 242 302,626 - 302,626
Derivalive assels ..., 6,914 271,230 1,151 279,325 10,630 30955
Financial assets dmgnattd at I‘ar

valle 65,833 30,766 2446 99,095 - 0085
Available-for-=sle mwam:nls I 05,065 466129 6,253 1487447 - 1487447
Trading liabalities'.. 56,291 128,002 TARR 191,851 - 151,851
Drerivative Imbillln:s i 5773 253,847 1,682 260,102 108,317 JenAle
Financial liabilities ﬂ:saml.ed

at fair value . - 50,770 - 50,770 - 50,770

I Awwourits with HEBC Group entilfes are ol réflactid here.
2 Imier-company dertvaiive balances are largely smder “Level 2°

Transfers between levels of the far value hierarchy are deemed to occir at the énd of the reporting penod. Transfers
between level 1 and level 2 are immaterial,

Caonrod framewark

Fair values are subject to a control Framework designed to ensure that they are either determined, or validated, by a
function independent of the nsk-taker.

For all financial instruments where faar values are determined by reference to externally quoted prices or observable
pricing inputs to medels, independent price determination or validation is utilised. Ininactive markets, direct observation
of a traded price may not be possible. In these arcumstances, the group will source altemative market imformation to
validate the financial instrument’s fair value, with greater weight given to information that is considered to be more
relevant mmd reliable. For fair values determined uszing valuation modelz, the control framework may include, as
applicable, development or validation by independent support functions of (i) the logic within valuation models: {ii) the
mputs to those moedels; (iii) any adjustments required outside the valuation models; and (v} where possible, model
outputs, Valuation models are subject to a process of due diligence and calibration before becoming operational and are
cahbrated aganst external market data on an on-going basis.

Changes in fair value are generally subject to a profit and loss analysis process. This process disaggrepates changes in
fair value into three high level categories: (1) portfolio changes, such as new transactions or matunng transactions; (i)
market movements, such as changes in foreign exchange rates or equity prices; and (ji1) other, such as changes in fair
value adjustments,
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3% Fair values of financial instrumenis carried at fair value jcontfued)

To this end, the ultimate responsibility for the determination of fur values lies within the Finanee function, which reports
1o the Group Finance Director, Finance establishes the accounting policies and procedures governing valuation, and is
responsible for ensunng that these comply with all relevant accounting standards.

Dietermination of fuir value
Fair values are determined according to the following hierarchy:

o Level | - Valeation technigue uzing quoted market price: Financial imstruments with quoted prices for identical
instruments in active markets that the group can access at the measurement date,

o Level 2 — Valuotion techmique wsing observable fapers: Financial mstruments with gquoted prices for similar
instruments in active markets or quoted prices for identical or similar instraments in inactive markets and financial
imztruments valued using models where all signi ficant inputs are obaervable,

*  Level 3 - Paluation fechaique with significant wnobzervable inprts: Financial instruments valued using valuation
techniques where one or more significant inputs are unchservable,

The judgement as to whether a market 15 active may include, but 15 not restricted to, the consideration of factors such as
the magnitude and frequency of trading activity, the availability of prices and the size of bid/offer spreads. The bad/offer
spread represents the difference in prices at which a market participant would be willing to buy compared with the pnce
at which they would be willing to sell, In inactive markets, obtaining assurance that the transaction price provides
evidence of fair value or determining the adjustments to transaction prices that are necessary to measure the fair value
of the instrument requires additional work dunng the valuation process,

Financial Habilittes neaswred ot fair value

Structured notes issued and certam other hybrid instrument liabilibes are included within trading liabilities and are
measured at fair value. The eredit spread applied to these instruments is derived from the spreads at which the group
1ss0es structuned notes.

Fair value adiusiments

Fair value adjustments are adopted when the group determines that there are additional factors that would be considered
relevant by a market participant that are not incorporated within the valuation model, Movements in the level of fair
value adjustmentz do not necessanly result in the recognition of profits or losses within the income statement, such as
when models are enhanced, fair value adjustments may no longer be requined,

Risk-related adjustments

(i} Bid-affer
HEFRS 13 requires use of the price within the bid-offer spread that is most representative of fair value, Valuation
models will typically generate mid-market values. The bid-offer adjustment reflaets the extent to which bid-affer
costs would be imeurred if substantially all residual net portfolio market nsks were closed wsing available hedging
instmuments or by disposing of, or unwinding the position.

(i) Ukcertainty
Certann model inputs may be less readily determinable from market data, and/or the choice of mode] itself may be
more subjective, In these circumstances, an adjustment may be necessary to reflect the likelihood that market
participants would adopt more conservative values for uncertain parameters and/or model assumptions, than those
used in the group™s valuation model.
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

3% Fair values of financial instrumenis carried at fair value jcontfsued)

(il redit valuation adinstment ('CVA ') and debir valuation adjustment (DFA')
The CVA is an adjustment to the valuation of over-the-counter (*O7TC ") denvative contracts to reflect the possibility
that the counterparty may default and the group may not recerve the full market value of the transactions.

The DV A is an adjustment to the valuation of OTC denvative contracts to reflect the possibility that the group may
default, and that the group may not pay the full market value of the transactions.

The group caleulates a separate CVA and DVA for each legal entity, and for each counterparty to which the entity
has exposure. With the exception of central cleanng parties, all third-party counterparties are included in the VA
and DV A caleulations, and these adjustments are not netted across group entifies,

The group calculates the CVA by applyving the probability of default (*PLD") of the counterparty, conditional on the
non-default of the group, to the group’s expected positive exposure to the counterparty and multiplying the result by
the loss expected in the event of default. Conversely, the group caleulates the DV A by applying the PD of the group,
conditional on the non-defanlt of the counterparty, to the expected positive exposure of the counterparty to the group
and multiphying the result by the loss expected in the event of defanit, Both calculations are performed over the life
of the potential exposure.

For most products the group uses a simulation methodology, which incorporates a range of potential exposures over
the life of the portfolio, to calculate the expected positive exposure to a counterparty. The simulation methodology
ingludes credit mitigants, such as counterparty netting agreements and collateral agreements with the counterparty.

The methodologies do not, in general, account for *wrong-way nsk” which anses when the underlying value of the
derivative prior to any CVA is positively comrelated to the PD of the counterparty. When there is significant wrong-
way nisk, a trade-sped fic approach is applied to reflect this nsk in the valuation.

fiv) Funding foir value adiustment { FFVA)
The FFVA is caleulated by applying future market funding spreads o the expected fumre funding exposure of any
uncol lateralised component of the OTC denvatve portfolio, The expected future funding exposure 15 calculated by
a simulation methodology, where available and is adjusted for events that may terminate the exposurne, such as the
default of the group or the counterparty. The FFVA and DVA are caleulated independently.

{wlModel limitation
Models used for portfolio valuation purposes may be based upon a simplifying set of assumptions that do not capiure
all material market characteristics. In these circumstances, mode] limitation adjustments are adopted.

(il fnceprion prafi (Day I profit or loss reserves)

[mception profit adjustments ang adopted when the fair value estimated by a valuation model is based on one or more
sign ficant unobservable inputs,

134

278/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

3% Fair values of financial instrumenis carried at fair value jcontfsued)

Reconciliation of fair value measurements in Level 3 of the fair value hierarchy

Assels Liabilitles
Avallable. Held for  Deskznated Held for Deskpnated
Tor-sale trading  wl Mair value  Derivatives trading  Derivatives  al Mir value
HESm HESm HESm HESm HESm HESm HESm
2016
Abl lsmua.r}.I . 6,253 842 1,446 1,151 7458 1,682 -
Total gains or losses ro-wmmd
in profit of boss . AR {11) 16 169 T (399) 1,479 (k]
Total gains or lossu:s m:ngnwcd
in vther mumhmsm:
ineonme . 207 1 1 (5) (117} 85 (7
Pmchas:s'msu:s_ 40 1,400 1.9%6 - 1,530 - -
Sales .. - (14} (1,492) ) - - - -
Creposil s’muir.'merns (773 - (853) 62 (1,144) (25) -
Met transfers {uun.m 64 (6:4) 1 (544) (1.806) (526) 257
At 31 December ... 5,766 T3 3,756 1403 5,522 1,695 241
Unrealised gaing of losses
recognised m profil or loss
relating to those assels and
liabalities hedd at the end of
the reporting period ............ - 4 172 32 - 29 o
2005
At 1 January - g 6712 165 1,911 T85 12,153 1108 -
Total gains or hmcq re-:ngmsed -
in profit or boss . P 43 7 276 T05 {1,387) 72
Total gains or luums re-l:ngmsed
in other comprehensive
(1111 ] S S (921 {n {1} (%) (13 (%) -
Purchases/isaues., S48 992 1,940 - 4,424 -
Sales . [128) [283) (58} - = - =
I'.‘rqmﬁﬂw-a:u!mmng - - {807 (75} {3,257) (75 -
et transfers oul . ol (33 {B05) {226} (4.062) (215}
At 31 December 5,153 842 1446 1.181 7,458 1,682 -
Unrealised gains or losses
recognised im profil or loss
relating to those assets and
liabalities held at the end of
the reporting period ... - 7 1 244 ] (61} -

1 The amewnt has been reported oo a net basis after faking imto congderation ihe fotal pains or losses arising from these transactions
whiews the risk has been backed our fo eilier HEBC antitfes.

Transfers between levels of the fair value hierarchy ane deemed to occur at the end of the reporting penod, Transfers out
of Level 3 held for trading liabilities predominantly resulted from an increase in the observability of inputs such as
comelations in pricing the instruments.

Effects of changes in sigmificant won-observable assumplions o reasonably possible alternatives

The key unobservable inputs to Level 3 financial instruments include volatility and correlation for structured notes and
deposits valued using option models, bid quotes for corporate bonds valued using approaches that take into account of
market comparables, and multiple items for private equity and strategic investments. In the absence of an active market,
the fair value of private equity and strategic investments 13 estimated on the basis of an analvsis of the investee's financial
position and results, risk profile, prospects and other factors, as well as by reference fo market valuations for similar
entities quoted in an acfive market, or the price at which similar companies have changed ownership, The change in fair
values due to changes in reasonably possible alternative assumptions for these unobservable inputs 15 not significant.
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

4 Fair values of financial insirumenis not carried ai fair value

Fair values
Valuation techniques
Significant
Cuoted  Observable  unobser vable
Carrying  market price Inpuis inputs
At Lewvel 1 Level 2 Level 3 Total
Al 31 December 2016 HESm HESm HESm HESm HESm
Asasls
Reverse repurchase agreemonts — nof-trading ... 271,567 - 260,167 11,5839 272,006
Placings with and advances o banks ... 463,211 - 451,012 12,215 463,227
Loans and advances o Cuslomers ... A3 0104 - T4 856 2,746,942 2,821,708
Financial mvestment debt securilies ... 260,767 5099 257200 - 262,380
Linhilities
Repurchase agreemenits — non-trading ... AL 27,810 - 27,809 - 27 809
Dreposits by banks ... 192,479 - 192,133 % 192 461
Clomer F60oUNS .o 4,900,004 - 4,900,114 - 4,900,114
Drebd securities in is=ue 215235 - 15269 - 15269
Subordinated liabilities .. 4,836 - 1,763 2,263 4,026
Preference shames ... 26,879 - - 27,285 27,285
Al 31 December 2015
Assdds
Reverse repurclinse agreemaits - noi-rading ... 212779 - 5,434 7432 212,566
Placings with and acvances 1o banks ... 421.221 411,044 10,387 421 431
Loans and advances bo cUsOMENS ... 3, 162,280 - 44,348 2,708,923 2,753
Financial mveztment debl SEcurities .. mmmimswmmmmimmns 228,559 4,098 131,52 - 235919
Liabalitses
Repurchase agreements - non-trading ...l 16,158 - 16,158 - 16,158
Dreposits by banks ... 148,154 - 147,826 468 148,294
Cudomer acoounls .. 4,640,076 - 4,640,626 - 4,640,626
Dreld securities in issue 40,855 - 40,858 - 40808
Subordinated liabilities .. " 2,003 - 1,238 B027 6,865
Preference shares .......cociicine 36,553 - - 36,863 36,863

Cither financial instruments not carmed at far value are typically short-berm in nature or re-pnce to cument market rates
frequently. Accordingly, their carmying amount is a reasonable approximation of fair value.

Faluarion

The fair values of financial instruments that are not camied at fair value on the balance sheet are calculated as
descnbed below,

Repurchase and reverse repurchase agreements — non-trading

Fair values are estmated by using discounted cash flows, applving current rates. Fair values approxamate carmrying
amounts as their balances are generally short dated,

Loans and advances to banks and customers

The fair value of loans and advances is based on observable market transactions, where available. In the absence of
observable market transactions, fair value is estimated using valuation models that incorporate a range of input
assumptions. Loans are grouped, as far as possible, into homogeneous groups and stratified by loans wath similar
chamctenstics to improve the accuracy of estimated valuation outputs. The stratification of a loan book considers all
material factors. The fair value of a loan reflects loan impairments at the balance sheet date. For impaired losns, fair
value is estimated by discounting the future cash flows over the time period they are expected to be recovered
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4l Fair values of financial instrumeniz not carried at fair value jcontinued)
Deposits by banks and customer accounts
Fair values are estimated using discounted cash flows, applying current rates offered for deposits of sumilar remaining
maturities. The fair value of a deposit repayable on demand is approximated by its carmying value.
Debt securities in issue and subordinated liabilities

Fair values are estimated by discounting future cash flows using discount rates for the applicable matunties and taking
own credit spread into account.

The fair values in this note are stated at a specific date and may be significantly different from the amounts which wall
actually be paid on the matunity or settlement dates of the instniments. In many cases, it would not be possible to realise
immediately the estimated fur values given the size of the portfolios measured. Accordingly, these fair values do not
represent the value of these financial instruments to the group as a going concem.

41 Structured entitiex

The group enters info certain transactions with customers in the ordinary course of business which involve the use of
strectured entities (*3Es" ) The group’s arrangements that involve SEs are authonized centrally when they are established
to ensure approprate purpose and governance. The activities of SEs administered by the group are dosely momitored by
sefuor management. The group’s transactions with consolidated and unconsolidated SEs ane set out below.

Strwctured credil fransaciions

The group provides structured credit produgts to third-party professional and institutional investors who wish to obtain
exposure o a reference portfolio of debt instruments. In such structures, the investor receives refums referenced to the
underiying portfolio by purchasing notes isswed by the 5Es. The group enters into confracts with the SE, including
denvatives, in order to pass the required risks and rewards of the reference portfolios to the SEs.

Securitisalions by the group

The group uses SEs to securitise customer loans and advances that it has onginated in order to diversify its sources of
funding for asset ongination and for capital efficiency purposes. The loans and advances ane transferred by the group to
the SEs for cash, and the SEs issue debt securities to investors to fund the cash purchases. The group may also act as a
denvative counterparty or provide a guarantee. Credit enhancements to the underlving assets may be provided to obtain
investment grade ralings on the senior deld 1ssued by the SEs.

Third-party financing SEx

The group also tranaacts with third party SEs in the normal course of business for a number of purposes, for example, to
provide finance to public and pravate sector infrastructure projects, for asset and structured finance transactions and for
customers 10 raise finance agamst secunty, The group also has interests in third-party established structured entities by
holding notes issued by these entiies or enfering into dervatives where the group absorbs risk from the entities.

Funds

The group has establizshed and managed fundz to provide customers with investment opportunitics. The group, as the
fund manager, may be entitled to receive management and performance fees based on the assets under management. The
group purchases and holds wuts of HSBC managed and third party managed funds in order to facilitate both
business and customer needs. The majonity of these funds held relate to the insurance business. When the group iz
deemed to be acting as a principal rather than an agent in its role as a fund manager, the group controls and hence
consclidates these funds.

The group’s transactions with consolidated SEs are not significant.
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

41 Siructured entities (continuwed )
Unconsolidated structured entities

The maximum exposure to loss from the group’s interests in unconsclidated SEs represents the maximum loss that the
group could incur as a result of its involvement with unconsolidated SEs regardless of the probability of the loss being
inguwrred. For commitments and guarantees, the maximum exposure to loss is the notional amount of potential fuhre
losses. For retained and purchased investments in and loans to unconsolidated SEs. the maximum exposure to loss is
the carmyving value of these interests at the balanee sheet reporting date. The masxamum exposure to loss is stated gross
of the effects of hedging and collateral arangements entered into to mitigate the group’s exposure (o loss,

Income from unconsolidated SEs includes recurring and non-recurnng fees, interest, dividends, gains or losses on the
re-measirernent or derscogmiton of mterests in structined entities, my mark-to-market gains or losses on a net basis
and gains or losses from the trans fer of assets and liabilities to the structured entities,

The nature and nisk associated with the group’s interest in unconsolidated 3Es are set out below.

HSBC  Mon-HSBC
managed managed

Securitisations funds Tunds CHher Total
HESm HESm HKSm HE%m HESm
At 31 December 20016
) (] S ——— 33137 567,991 5,784,647 59,374 6,445,149
The group's mleresd- nssels
Trading aseds | s N - 22T - - 2271
Financial assels dmgnnt:d ai I'erwhc - 18,161 44,926 - 63,087
DEAIVMIVES wvimsnnirmmsiaisisamissin . - - - 249 249
Loans and ad'.'ln::»:lu ms[uma's 6,786 - - 7568 14,354
Financial investments ........... - - T - ™
Other assels ... - - - EE] ]
Total assets m relation to the group”s inlerests m the
unconsolidated siractured entities® ... 6, TRE 20,433 45,723 8,175 81,117
The group’s interest- lizhilities
Derivatives . TRy R N e P L) e - - - 1 1
Total liabilities in retation 1o the gmup s interests in the
unconsolidued strucured antities.. R = = = 1 1
The Zroup’s MBI EXPEUIE. .o e 7308 20,434 53,097 8,532 59,368
Al 31 December 2005
Total assets ... et e e 30,631 622340 5527243 57,366 6,237 580
The group’s interest- assl:ls-
Trading assets . - - % - - b
Financial assels qunat:d m I'a.lr \:hc - 15 506 40,142 - 55648
Derivaiives ... - - - 299 294
Loans asnd adwlmln mmntﬁ e #.654 . 6918 15,572
Financial investments ....._............oinnn - - 435 - 435
T e e S SN SR - - - 133 253
Total asets m relation to the group”s finereds in the
uncon solidated stracured @ilities’ oo 8,654 15605 40577 7500 72,336
The group’s interest- ligbiliti
T NIV . i g e i s s 05 ~ - 2 207
Total labilities in relation to the group's interests m the
uncon solidsted stradured entitics i ] - - 2 207
The group"s Maxinmem exposure. ... 9305 15,605 4, 558 7046 T3 454

1 Mog of HSBC managed funds and mon- HSBC managed fimds are held by the rsurance busgnes,

Structured entities sponsored by the group

The amount of assets transferred to and income received from unconsoelidated stectured entities sponsored by the group
during 2016 and 2015 was not significant,
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42 Bank balance sheet and statement of changes in equity

Bank balance sheet at 31 Decemhber 2016

2016 2015
HESm HESm

ASSETS

Cash and gight balances at centeal Banks ... s s s——— 163,204 112427
Tvems i the course of collection from other banks . 15,004 18.055
Hong Kong Govenment centificates of indebtodness ..., 242,194 220,184
Trading azees . 274,287 215109
Drerivatives .. 433,746 360,222
Finamcial uss:[s d:mgnuled T Pl e S e o e e 403 a11
Reverse repurchase agreements — non-irading 146,398 B4 352
Placings with and advances to banks ... 202,763 179,109
Loans and advances 1o customers ... A6, 056
Financial mvestments . G531, 049 Q50,504
Amouants due from Cifr:up :ompml.tg 450,399 407,194
Investments in subsidiaries ... 51,501 T2.385
Interests in associates and joint VENEITES ..o Jo.830 30830
Coodwill and intangible assets 4,578 4,361
Property, plant and equipmed . 52344 80,313
Dieferred tax assets ., 30 94
Prepayment, aconied i mcom: ind nlhu'a.sﬂ:ls 108,01 20,271
O G R B s 4.523.873 438657

;

LIABILITIES
Hong Kong currency notes i ciraualion ...........oevmmimemmes
ltems in the course of iransmission to other banks
Repurchase agmunmls = M- I.m&ng
Dreposits by banks

242,194 200,184
25350 21,960
10,464 6,192

139,033 92,068

Cud omer 3Cccoanls 3,104,505 2971413

Drerivatives ., e e e A e s A b A S T S 440,528 350,281

Financial Imlnllll:s dmpuud al ﬁur \'nlu 8,017 2744

Feetirement benefit Ildnlifll:s 2914 A A6

Amounts dug 1o Group Lcmpmms ITLII0 141.047

Accruals and deferred income, -Olhtl' lHabilities s.mi provisions .. 83,779 47,80

Current tax liabilities . 1119 1451

Dieferred tax Iinhiliti.cg 7625 6,806

Subordinated liabilities | 3,102 6,204

Preference shares ... 26,779 36451

EQUITY

Share capital _.
Other equity mglmmmts

CHher reserves ..
Retamed profits .,

Total equity ...
Total equity and Habllles ... e b e 4813873 4,182,657

114.3%9 96,052
14,737 14,737

8443 6,558
232,782 214.93%

370321 132,285

Directars
Stuart Gulliver
Peter Wong
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43 Legal proceedings and regulatory matiers

The group is party to legal proceedings and regulatory matters in a number of junsdictions arsing out of its normal
business operations. Apart from the matters described below, the Bank considers that none of these matters are matenial.
The recogmition of provisions is determined in accordance with the accounting policies set ont in note 1{b)x). While
the outcome of legal proceedings and regulatory matters is inherently uncertain, management believes that, based on
the information available to it, appropnate provisions have been made in respect of these matters as at 31 December
2016, Any provision recognised does not constifiute an admission of wrongdoing or legal liability. It is not practicable to
provide an aggregate estimate of potential lability for our legal proceedings and regulatory matters as a class of
contingent liabilities,

Anti=money fonndering and sancrions-related motters

In October 2010, HSBC Bank USA entered into a consent order with the Office of the Comptroller of the Cumency (the
*OCC") and the indirect parent of that company, HSBC North America Holdings Ine. (*HNAH'), entered into a consent
order with the Federal Reserve Board (together the *Orders’), These Orders required improvements to establish an
effective compliance risk management programme across HSBC s US businesses, including nsk management related to
the US Bank Secrecy Act (*B5SA ") and anti-money laundenng (*AML") compliance. HSBC Bank USA 15 not current]y
in compliance with the OCC Order. Steps are being taken to address the requirements of the Orders.

In December 2012, HSBC Holdings ple, HNAH and HSBC Bank USA entered into agreements with US and UK
govemment agencies régarding past madequate compliance with the BSA, AML and sanctions laws. Among those
agreements, HSBC Holdings ple and HSBC Bank USA enfered into a five-vear deferred prosecution agreement with,
armong others, the US Department of Justice (*Dol” ) (the "US DPA™): and HSBC Holdings ple consented to a cease-and-
desist order and HSBC Holdings ple and HMNAH consented to a civil money penalty order with the Federal Reserve
Board. HSBC Holdings ple also entered into an agreement with the Cffice of Foreign Assets Control {*OFAC" ) regarding
histoncal transacthions involving parties subject to OFAC sanctions, as well as an undertalang with the UK Financial
Conduet Authonty to comply with certain forward -looking AML and sanctions-related obligations. In addition, HSBC
Bank USA entered mto civil money penalty orders with the Finanaal Crimes Enforcement Network of the US Treasury
Department and the GCC.

Under these agreements, HSBC Holdings ple and HSBC Bank USA made payments totalling LUUSS1 9bn to US authorities
and undertook vanous further obligations, mcluding, among others, to continue o cooperate fully with the Dol in any
and all mvestigations, not to commit any erime under US federal law subsequent to the signing of the agreement, and to
retain an independent compliance monitor (the “Momtor™). In February 2017, the Monitor delivered s third annual
follow-up review report. Through his country-level reviews, the Monitor identified potential anti-money laundering ancl
sanctions compliance issues that the Dol and HSBC are reviewing further.

HSBC Bank USA also entered into two consent orders with the OCC. These required HSBEC Bank LISA to correct the
circurmnstances noted in the OCC's report and to adopt an enterprse-wide compliance programme, and imposed
restrictions on acquinng control of, or holding an inferest in, any new financial subsidiary, or commencing a new activity
in itz existing financial subsidiary, without the OCC’s prior approval.

These setflements with US and UE authorities have led to private liigation, and do not preclude further private hitigation
related to HSBC's compliance with applicable BSA, AML and sanctions laws or other regulatory or law enforcement
actions for BSA, AML, sanctions or other matters not covered by the vanous agreements,

Tax imvestigations

The Bank continues to cooperate with the relevant US and other authonties, including with respect to US-based clients
of the Bank in India.

In addition, vanous tax administration, regulatory and law enforcement authonties around the world, including in India,
are conducting investigations and reviews of HEBC Swisa Private Bank and other HSBEC companies in connection with
allegations of tax evasion or tax fraud, money laundenng and unlawful cross-border banking solicitation. The Indian tax
authority issued a summons and request for information to the Bank: in India.
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THE HONGKONG AND SHANGHATI BANKING CORPORATION LIMITED

Motes on the Financial Statements (continued;

43 Legal proceedings and regulatory matters Jcontinued)

The Bank and other HSBC companies are cooperating with the relevant authorities, There are many factors that may
affect the range of outcomes, and the resulting financial impact, of these investigations and reviews, which could be
significant.

In light of the media attenfion regarding these matters, it is possible that other tax administration, regulatory or law
enforcement authorities will also initiate or enlarge similar investigations or regulatory proceedings,

Moessack Fonseca & Co.

HSBC has received requests for information from varnous regulatory and law enforcement authonties around the world
conceming persons and entities believed to be linked to Mossack Fonseca & Co., a service provider of personal
investment companies. HSBC is cooperating with the relevant anthonties.

Based on the facts cimrently known, it is not practicable at this time for HSBC to predict the resolution of this matter,
including the timing or any poessible impact on HE3BC, which could be sigmificant.

Singapore Interbank Qffered Rawe (SIBOR'), Singapore Swap Offer Rave {*SOR') and Austvalio Bank Bill Swap Rare
rrBB‘-gl;.rr!

In July 2016 and August 2016, HSEC and other panel banks were named as defendants in two putative class actions
filed in the Mew York District Court on behalf of persons who transacted in products related to the SIBOR, SOR and
BESW benchmark rates. The complaints allege, among other things, misconduet related to these benchmark rates in
violation of US antitrust, commodities and racketeering laws, and state law,

These matters are at an early stage. There are many factors that may affect the range of outcomes, and the resulting
financial impact, of these matters, which could be significant.
Foreign exchange rate imvestigations

WVarons regulators and competition and law enforcement anthonties around the world, induding i South Korea, ane
conducting investigations and reviews into trading by HSBC and others on the foreign exchange markets. The Bank and
other HSBC companies are cooperating with these investigations and reviews,

There are many factors that may affect the mnge of outcomes and the resulting financial impact of these investigations,
which could be significant.
Hiving practices investigation

The US Secunties and Exchange Commssion (the *5EC") is investigating multiple financial institutions, including
HSBC Holdings ple, in relahion to hinng prachices of candidates referred by or related to government officials or
employess of state-owned enterprises in Asia-Pacific. HSBC has received various requests for information and is
cooperating with the SEC's investigation.

Based on the facts curmently known, it is not practicable at this time for HSBC to predict the resolution of this matter,
including the timing or any pessible impact on HSBC, which could be significant,
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44 LUlimate holding company

The ulimate holding company of the Bank is HSBC Holdings ple, which is incorporated in England,

The largest group i which the accounts of the Bank are consohdated is that headed by HSBC Holdings ple. The
consolidated accounts of HSBC Holdings ple are available to the public on the HSBC Group’s web site at www habe.com
or may be obtained from 8 Canada Square, London E14 SHQ, United Kingdom.

45 Events after the balance sheet date

There have been no events affter the balance sheet date that would require disclosure in these financial statements.

46 Approval of financial statements

The financial statements were approved and authorised for issue by the Beard of Directors on 21 Febmeary 2017,
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)
26 28
28
28 15
28 15
28 15
26 28 20
28 27
28 29
28 10
10 26 28
11 26 28
12 26 28
13 28
14 28 11
15 28 11
16 28 14
17 28 14
18 28 14
19 28 23
20 19
28 31
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21 26 28 31
22 26 28 31
23 28
24 26 28
25 28 20
26 19

28 28
27 26 28 28
28 26 28 28
29 28
30 28
31 28 24
32 28 13
33 28 13
34 28 13
35 28 30
36 28 30
37 28 13 28 30
38 28 13 28 30
39 28 13 28 20
40 28 21
41 28 13 28 21
42 28 21
43 28 26
44 28 13 28 30
45 28 13 28 30
46 28 31
47 28 13 28 31
48 28 13 28 31
49 28
50 28
51 28 15
52 28 15
53 28 21
54 28 21
55 28 23
56 28 13 28 27
57 28 13 28 27
58 28 13 28 30
59 28 10
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60 28 10

61 28 13 28 10 14
62 28 10 18
63 28 10 18
64 28 10 20
65 28 10 21
66 28 13 28 10 28
67 28 13 28 10 28
68 28 11

69 28 11

70 28 13 28 11 11
71 28 11 16
72 28 11 17
73 28 11 17
74 28 11 24
75 28 13 28 11 28
76 28 13 28 11 28
77 28 13 28 11 29
78 28 11 30
79 28 12

80 28 13 28 12

81 28 12 14
82 28 12 19
83 28 12 19
84 28 12 19
85 29

86 28 13 29

87 28 13 29

88 29 23
89 29 26
90 29 31
91 29 31
92 28 13 29

93 29

94 29

95 28 13 29 10
96 28 13 29 10
97 28 13 29 10
98 29 13
99 28 13 29 27
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100 29 28
101 28 13 29 28
102 28 13 29 28
103 28 13 29 28
104 29

105 29

106 29

107 29

108 29

109 29 10
110 29 22
111 29 22
112 29 22
113 29 22
114 29 22
115 29 22
116 28 13 29 29
117 29

118 29 18
119 29 25
120 28 13 29 28
121 29

122 29 23
123 28 13 29 31
124 28 13 29 31

296/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

2017 11 28

2015 28 300,000,000
2017 19 2015 18 510,000,000
2017 12 19

2015 18 300,000,000
2017 26 2015 25 500,000,000
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2017 14 2015 13 310,000,000
2018 17
2015 16 300,000,000
2018 24
2015 23 300,000,000
2017 28 2015 29 410,000,000
2017 19
2015 17 342,000,000
2017 29 2015 28 310,000,000
2018 16 2015 10 15 200,000,000
2017 10 27 2015 10 26 310,000,000
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2018 14 2015 11 12 200,000,000
2017 11 28 2015 11 27 300,000,000
2017 12 18 2015 12 17 300,000,000
2018 29 2016 1 28 410,000,000
2018 23 2016 23 300,000,000
2017 29
2016 30 200,000,000
2017 29
2016 30 200,000,000
2017 29
2016 30 200,000,000
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2018 24 2016 4 22 300,000,000
2018 24 2016 23 410,000,000
2018 11 2016 407,000,000
2018 20
2016 19 300,000,000
2018 26
2016 25 150,000,000
2017 28 2016 28 1,400,000,000
2018 21 2016 20 300,000,000
2018 30
2016 29 200,000,000
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2017 29 2016 29 1,301,000,000
2018 18
2016 10 17 200,000,000
2018 26
2016 10 25 200,000,000
2018 10 26 2016 10 25 300,000,000
2018
2016 11 200,000,000
2018 11 28 2016 11 29 300,000,000
2018 14
2016 12 13 250,000,000
LINE
2018 12 21 2016 12 20 400,000,000
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2019 25 2017 24 500,000,000
2018 31 2017 30 1,890,000,000
2018 20
2017 17 300,000,000
2019 21 2017 20 510,000,000
2018 20
2017 22 1,090,000,000
2019 27 2017 24 510,000,000
2018 10 12 2017 11 300,000,000
2018 10 12 2017 11 300,000,000

302/361



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooodn
2018 10 12
2017 11 200,000,000
2019 26 2017 25 300,000,000
2018 11 16
2017 15 400,000,000
2019 24 2017 23 310,000,000
1
21
29
150,810,033 100
2
29 31
2,604,732,635 1,000
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29
377,544,607 1,000
19

29 10

406,105,015 100
) 29 29 10

10

29 11

37,964,400 100
) 29 29 11
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20

29 10

81,879,450 100

29

502,664,337 100

29 15

400,000,000 100
)

29 10

1,022,020,076 1,000

)
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10
29
1,263,377,660 100
() 29
11
(ThinkPark Tower)
29
614,527,405 1,000
12
29
198,208,086 100
13
29 14
1,206,286,115 1,000
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() 29 29 14
14
11
29 14
572,966,166 1,000
15
29
4,833,463,387 1,000
() 29 29
16
29 13
991,424,727 1,000
() 29 29 13
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17
29 11
2,000,000,000 100
()
18
1006
29 10
2,453,053,497 100
19
16
29 10
3,373,647,813 1,000
)
20
27
29
1,655,446,177 1,000
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21
29 14
14,168,853,820 100
) )
22
29 13
1,324,094,228 100
() 29 29 13
23
29 10
971,967,660 100
)
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24 29 SUBARU
20
29 13
769,175,873 100
25
29
1,670,805,320 1,000
)
26 LINE
29 12
219,071,000 100
) 29 29 12
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27
717
29 14
106,073,656 100
)
() HDR
28
29 15
288,410,000 100
29
29 14
3,822,562,601 100
) 29 29 14
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30
29 10
1,100,660, 365 100
() 29 29 10
29 31
EDINET
18 27 28 31
28 20
19 28 10 28 12 31
29
€)) 19
28 10 18
() 19 12
19 29
©) 19
29 13
28 20 29

24
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178 27 28 31
28 22
179 28 10 28 12 31
29 31
€)) 19
28 23
(b) 19 12
28
79 27 28 31
28 29
80 28 10 28 12 31
29
() 19
28 30
(b) 19

29
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29 27
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29 11
19
29 27
17 27 28 31
28 29
18 28 10 28 12 31
29 10
@) 19
28 29
(b) 19
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(b) 28 28 29
112 27 28 31
28 20
113 28 10 28 12 31
29
() 19
28 20
(b) 19
28 16
(©) 19
29 24
@ (b 28 16 28
(b) 28 20 29
20

117 28 28 12 31
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99 27 28 31
28 17
100 28 10 28 12 31
29
€)) 19
28 22
(b) 19
28 11
(©) 19
19 29 31
(d 19
12 29
(b) 28 11 28 11 22
120 27 28 31
28 29
121 28 10 28 12 31
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4) 6) 8) 9) 11) 15) 17) 20) 25) 32) 35) 37)
41) 42)
1) 3) 7) 10) 12) 16) 18) 21) 23) 29) 33) 34) 46)
S&P500
13) 40)
NY 30
14)
TOPIX
19) 22) 24) 26)
28) 30) 31) 38) 39) 45)
50
1)
2018 29
2015 29 5,810,000,000
S&P500
2)
2018 25
2015 24 2,000,000,000
S&P500
3)
2018 10 25
2015 10 28 1,002,000,000
S&P500
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4)
2018 11 19 2015 11 18 1,105,000,000
5)
2020 11 10 2015 11 20 470,000,000
6)
2020 12 2015 12 14 150,000,000
D)
2018 12 21
2015 12 21 2,500,000,000
S&P500
8)
2021 12 2016 1 25 176,000,000
9
2019 25 2016 1 28 1,345,000,000
10)
2019
2016 2,410,000,000
S&P500
11)
2019 12 2016 12 1,585,000,000
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12)
2021 19
2016 18 519,000,000
S&P500
13)
2021 29 2016 29 10,130,000, 000
NY 30
14)
2021 29 2016 29 1,587,000,000
TOPIX
15)
2018 30 2016 30 1,300,000,000
16)
2019 29
2016 28 1,965,000,000
S&P500
17)
2018 14 2016 16 4,957,000,000
65
18)
2021 29
2016 28 1,000,000,000
S&P500
19)
2021 29
2016 28 3,000,000,000
50
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OoooOdd
20)
2019 30 2016 29 2,510,000,000
21)
2021 10 28
2016 10 27 1,054,000, 000
S&P500
22)
2021 10 28
2016 10 27 3,974,000,000
50
23)
2019 10 28
2016 10 27 3,100,000,000
S&P500
24)
2021 11 12
2016 11 11 1,500,000, 000
50
25)
2018 16 2016 11 17 6,798,000,000
65
26)
2021 11 26
2016 11 28 1,000,000, 000
50
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OoooOdd
27)
2019 11 28
2016 11 28 700,000,000
50
28)
2021 12 10
2016 12 1,000,000,000
50
29)
2019 12 20
2016 12 21 2,530,000,000
S&P500
30)
2021 12 29
2016 12 28 6,100,000,000
50
31)
2019 12 27
2016 12 28 3,800,000, 000
50
32)
2019 28 2016 12 28 2,400,000,000
33)
2020
2017 5,405,000,000
S&P500
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34)
2018 14 2017 15 6,223,000,000
65
35)
2018 14 2017 15 12,627,000,000
65
36)
2018 21 2017 20 500,000,000
37)
2020 13 2017 10 2,260,000,000
38)
2020 13
2017 10 2,270,000,000
50
39)
2022 11
2017 10 5,832,000,000
50
40)
2022 18 2017 21 7,778,000,000
NY 30
41)
2020 27 2017 29 1,745,000,000
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42)
2020 30 2017 30 1,122,000,000
43)
2020 30
2017 30 2,313,000,000
50
44)
2022 30
2017 30 6,411,000,000
50
45)
2022 27
2017 26 5,538,000,000
50
46)
2020 28
2017 30 2,800,000,000
S&P500
1)
225
225
2) S&P500
S&P500
3) NY 30

NY
30
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4) TOPIX
5) 50
12 50
50
2012 2013 2014 2015 2016
10,395.18 16,291.31 17,935.64 20,868.03 19,494.53
8,295.63 10,486.99 13,910.16 16,795.96 14,952.02
2016 2016 2016 2016 2016 2016
10 11 12
16,810.22 | 16,919.92 | 17,081.98 | 17,446.41 | 18,381.22 | 19,494.53
15,106.98 | 16,083.11 | 16,405.01 | 16,598.67 | 16,251.54 | 18,274.99
S&P500
2012 2013 2014 2015 2016
1,465.77 1,848.36 2,090.57 2,130.82 2,271.72
1,277.06 1,457.15 1,741.89 1,867.61 1,829.08
2016 2016 2016 2016 2016 2016
10 11 12
2,175.03 | 2,190.15 | 2,186.48 | 2,163.66 | 2,213.35 | 2,271.72
2,088.55 | 2,157.03 | 2,125.77 | 2,126.15 | 2,085.18 | 2,191.08
NY 30
2012 2013 2014 2015 2016
13,610.15 16,576.66 18,053.71 18,312.39 19,974.62
12,101.46 13,328.85 15,372.80 15,666.44 15,660.18
2016 2016 2016 2016 2016 2016
10 11 12
18,595.03 | 18,636.05 | 18,538.12 | 18,329.04 | 19,152.14 | 19,974.62
17,840.62 | 18,313.77 | 18,034.77 | 18,086.40 | 17,888.28 | 19,170.42
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TOPIX
2012 2013 2014 2015 2016
872.42 1,302.29 1,447.58 1,691.29 1,552.36
695.51 871.88 1,132.76 1,357.98 1,196.28
2016 2016 2016 2016 2016 2016
10 11 12
1,339.39 1,329.54 1,352.67 1,393.02 1,469.58 1,552.36
1,209.88 1,271.98 1,301.11 1,330.72 1,301.16 1,466.96
50
2012 2013 2014 2015 2016
2,659.95 3,111.37 3,314.80 3,828.78 3,290.52
2,068.66 2,511.83 2,874.65 3,007.91 2,680.35
2016 2016 2016 2016 2016 2016
10 11 12
3,016.82 3,049.03 3,091.66 3,093.86 3,056.29 3,290.52
2,742.66 2,906.98 2,935.25 2,975.04 2,954.53 3,015.13
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65 143

2016 12 31

HKICPA
HKFRS 2016 12 31

HKICPA HKSA

HKICPA
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DPA
HSBC
HBUS 2012 "
DoJ DPA
FCA DoJ FCA
DPA DPA
DoJ DPA 2016 1
DPA
HBUS
HBUS
DPA
HBUS DPA DPA
2016
21
42
43 141
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c) BoCom
2016 12 31 BoCom
19.03
BoCom
2016 12 31
79.2
122.8
HKFRS
BoCom
2016 12 31 BoCon
124.8
BoCom
BoCom
BoCom
2016
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d) PVIF
2016 12 31 44,077 PVIF
PVIF 332,057
PVIF
PVIF
2016
44-49
83
16 110
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Opinion

What we have audited

The consolidated financial statements of The Hongkong and Shanghai Banking Corporation Limited (‘the Bank’) and its
subsidiaries (together, ‘the group’) set out on pages 65 to 143, which comprise the:

e consolidated balance sheet as at 31 December 2016;

e consolidated income statement for the year then ended;

e consolidated statement of comprehensive income for the year then ended;
e consolidated statement of changes in equity for the year then ended;

e consolidated statement of cash flows for the year then ended; and

e notesto the consolidated financial statements, which include a summary of significant accounting policies.

Our opinion

In our opinion, the consolidated financia statements give a true and fair view of the consolidated financial position of the
group as at 31 December 2016, and of its consolidated financial performance and consolidated cash flows for the year then
ended in accordance with Hong Kong Financial Reporting Standards (‘HKFRSS) issued by the Hong Kong Institute of
Certified Public Accountants (‘HKICPA’) and have been properly prepared in compliance with the Hong Kong Companies
Ordinance.

Basis for Opinion

We conducted our audit in accordance with Hong Kong Standards on Auditing (‘HKSAS)) issued by the HKICPA. Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the Audit of the
Consolidated Financial Statements section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Independence

We are independent of the group in accordance with the HKICPA’s Code of Ethics for Professional Accountants (‘the
Code'), and we have fulfilled our other ethical responsibilities in accordance with the Code.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the
consolidated financial statements for the current period. These matters were addressed in the context of our audit of the
consolidated financial statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion
on these matters.

Key audit mattersidentified in our audit are summarised as follows:

e |T access management

e Impact of the Deferred Prosecution Agreement (‘DPA’)

e Investment in associate - Bank of Communications Co., Limited (‘BoCom’)

e The present value of in-force long-term insurance business (‘PVIF') and liabilities under non-linked life insurance
contracts

e Impairment of loans and advances to customers
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a |T access management

Nature of the key audit matter

All banks are highly dependent on technology due to the
significant number of transactions that are processed
daily. The audit approach relies extensively on
automated controls and therefore procedures are
designed to test access and control over IT systems.

It was identified that the group’s controls over
individuals access rights to operating systems,
applications, and data used in the financial reporting
process required improvement. Access rights are
important as they ensure that changes to applications
and data are authorised and made in an appropriate
manner. Ensuring staff only have appropriate access,
and that the access is monitored, are key controls to
mitigate the potential for fraud or error as a result of a
change to an application or underlying data.

A number of enhancements to the control environment
were made by management during the year but some
controls were not fully remediated and we have assessed
the risk of material misstatement arising from access to
technology as significant for the audit.

Matters discussed with the Audit Committee

The original approach discussed with the Audit
Committee was based on the control enhancements
proposed by management, and involved the testing of
new and improved control processes. This was
supplemented with other control and substantive
procedures required for the periods of the year when the
changes would not yet have been effective. As the
timing of the enhancements to controls changed during
the year, we reflected this in the nature and extent of
testing and our final approach was discussed with the
Audit Committee.

In the Audit Committee meetings, there was a
discussion on the status of the control remediation
programme, work performed by management and
results of testing performed.

How our audit addressed the Key Audit Matter

Access rights were tested over the various aspects of
technology relied upon for financia reporting.
Specificaly, the audit tested that:

e New access requests to applications, operating
systems and databases were properly reviewed and
authorised;

e Application, operating systems and database user
access rights were removed on atimely basis when
an individual left the group or moved role;

e Access rightsto applications, operating systems
and databases were periodically monitored for
appropriateness; and

e Highly privileged access to applications,
operating systems and databases was monitored.

Other areas that were independently assessed included
password policies, security configurations, controls
over changes to applications and databases and that
business users, developers and production support
personnel did not have access to change applications,
the operating systems or databases in the production
environment.

As a consegquence of deficiencies identified in the
controls arange of other procedures were performed:

e Where inappropriate access was identified, we
have understood the nature of the access and obtained
additional evidence of the appropriateness of the
activities performed;

e Additional substantive testing was performed on
specific year-end reconciliations (custodian, bank
account and suspense account reconciliations) and
confirmations with external counterparties; and

e Testing was performed on other compensating
controls such as business performance reviews.

A significant amount of the group’s technology
processes and controls were undertaken in shared
service centres located outside of Hong Kong. Our
audit testing of access rights controls was aso
performed in the shared service centre locations.

Relevant references in the Annual Report and Accounts 2016
e Risk Report, Operational Risk, page 41
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b Impact of the Deferred Prosecution Agreement (‘DPA’)

Nature of the key audit matter

HSBC Holdings plc and HSBC Bank USA NA (‘HBUS
') entered into a DPA with the US Department of
Justice (‘DoJ), the Federa Reserve Board and the
United Kingdom’s Financia Conduct Authority (‘FCA
') in 2012 regarding non-compliance with the US Bank
Secrecy Act, anti-money laundering rules, and sanctions
laws. The duration of the DPA isfive years.

If the DOJ was to conclude that a breach of the DPA
had occurred, there are a number of potential penalties
that could be imposed that could have a materia
adverse effect on HSBC Holdings plc and its
subsidiaries business. This could include loss of
business and withdrawal of funding, restrictions on US
dollar clearing functions through HBUS or revocation
of bank licences.

As a subsidiary of HSBC Holdings plc, the loss of the
ability to clear US dollars through HBUS could have a
significant adverse impact on the going concern status
of the Bank in the future.

Matters discussed with the Audit Committee

In considering going concern as the basis of preparation
of the consolidated financial statements, a discussion
was held with the Audit Committee about our
assessment of the risk of HSBC Holdings plc and HBUS
not meeting the requirements of the DPA and the
impact on the going concern assumption of the Bank.

At the Audit Committee meeting held prior to approving
the group’s Annua Report and Accounts, a summary of
our testing procedures and findings was discussed.

How our audit addressed the Key Audit Matter

The likelihood of the DPA being breached and a
restriction to US dollar clearing imposed was assessed
through:

e Inquiry with the Monitor, whose role is explained
on page 42, to understand the status of hiswork, his
assessment of management’ s progress against the
requirements of the DPA and his reporting to the DoJ
and FCA.

e Reading the 2016 Monitor report and the eleven
country reports issued during the year.

e Reading a sample of the detailed reports produced
by the compliance function that undertook testing of
controls and processes related to the DPA, and an
assessment of their findings.

Each HSBC Holdings plc Risk Committee meeting
was attended during the year. At each meeting the
status of the Global Standards Programme, which aims
to address the DPA recommendations, was discussed.
The related discussion was observed.

Minutes of the HSBC Holdings plc Financial System
Vulnerabilities Committee meetings, at which the
findings of the Monitor were discussed, were
inspected.

Compliance with the DPA was discussed with Group
Legal.

Relevant references in the Annual Report and Accounts 2016

e Risk Report, Top and emerging risks, page 21
e Risk Report, Financia Crime Risk, page 42

e Note43: Legal proceedings and regulatory matters, page 141
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¢ Investment in associate - Bank of Communications Company, Limited (‘BoCom’)

Nature of the key audit matter

The Bank holds 19.03% of the listed equity of BoCom
at 31 December 2016. This investment is accounted for
as an associate using the equity method, because of the
significant influence that comes from the shareholding.

The market value of BoCom has remained below the
carrying value for a prolonged period. At 31 December
2016, the market value of the investment based on the
share price was HK$79.2bn compared with the carrying
value of HK$122.8bn.

This is considered an indicator of potential impairment
under HKFRSs. An impairment test was performed by
the Bank using a value in use mode to estimate the
investment’'s value assuming it continues to be held in
perpetuity rather than sold. The estimated value in use at
31 December 2016 was HK$124.8bn and on this basis
no impairment was recorded. The share of BoCom's
profits has been recognised in the consolidated income
statement.

The value in use model determines the present value of
the Bank’s share of BoCom’s future cash flows. The
model is dependent on many assumptions, both short-
term and long-term in nature. These assumptions are
derived from a combination of management estimates,
analysts forecasts and market data and are highly
judgemental.

Matters discussed with the Audit Committee

Discussions with the Audit Committee were focused on:
e The continued appropriateness of the value in
use model given the period of time that the
carrying value has been in excess of market
value;
e Thekey assumptions used in the model with a
particular focus on the assumptions with the
highest level of uncertainty including the long-
term profit growth rate and the long-term loan
impairment charge;
e The reasonably possible aternative
assumptions that were considered to identify
those assumptions to which the value in use was
most sensitive and to demonstrate the impact on
the value in use of amovement in those
assumptions; and
e Theoveral justifications for the divergence
between the value in use and market value.

During these discussions, management confirmed their

view that the model, assumptions and cash flow
forecasts remained appropriate.

How our audit addressed the Key Audit Matter

Controls in place over the value in use model were
tested, including senior management review controls
over theinputs, assumptions and output of the model.

With the assistance of our vauation experts, the
appropriateness of the model was reviewed and
challenged and the discount rate used within the model
was independently recal culated.

Inputs used in the determination of assumptions within
the model were challenged and corroborating
information was obtained with reference to external
market information, third party sources, including
analyst reports, and historical publically available
BoCom information.

The year-end meeting between the Bank and senior
BoCom executive management, held specifically to
identify facts or circumstances impacting management
assumptions, was observed.

The mathematical accuracy of the model was tested.

Disclosures made in the Annual Report and Accounts
in relation to BoCom were reviewed.
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Relevant references in the Annual Report and Accounts 2016

e Financial Review, page 14
e Note 1: Basis of preparation and significant accounting policies, page 75
e Note 15: Interestsin associates and joint ventures, page 106
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d The present vaue of in-force long-term insurance business (‘ PVIF") and liabilities under non-linked life insurance

contracts

Nature of the key audit matter

The group has recorded an asset for PVIF of HK$44,077
million and liabilities under non-linked life insurance
contracts of HK$332,057 million as at 31 December
2016.

The determination of these balances requires the use of
appropriate actuarial methodologies and aso highly
judgemental assumptions. Such assumptions include the
long term economic returns of insurance contracts issued,
assumptions over policyholder behaviour such as
longevity, mortality and persistency, and management
assumptions over the future costs of obtaining and
maintaining the group’s insurance business.

Small movements in these assumptions can have a
material impact on the PVIF asset and the ligbilities under
non-linked life insurance contracts.

Matters discussed with the Audit Committee

We discussed with the Audit Committee the results of
our testing procedures over key assumptions used in the
valuation of the PVIF asset and the liabilities under non-
linked life insurance contracts including testing of
changes made during the reporting period to the models
and to the basis of the calculation of the risk free discount
rate.

How our audit addressed the Key Audit Matter

The controls that management had established over the
vauation of the PVIF asset and the liabilities under
non-linked life insurance contracts were tested. These
included controls over policy data reconciliations from
the policyholder administration system to the actuarial
valuation system, controls over assumption setting,
controls over the review and determination of
valuation methodology, system access and user
acceptance testing controls over the actuarial models
used, and controls over the production and approval of
the actuarial resullts.

The appropriateness of the models, methodol ogies and
assumptions used (including assumptions over the long
term economic returns of insurance contracts issued,
assumptions over policyholder behaviour such as
longevity, mortality and persistency, and assumptions
relating to future costs of obtaining and maintaining
the insurance business) were reviewed with the
assistance of our actuarial experts.

Management’s key judgements and assumptions were
evaluated and challenged with the assistance of our
actuarial experts. Our chalenge and evaluation
included whether these judgements were supported by
relevant experience, market information and formed a
reasonable basis for setting the assumptions.

Relevant references in the Annual Report and Accounts 2016

e Risk Report, Risks of insurance manufacturing operations , page 44-49
e Note 1: Basis of preparation and significant accounting policies, page 83

e Note 16: Goodwill and intangible assets, page 110
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e Impairment of loans and advances to customers

Nature of the key audit matter

Impairment allowances represent management’s best
estimate of the losses incurred within the loan
portfolios as at the balance sheet date. They are
calculated on a collective basis for portfolios of loans
of a similar nature and on an individual basis for
significant loans. The calculation of both collective
and individual impairment allowances is inherently
judgemental for any bank.

The group’s collective impairment alowances are
calculated using models which approximate the impact
of current economic and credit conditions on large
portfolios of loans. The inputs to these models are
based on historical loss experience with judgement
applied to determine the assumptions used to calculate
impairment. Model overlays are applied where data
driven parameters or calculations are not considered
representative of current risks or conditions of the loan
portfolios.

For specific impairment allowances, judgement is
required to determine when an impairment event has
occurred and then to estimate the expected future cash
flows related to that loan to determine the impairment.

The audit was focused on impairment due to the
materiality of the loan balances and associated
impairment allowances and the subjective nature of the
impairment calculations.

Matters discussed with the Audit Committee

We discussed with the Audit Committee details of our
testing procedures and our findings over individual and
collective impairment allowances.

We also discussed with the Audit Committee changes
to risk factors relevant to the collective allowance
models as well as judgements made on individually
significant loan impairments.

How our audit addressed the Key Audit Matter

The controls management has established to support
their collective and individual impairment calculations
were tested.

For collective impairment, controls over the
completeness and accuracy of the data input to the
models were tested. The appropriateness of the models
used to determine the impairment alowance was
independently assessed and management’'s review of
key assumptions within the models were tested.

The appropriateness of the collective modelling
methodology was independently assessed and model
calculations were tested through re-performance.

The appropriateness of management’s judgements was
also independently assessed with respect to calculation
methodology and segmentation, economic factors and
other judgemental overlays, the period of historical loss
rates used, loss emergence periods and the valuation of
recovery assets.

For impairment alowances on individua loans, the
controls over credit file review processes, approval of
externa collateral valuation vendors, and controls over
the approval and recording of significant individua
impairments were tested.

For impairment alowances on individua loans, the
appropriateness of provisioning methodologies and
policies was independently assessed for a sample of
loans. An independent view was formed on the level of
alowances booked based on review of the detailed loan,
security and counterparty information in the credit files,
including management’'s evidence to determine when
the impairment event occurred and, where available,
independently obtained market information.
Calculations for a sample of discounted cash flows were
re-performed.

Relevant references in the Annual Report and Accounts 2016

Risk report, Credit Risk, page 23-32

Note 1: Basis of preparation and significant accounting policies, page 77
Note 2: Operating profit-L.oan impairment charges and other credit risk provisions, page 88
Note 11: Impairment allowances against |oans and advances to customers, page 101
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Other Information

The directors are responsible for the other information. The other information comprises the information included in the
Financia Highlights, Report of Directors, Financial Review, Risk Report, Capital and Statement of Directors
Responsihilities sections of the Annual Report and Accounts 2016, but does not include the consolidated financial
statements and our auditor's report thereon, which we obtained prior to the date of this auditor's report, and the
Supplementary Notes on the Financial Statements 2016 and the list of the directors of the Bank’s subsidiary undertakings
(consolidated in the financial statements) during the period from 1 January 2016 to 21 February 2017, which are expected
to be made available to us after that date.

Our opinion on the consolidated financial statements does not cover the other information and we do not and will not
express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other information
identified above and, in doing so, consider whether the other information is materially inconsistent with the consolidated
financial statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated.

If, based on the work we have performed on the other information that we obtained prior to the date of this auditor’s report,
we conclude that there is a material misstatement of this other information, we are required to report that fact. We have
nothing to report in this regard.

When we read the Supplementary Notes on the Financial Statements 2016 and the list of the directors of the Bank’s
subsidiary undertakings (consolidated in the financial statements) during the period from 1 January 2016 to 21 February
2017, if we conclude that there is a material misstatement therein, we are required to communicate the matter to the Audit
Committee and take appropriate action considering our legal rights and obligations.

Responsibilities of Directors and the Audit Committee for the Consolidated Financial Statements

The directors are responsible for the preparation of the consolidated financial statements that give a true and fair view in
accordance with HKFRSs issued by the HKICPA and the Hong Kong Companies Ordinance, and for such internal control
as the directors determine is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the directors are responsible for assessing the group's ability to continue
as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of
accounting unless the directors either intend to liquidate the group or to cease operations, or have no redlistic aternative but
to do so.

The Audit Committeeis responsible for overseeing the group's financial reporting process.

Auditor's Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free
from material misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion. We
report our opinion solely to you, as a body, in accordance with section 405 of the Hong Kong Companies Ordinance and
for no other purpose. We do not assume responsibility towards or accept liability to any other person for the contents of
this report.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with HKSAs
will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered
materia if, individually or in the aggregate, they could reasonably be expected to influence the economic decisions of users
taken on the basis of these consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise professional judgement and maintain professional scepticism
throughout the audit. We also:

e |dentify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. Therisk of not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations,
or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the group's internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related
disclosures made by the directors.
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e Conclude on the appropriateness of the directors' use of the going concern basis of accounting and, based on the audit

evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on
the group's ability to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor's report to the related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's
report. However, future events or conditions may cause the group to cease to continue as a going concern.

e Evauate the overall presentation, structure and content of the consolidated financia statements, including the
disclosures, and whether the consolidated financia statements represent the underlying transactions and events in a manner
that achieves fair presentation.

e Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities
within the group to express an opinion on the consolidated financial statements. We are responsible for the direction,
supervision and performance of the group audit. We remain solely responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies ininternal control that we identify during our audit.

We also provide the Audit Committee with a statement that we have complied with relevant ethical requirements regarding
independence and communicate with them all relationships and other matters that may reasonably be thought to bear on our
independence, and where applicable, related safeguards.

From the matters communicated with the Audit Committee, we determine those matters that were of most significance in
the audit of the consolidated financial statements for the current period and are therefore the key audit matters. We describe
these matters in our auditor's report unless law or regulation precludes public disclosure about the matter or when, in
extremely rare circumstances, we determine that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in thisindependent auditor's report is Mr. Mervyn Robert John Jacob.

PricewaterhouseCoopers
Certified Public Accountants

Hong Kong, 21 February 2017
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