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2017 2016 2015 2014 2013
186,443 168,152 183,514 173,389 202,596
115,619 102,707 117,279 111,189 144,756
88,530 78,646 89,533 86,428 119,009
696,480 628,006 584,201 557,835 480,809
752,986 679,136 635,886 608,346 522,224
522,244 491,302 468,863 425,037 378,110
5,138,272 4,900,004 4,640,076 4,479,992 4,253,698
7,943,346 7,548,952 6,953,683 6,876,746 6,439,355
13.7 13.0 15.9 16.9 25.9
1.2 1.1 1.4 1.4 2.1
43.5 44.5 42.0 42.1 33.9
1.88 1.75 1.78 1.91 1.94
64.8 57.8 59.5 62.8 61.6
- Tier 15.9 16.0 15.6 14.4 14.1
- Tier 17.0 17.2 16.6 14.4 14.1
- 18.9 19.0 18.6 15.7 15.2

1865
HSBC
HSBC
HSBC
RBWM
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2017 12 31 190,250

22/332

E14 5HQ

oOoOooodn



(

)

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

oOoOooodn

2017 12 31
2017 12 31
/
62.14 9,658
100 15,400
100 115
100 811
1
100 34,800
1
100 1,530
100 4,178
1
2017 12 31 126

2017 12 31
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2017 12 31
50,789 31,237 19,147 1,868 7,196 110,237
20,695 10,443 9,936 1,916 160 43,150
2,056 2,976 16,161 963 1,054 23,210
15,903 (416) 19 - (126) 15,380
149 64 1 - 1,894 2,108
36 1 - - 195 232
53,275 2,933 - - @2 56,176
1,488 336 189 51 2,676 4,740
144,391 47,574 45,453 4,798 13,017 255,233
(65,941) (2,849) - - - (68,790)
78,450 44,725 45,453 4,798 13,017 186,443
(1,907) 2,157) 51) [63) 80 (4,437)
76,543 42,568 45,002 4,796 13,097 182,006
(34,807) (16,115) (20,653) (2,679) (6,813) (81,067)
41,736 26,453 24,349 2,117 6,284 100,939
86 - - - 14,59 14,680
41,822 26,453 24,349 2,117 20,878 115,619

2017 12 31
1,049,006 1,143,241 1,004,350 115,064 17,319 3,328,980
2,701,399 1,311,873 905,991 187,825 31,184 5,138,272

1

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
3,501 (276) 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

2016 12 31
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
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2016 3,848 10 2017
854
11,810 2017
876
6,776
4,204 2017
1,117 20
CMB GB&M
CmB CMB
GB&M CMB
6,264 IT

232

26/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

27/332



(

(

)

)

HSBC

EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

HSBC

HSBC

28/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

HKMA
HKMA
2010 12
2015 Tier CET
4.5
2014 2015
2.5
CCB
CCyB D-SIB
3.5 HLA 2016 2019
2017
1.25 2018 1.875 2018 10 HKMA 2019 2.5
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2.5 2016
0.625 2019 2017 12 29 HKMA
2014 11 FSB
G-SIB TLAC 2015 11
2019
16 2022 18
2019 2022
6.75
Tier
2011 2013
2017 2017
2018
2017 2016
12 31 12 31
6.3 6.3
Tier 468,021 444,872
7,477,306 7,018,046
2017 12 31 2016 12 31
www . hsbc . com_hk
Regulatory Disclosures 2017 Banking

Disclosure Statement 2017

2017 12 31
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C(C ) HKMA
www . hsbc.com. hk
Regulatory Disclosures 2017
2017 12 31
27,703 2016 12 31 25,931
2017 12 31
2016 12 31
2017 2016
12 31 12 31
Tier  CET 15.9 16.0
Tier 17.0 17.2
18.9 19.0
2017 2016
12 31 12 31
2,205,845 2,027,690
134,793 171,150
115,081 90,454
302,890 299,295
2,758,609 2,588,589
2017 2016
12 31 12 31
404,771 365,094
927,472 832,810
951,294 899,276
29,983 27,262
445,089 464,147
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nln]=[sls]=]=
2,758,609 2,588,589
2017 2016
12 31 12 31
610,307 551,776
696,480 628,006
(1,454) (1,454)
(14,737) (14,737)
(69,982) (60,039)
24,416 22,676
56,506 51,130
(8,590) (6,442)
(23,500) (22,012)
(196,030) (160, 144)
(1,485) (2,020)
(15,347) (14,029)
(2,237) (1,566)
135 222
(183) (1,195)
@9 (62)
(86,046) (57,395)
(63,085) (58,168)
(27,703) (25,931)
438,693 414,308
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Tier ( AT )
AT 39,203 47,897
14,737 14,737
19,367 25,228
AT 5,099 7,932
AT (9,875) (17,333)
(9,875) (17,333)
AT 29,328 30,564
Tier 468,021 444,872
Tier

Tier 67,874 67,536
1,563 1,551
3,126 3,102
18,418 21,472
1 29,043 26,830
Tier 15,724 14,581
Tier (13,651) (21,106)
(13,651) (21,106)
Tier 54,223 46,430
522,244 491,302

1 HKMA

CET AT Tier
www . hsbc . com.hk Regulatory Disclosures
2017
2017 12 31

CET 15.2 2016 14.7
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2017 12 31 2016 12 31
438,693 414,308
(19,750) (34,666)
418,943 379,642
29,328 30,564
(19,367) (25,228)
6,406 10,799
(3,469) (6,534)
9,875 17,333
16,367 16,135
54,223 46,430
(5.287) (6,115)
(1,563) (1,551)
(3,126) (3,102)
(598) (1,462)
9,875 17,333
58,811 57,648
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2017

208,073

25,714
267,174
389,133
300,243

18,656
330,890
433,005

oOoOooodn

2016

213,783

21,401
242,194
299,719
479,807

17,853
271,567
463,211



12 31

)

EL
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ooooooo
3,328,980 2,834,114
1,711,598 1,826,640
227,729 242,773
93,610 84,162
57,353 64,017
2,779,845 2,655,816
10,172,003 9,717,057
2017
CRR
12 1
BBB A- CRR 0 - 0.169 EL EL 0 - 0.999
CRR
BBB- BB BBB+ BBB- CRR 0.170 - 0.740 EL 1.000 - 4.999
BB- B BB+ B CRR 0.741 - 4.914 EL EL 5.000 - 19.999
CRR
B- c B- c CRR 4.915 - 99.999 EL EL 20.000 - 99.999
CRR
CRR 100 EL  EL10 100+
CRR10 3
EL10 EL EL 90
()
PD) LGD
100 100
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2017 12 31
24,420 219 1,075 - - - - 25,714
324,060 27,258 37,216 599 389,133
253,480 38,202 7,855 706 300,243
17,032 855 767 2 18,656
249,043 50,103 31,744 - - - - 330,890
401,097 28,366 3,433 109 - - - 433,005
1,772,405 805,145 696,882 20,136 29,878 17,579 (13,045) 3,328,980
992,682 101,938 56,398 641 18,930 4,686 (2,106) 1,173,169
666,138 649,775 604,638 19,139 8,742 12,695 (10,728) 1,950,399
113,585 53,432 35,846 356 2,206 198 (211) 205,412
1,628,709 40,980 41,909 - - - - 1,711,598
40,817 19,582 31,945 593 486 187 - 93,610
4,711,063 1,010,710 852,826 22,145 30,364 17,766 (13,045) 6,631,829
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
1
90
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30 60 90
29 59 89 180 180
2017 12 31
! 24,976 3,572 1,326 4 - 29,878
15,272 2,704 954 - - 18,930
7,498 868 372 4 - 8,742
2,206 - - - - 2,206
98 35 54 59 240 486
25,074 3,607 1,380 63 240 30,364
30 60 90
29 59 89 180 180
2016 12 31
! 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
1
)
1.2(d)
2017 12 31
11
CRR CRR10
90
- EL EL10
- EL EL 90
)
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Ooooood
2017 2016
905,997 807,534
LTV 100  (A) 420 320
A 378 206
44 15
12 31 906,461 807,869
2,223 1,913
LTV 70 1,635 1,410
LV 71 9 498 372
LTV 91 100 %0 131
LTV 100  (B) 80 51
B 69 42
1 1
2,304 1,965
12 31 908,765 809,834

LTV
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A

CRR/EL

®
B
CRR/EL 10

©

12 31

CRR/EL

CRR/EL

Q)]
A
CRR/EL 10

10
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Ooooood
2017 2016
392,706 318,874
143,315 98,601
236,710 211,694
12,681 8,579
7,616 4,283

3 3

3 2

- 1

- 1

128 168

10 25

72 101

46 42

33 46

392,837 319,045
2017 2016

1,492 3,258

331 3,139

68 24

1,003 95

97, 25

12,774 15,033
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7,236 6,581
2,858 3,472
®) 2,680 4,980
B 1,625 2,081
12 31 14,266 18,291

CRR 10

2017 12 31 CRR/EL
2016

ISDA
0TC

1SDA
CSA CSA

CSA
33
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HSBC
GMB

ALCM

HSBC
ALCO

TALCO
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LCR
NSFR

12

1LAA
LCR

1LAA

LCR 30
HQLA
HQLA

2017 12 31
LCR

NSFR
NSFR LCR

2017 12 31
NSFR
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LCR NSFR
2017 12 31
LCR
1SDA CSA
BLR 2014  HKMA 2015
11( ) LCR
2017 80 LCR 2019 10 100
LCR
2017 2017 2017 2017 2016 2016 2016 2016
12 31 30 30 31 12 31 30 30 30
LCR 153.6 158.0 162.1 170.9 184.9 189.6 193.6 186.6
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OoOoOoOoOodno
2017 LCR
2016 12 31 184.9 31.3 2017 12 31
153.6
LCR HQLA
HQLA

2017 2017 2017 2017 2016 2016 2016 2016

12 31 30 30 31 12 31 30 30 31
1,405,999 1,387,825 1,374,550 1,497,076 1,580,397 1,533,814 1,512,512 1,510,252
2A 65,248 67,923 60,895 60,761 59,571 64,572 64,381 55,134
2B 20,071 18,961 15,064 11,147 10,954 12,250 10,136 7,266
1,491,318 1,474,709 1,450,509 1,568,984 1,650,922 1,610,636 1,587,029 1,572,652

Regulatory Disclosures

Disclosure Statement 2017

2017

2017

www . hsbc.com.hk
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VaR 99
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VaR
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VaR
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VaR
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VaR
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VaR
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2017
2017
2017
VaR 2017 12 31
VaR 2016 12 31
VaR VaR
VaR
1
VaR 99
2
2017 12 31
48 128 19 69 (123) 141
48 118 13 28 111
84 202 25 73 189
2016 12 31
27 95 14 17 (56) 97
52 108 13 23 110
78 161 26 54 181
1
2
VaR VaR
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BSM
RWA
HKFRS
10
2017 12 31
181,740 218,262
2016 12 31
170,111 189,993
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HSBC

HSBC ORMF

10,000
10,000

2017

HSBC HSBC

IT
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RC

HSBC

2017

2018

HSBC

2017 HSBC
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2012 DoJ FCA
DPA
AML
2013 2012 FRB
2017 12 11 DoJ DPA DPA DoJ
DPA
2017 12 12 FRB
HSBC
HSBC
AML
HSBC
HSBC HSBC
AML
HSBC
HSBC

HSBC
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1 2 3
2017 12 31
66,497 53,408 2,278 122,183
1,336 1 2 1,339
274,909 - 26,034 300,943
49,268 - 695 49,963
23,599 1,398 3,671 28,668
415,609 54,807 32,680 503,096
15,974 155 - 16,129
PVIF - - 44,621 44,621
8.279 4 4,026 12,309
439,862 54,966 81,327 576,155
30,364 7,905 - 38,269
391,348 46,669 - 438,017
409 - 7.668 8,077
- - 12,330 12,330
422,121 54,574 19,998 496,693
- - 79,462 79,462
422,121 54,574 99,460 576,155
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 1,091 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
HKMA
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10
PVIF

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

oooooDod
2017 12 31 2016 12 31
97 (4,525) (56) (4,137)
(651) 4,976 371) 4,575
1,534 1,643 1,345 1,347
(1,560) (1,669) (1,354) @,357)
10 177 177 143 143
10 amn Qam (143) (143)
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Q)
)
100 2016 100
2017 12 31
29
15 15
2017 12 31
37,445 133,236 268,173 291,343 730,197
4,523 20,357 32,084 48,606 105,570
41,968 153,593 300,257 339,949 835,767
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
HSBC
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PVIF
PVIF
PVIF
PVIF
PVIF
12 31 PVIF
PVIF
2017 2016
100 166 67
100 1,513 379
PVIF
2017 2016
10 454) (454) (464) (464)
10 459 459 467 467
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2017 2016
110,237 96,908
5,850,010 5,527,461
1.80 1.67
0.08 0.08
1.88 1.75
NI 2016 13,329 14 2016

2016 323

2016 13

14

12
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ooooogd
2016
2017 2016
12,580 11,543
2,800 2,044
an (1,126)
15,486 3,315
56,176 55,912
PVIF 305 7,306
475 771
87,811 79,765
(68,790) (64,586)
19,021 15,179
3,842 25 2017
PVIF PVIF
PVIF
2017 12 31
495 17 3,342

314 18
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ooooooo
2016
12 0.68 2017 0.53
2017 0.14 2016 0.20
2017 12 31
BoCom
15
BoCom 2018
BoCom
238 5,138 2017 12 31
2016 12 31 57.8 64.8
68 2017 12 31 696

30
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2017

12 31
2016 12 31

12 31
2016 12 31

12 31
2016 12 31
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59,865
56,936
16
116,336
111,640
158,511
171,230
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)
2018 31
) ) )
46,440,991,798
0
2,478,000, 000
200,000,000
2018 31
)
46,440,991,798
0
2,478,000,000
200,000,000
49,118,991,798
2017 12 31
46,440,991,798 116,102,479,495
32

2,478,000,000

200,000,000 2,678,000,000
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oOoOooodn
2017 775
6,022
2013
3,745 29,235
4,520
35,257
()
)
(D) a)
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
2017 7 24 697,500,000 46,440,991,798 1,743,750,000.00 | 116,102,479,495.00
2.50
) )

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

2013

2016 22

Tier 1,250 9,687.5

)

)
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2013 28
b (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
C
2013 21
J (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 0 5,953,000,000.00
2017 28 (775,000,000) 2,478,000,000 0 5,953,000,000.00
2017 31 0 2,478,000,000 5,953,000,000.00
2013
2014 26
Tier 1,385 10,733.75
2017 28
D) )
2013 20
(1,045,000,000) 1,085,000,000 (1,045,000,000.00)| 1,085,000,000.00
a
2014 26 (685,000,000) 400,000,000 0 1,445,000,000.00
2016 22 (200,000,000) 200,000,000 0 1,245,000,000.00
2017 31 0 200,000,000 1,245,000,000.00
2013
2014 26
Tier 1,385 10,733.75
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2016 22
Tier 1,250 9,687.5
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2013
2014
cIp
cIp
200, 000,000 1,245,000, 000 NCIP 3,253,000, 000
5,953,000, 000 2017 31
2013
(@ 2013 3 20 1.00 CIP  1,045,000,000
(b) 2013 3 28 1.00 NCIP 900,000,000
(c) 2013 4 26 1.00 NCIP 900,000,000
(d) 2013 6 21 1.00 NCIP 900,000,000
)
)
2018 31
(@)
46,440,991,798 94_55
«C )
E14 5HQ 2,478,000,000 5.04
«C )
200,000,000 0.41
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HSBC

41

oOoOooodn

49

2018

2018

16

21

HSBC
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2004 10

61
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12
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66

2005

69

2012 11 26
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2017 14
54

1997 11 25
66

2017 10

2010
63 HKMA
2005 2007
HKMA
1993 2005

HKMA
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22

53

1992

26
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2017 11 14
-NUS
61
PwC
26
PwC PwC
PwC
PwC
2014 12

61
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69
2000 HSBC
1996
1992

2003
65

2012

63
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2013

64

2013 10

)
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11

13
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2017
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2018
2018

2018
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)

HKMA

CG-5

2017 12 31
PwC
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HSBC

HKMA

PwC 2018
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2017 12 31
38
59 131
2018 20
193
b.
2018 UFJ

13.93

101/332



EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooooo
12 31
2017 2016
2a 110,237 1,535,601 96,908 1,349,928
138,081 1,923,468 122,564 1,707,317
(27,844) (387,867) (25,656) (357,388)
2b 43,150 601,080 39,302 547,477
52,312 728,706 47,139 656,646
(9,162) (127,627) (7,837) (109,169)
2c 23,210 323,315 24,064 335,212
2d 15,380 214,243 3,570 49,730
2e 2,108 29,364 1,232 17,162
232 3,232 234 3,260
3a 56,176 782,532 55,912 778,854
2f 4,740 66,028 11,516 160,418
255,233 3,555,396 232,738 3,242,040
3b (68,790) (958,245) (64,586) (899,683)
186,443 2,597,151 168,152 2,342,357
29 (4,437) (61,807) (5,554) (77,367)
182,006 2,535,344 162,598 2,264,990
4a (40,095) (558,523) (38,896) (541,821)
2h (34,786) (484,569) (29,917) (416,744)
17 (4,650) (64,775) (4,493) (62,587)
(1,536) (21,396) (1,497) (20,853)
(81,067) (1,129,263) (74,803) (1,042,006)
100,939 1,406,080 87,795 1,222,984
14,680 204,492 14,912 207,724
115,619 1,610,573 102,707 1,430,709
5 (19,601) (273,042) (17,912) (249,514)
96,018 1,337,531 84,795 1,181,194
88,530 1,233,223 78,646 1,095,539
7,488 104,308 6,149 85,656
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12 31
2017 2016
96,018 1,337,531 84,795 1,181,194
1,609 22,413 499 6,951
3,346 46,610 (430) (5,990)
(2,118) (29,504) (1,226) (17,078)
5 70 2 28
451 6,282 2,296 31,983
(75) (1,045) (143) (1,992)
607 8,456 (802) (11,172)
(6,780) (94,445) 1,354 18,861
7,506 104,559 (2,295) (31,969)
(119) (1,658) 139 1,936
(852) (11,868) 1,266 17,635
25,387 353,641 (15,241) (212,307)
(209) (2,911)
(250) (3,483)
4 571
8,864 123,476 3,147 43,838
10,442 145,457 3,825 53,282
(1,578) (21,982) (678) (9,445)
1,371 19,098 833 11,604
1,640 22,845 1,016 14,153
(269) @3,747) (183) (2,549)
36,777 512,304 (10,298) (143,451)
132,795 1,849,834 74,497 1,037,743
123,739 1,723,684 68,577 955,278
9,056 126,150 5,920 82,466
132,795 1,849,834 74,497 1,037,743
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HKFRS
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12 31
2017 2016
208,073 2,898,457 213,783 2,977,997
25,714 358,196 21,401 298,116
267,174 3,721,734 242,194 3,373,762
7 496,434 6,915,326 371,634 5,176,862
8 300,243 4,182,385 479,807 6,683,712
9 122,646 1,708,459 106,016 1,476,803
330,890 4,609,298 271,567 3,782,928
433,005 6,031,760 463,211 6,452,529
10 3,328,980 46,372,691 2,834,114 39,479,208
12 1,720,873 23,971,761 1,835,351 25,566,439
35 227,729 3,172,265 242,773 3,381,828
15 144,717 2,015,908 125,792 1,752,283
16 59,865 833,919 56,936 793,118
17 116,336 1,620,560 111,640 1,555,145
5 2,156 30,033 1,503 20,937
18 158,511 2,208,058 171,230 2,385,234
7,943,346 110,650,810 7,548,952 105,156,901
267,174 3,721,734 242,194 3,373,762
38,283 533,282 37,753 525,899
47,170 657,078 27,810 387,393
201,697 2,809,639 192,479 2,681,232
19 5,138,272 71,576,129 4,900,004 68,257,056
20 231,365 3,222,914 188,470 2,625,387
8 309,353 4,309,287 462,458 6,442,040
21 49,278 686,443 51,116 712,046
22 38,394 534,828 25,235 351,524
4c 2,222 30,952 3,867 53,867
35 265,688 3,701,034 198,038 2,758,669
23 110,687 1,541,870 99,487 1,385,854
24 438,017 6,101,577 386,170 5,379,348
5 3,242 45,161 1,619 22,553
5 24,391 339,767 21,401 298,116
25 4,090 56,974 4,836 67,365
26 21,037 293,045 26,879 374,424
7,190,360 100,161,715 6,869,816 95,696,537
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27 151,360 2,108,445 114,359 1,593,021
28 14,737 205,286 14,737 205,286
123,417 1,719,199 85,886 1,196,392
406,966 5,669,036 413,024 5,753,424
696,480 9,701,966 628,006 8,748,124
56,506 787,129 51,130 712,241
752,986 10,489,095 679,136 9,460,364
7,943,346 110,650,810 7,548,952 105,156,901
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12 31
2017 2016
115,619 1,610,573 102,707 1,430,709
6,202 86,394 6,008 83,691
(3,564) (49,647) @,211) (16,869)
(14,680) (204,492) (14,912) (207,724)
186 2,501 @ 14)
5,330 74,247 6,712 93,498
(618) (8,609) Q) (98)
970 13,512 1,019 14,195
510 7,104 (6,313) (87,940)
(36,213) (504,447) 7,450 103,779
(55, 262) (769,800) (70,563) (982,943)
(491,235) (6,842,904) (81,543) (1,135,894)
(75,091) (1,046,018) (15,267) (212,669)
(16,630) (231,656) (7,991) (111,315)
144,752 2,016,395 (97,460) (1,357,618)
247,486 3,447,480 304,113 4,236,294
19,360 269,685 11,652 162,312
13,159 183,305 (15,624) (217,642)
(1,838) (25,603) 346 4,820
63,627 886,324 117,955 1,643,113
4,556 63,465 4,664 64,970
722) (10,057) (1,889) (26,314)
(14,674) (204,409) (18,222) (253,832)
(88,770) (1,236,566) 231,623 3,226,508
(721,925) (10,056, 415) (746,997) (10,405, 668)
749,277 10,437,429 608,186 8,472,031
(2,997) (41,748) (3,009) (41,915)
5,572 77,618 2 28
2,004 27,916 388 5,405
(2.831) (39,436) (1,825) (25,422)
(@1,757) (24,475)

27,343 380,888 (143,255) (1,995,542)
1,744 24,294 18,307 255,017
(6,022) (83,886) (9,688) (134,954)
76,433 1,064,712 63,982 891,269
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12 31
2
136,539

27,403
1

673
2

2016 182,494

2017

2016
175
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ooooogd
(18,737) (261,006) (3,110) (43,322)
(60,892) (848,226) (49,593) (690, 830)
(7.474) (104,113) 19,898 277,179
(68,901) (959,791) 108,266 1,508,145
752,705 10,485,181 658,397 9,171,470
34,234 476,880 (13,958) (194,435)
718,038 10,002,269 752,705 10,485,181
208,073 2,898,457 213,783 2,977,997
25,714 358,196 21,401 298,116
293,499 4,088,441 311,734 4,342,455
152,104 2,118,809 167,872 2,338,457
76,931 1,071,649 75,668 1,054,055
(38,283) (533,282) (37,753) (525,899)
123,812 28,324 2016
2016 208
130
2017 12 31 199,336
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4,5,6

2017 12 31
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2017 12 31
1
114,359 14,737 413,024 53,763 6,189 @793) (31,861) 58,588 628,006 51,130 679,136
88,530 88,530 7,488 96,018
976 8,144 636 596 24,913 (56) 35,209 1,568 36,777
1,422 1,422 187 1,609
596 596 1 607
07) 07) @ (209)
8,144 8,144 720 8,864
1,193 1,193 178 1,371
(10) (786) (56) (852) (852)
24,913 24,913 474 25,387
89,506 8,144 636 596 24,913 (56) 123,739 9,056 182,795
1,744 1,744 1,744
(56,260) (56,260) (4.632) (60,892)
(@3) (324) 397) (©)] (406)
35,257 (39,231) (3.526) 7,148 ©352) 961 609
151,360 14,737 406,966 58,381 6,825 Q@97) (6.948) 65,356 696,480 56,506 752,986
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2017 12 31
1
2017
1,593,021 205,286 5,753,424 748,919 86,213 (11,046)  (443,824) 816,181 8,748,124 712,241 9,460,364
1,283,223 1,233,223 104,308 1,337,531
/
13,596 113,446 8,859 8,302 347,038 (780) 490,461 21,842 512,304
19,808 19,808 2,605 22,413
8,302 8,302 153 8,456
(2.889) (2,884) (28) (2,911)
2
113,446 113,446 10,080 123,476
/
16,618 16,618 2,480 19,098
(39) (10,949)) (780) (11,868) (11,868)
347,038 347,038 6,603 353,641
/
1,246,819 113,446 8,859 8,302 347,038 780) 1,723,684 126,150 1,849,834
24,294 24,294 24,294
3 (783,702) (783,702) (64,524) (848,226)
(1,017) (4,513) (5,530) 25) (5,656)
491,130 (546,488) (49,117) 99,572 (4.,903) 13,387 8,483
4,5,6
2017 12 31
2,108,445 205,286 5,669,036 813,247 95,072 (.744) (96.786) 910,409 9,701,966 787,129 10,489,005
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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) 44) (802),
(245) 3,123 2,878 269 3,147
793 793 40 833
(6), 687 585 1,266 1,266
(14,870) (14,870) (371) (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 (175) 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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2016 12 31
1
2016
1,338,004 205,286 5,298,707 725,739 67,978 (488) (236,685) 739,377 8,137,920 719,972 8,857,892
1,095,539 1,095,539 85,656 1,181,194
/
7,550 43,503 18,234 (10,559) (207,139) 8,149 (140,261) (3,190)  (143,451)
8,664 8,664 1,713) 6,951
(10,559) (10,559), (613) (11,172)
(3,413) 43,503 40,091 3,747 43,838
/
11,046 11,046 557 11,604
(84) 9,570 8,149 17,635 17,635
/
(207,139) (207,139), G,168)| | (212,307)
/
1,103,089 43,503 18,234 (10,559) (207,139) 8,149 955,278 82,466 1,037,743
255,017 255,017 255,017
3 (603,113) (603,113) (87,717)  (690,830)
3,274 (3,594) (320) 42) (362)
(48,532) (20,324) 72,199 3,343 (2,438) 905
5
2016 12 31
1,593,021 205,286 5,753,424 748,919 86,213 (11,046) (443,824) 816,131 8,748,124 712,241 9,460,364
1 HSBC
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2 2017
HKFRS

HKFRS
3 HKFRS
4 2017 775 6,022

2013 3,745 29,235
2017
35,257
5
6
2,100
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1.1
@
HKICPA
HKFRS
622

2017 12 31

2017

HKFRS
HKFRS
2017 209
2017 2017

®
HKFRS

2017 12 31

HKFRS 2017
HKFRS
HKICPA  HKFRS HKFRS 15 HKFRS 16

HKFRS 17

HKFRS
2014 HKICPA  HKFRS HKFRS HKAS 39

FVOCI FVPL
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ECL
ECL
HKFRS HKAS 39
HKFRS
HKFRS
4,187

HKFRS 15
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HKAS 39

OooooOodd
HKAS 39
FVoCI
ECL 12
12 ECL
ECL
12 ECL
ECL
HKAS 39
HKFRS
12 ECL
HKAS 39
2017
2018
HKFRS
2018 7,290
4,674
1,571
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2014

HKFRS 16
2016

17

HKFRS 17

HKFRS 17

2021

©

@
HKFRS
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oOoOooodn
HKICPA HKFRS 15 2018
HKFRS 15
HKFRS 15
HKICPA 2019 HKFRS 16
HKFRS 16
HKAS 17
HKAS
HKFRS 16
32
2018
HKFRS 17
14 28

33
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34
®
1.2
2017
®
@
1.2

€
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12 31 12 31

BoCom
BoCom

15

(®)
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1.2(F)

©

HKFRS

@

©
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DPF

1.2(F)

HKFRS
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DPF HKFRS

126/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

HKFRS

PVIF

PVIF
PVIF
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PVIF PVIF

PVIF

PVIF

@

50

50

Q)
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@
277
2016 374
®)
2017 2016

2,863 3,063
7,000 5,771
7,622 7,063
2,886 2,825
4,386 3,131
/ 3,627 3,771
6,987 5,855
1,477 1,188
3,316 3,324
3,626 3,450
1,982 1,746
6,540 5,952

52,312 47,139

(9,162) (7,837)

43,150 39,302
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2017 2016
11,031 11,602
15,443 14,892
(4.412) (3,290)
8,904 7,706
9,843 8,551
(939) (845)
2017 2016
15,847 18,195
4,194 3,718
3,146 2,074
23 77
(850) (2,550)
835 2,598
38 29
23,210 24,064
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1 2017
HKFRS

©)
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OooooOodd
2017 2016
18,162 4,104
(2,555) (651)
15,607 3,453
/
(242) 102
15 15
15,380 3,570
2016
62
2017 2016
2,113 1,234
®) @
2,108 1,232
2016
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2016

@

2016
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OooooOodd
2017 2016
305 7,306
416 36
/ 77 67)
(186) 1
426 400
3,702 3,830
4,740 11,516
75 2016 146
2017 2016
2,194 3,380
4,239 5,224
(1,865) (1,567)
(180) Q77)
2,136 2,065
107 109
4,437 5,554
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3,675

@

2016

122

27
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oOoOooodn
2017 2016

7,814 7,772
3,717 3,665
4,097 4,107
2,785 2,909
24,187 19,236
34,786 29,917

32

2016
3,598 2016
2016 82

135/332



@

2017

2016
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OooooOodd
61,577 1,669 63,246
(7.052) (18) (7,070)
54,525 1,651 56,176
57,349 2,522 59,871
(3,930) (29) (3,959)
53,419 2,493 55,912
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0000000
®)
2017

65,671 8,841 74,512

19,765 7,239 27,004

45,906 1,602 47,508

(6,894) 1,172 5,722)

@,727) 1,715) (3,442)

(5,167) 2,887 (2,280)

58,777 10,013 68,790

2016

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

@
2017 2016

36,485 35,376

1,110 1,022

2,500 2,498

1,685 1,505

815 993

40,095 38,896
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2016 102
102
2016

HSBC

65 35

OooooOodd
2017 2016
944 985
108 107
1,052 1,092
2016
2016 93
35
2,500 2016 2,498
1999
2017 2016
(7,287) (8.303)
1,640 1,016
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OJooooodg
12 31 (5,647) (7,287)
/
2017 1 1 14,755 (18,552) (3,797)
(722) (7122)
(748) (748)
1 26 26
281 (362) (81)
1,633 7 1,640
1,633 1,633
7 7
2 (450) 482 32
722 722
1,774 1,839 65
2017 12 31 15,167 (17,308) (2,141)
2,222)
81
(17,044)

139/332

(264)



2016 1 1

2016 12 31

2 2017

2018
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O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

740
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Ogoooood

13,974 (19,736) (5,762)
(878) (878)
(846) (846)
32) 32)
303 (415) (112)
91 925 1,016
91 91
925 925
(19) 28 9
1,889 1,889
(1,483) 1,524 41
14,755 (18,552) (3,797)
(3,867)
70

(18,300)

(252)
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ooooooo
2017 2016
HSBC HSBC
15,167 15,167 321 14,755 14,755 1,348
4,791 4,791 5,260 5,260
9,539 9,539 7,358 7,358
1 837 837 321 2,137 2,137 1,348
1
2018 2019 2020 2021 2022 2023-2027
HSBC
559 861 980 1,093 1,049 3,854
10,086 2016 11,215
2017 2016
1.70 1.80
3.0 3.0
HKLT20161 HKLT2015
1 HKLT2016 2016 Hong Kong Life Tables 2016
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2017 2016
25 (183) (215)
25 189 222
25 193 227
25 (188) (221)
16.5 2016
16.5
2017
1.2(i)
2017 2016

18,801 15,754

10,489 8,567

©)) %)

8,588 7,598

@73) (337)

800 2,158

805 2,159

3 13

® (14)

19,601 17,912




2017

12 31

2016
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OoooooO
2017 2016
115,619 102,707
21,915 19,727
(2,333) (2,390)
(2,623) (1,951)
810 1,275
1,001 957
831 294
19,601 17,912
108 961 674 2,415 4,158
(626) (7,323) (12,768) (3,339) (24,056)
(518) (7,323) 961 674 (12,768) (924) (19,898)
9 @D 84 18 396 @15) 448
(149) (50) 251 (201) 283 (934) (800)
(1,578) (408) (1,986)
(658) (7.417) 1,296 491 (13,667) (2,281) (22,236)
93 1,296 491 2,154 4,034
(751D (7.417) (13,667) (4,435) (26,270)
132 983 1,107 718 2,940
(643) (6,134) (249) (12,503) (37%) (19,903)
(511) (6,134) 983 858 (12,503) 344 (16,963)
0 24 27%) 6 125 198 77
) (1,213) 252 (190) 288 (1,290) (2,158)
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1
1
2016
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ooooogd
/
(678) (176) (854)
(518) (7,323) 961 674 (12,768) (924) (19,898)
108 961 674 2,415 4,158
(626) (7,323) (12,768) (3,339) (24,056)
2,156 2016 1,503
24,391 2016 21,401
2,572
2,497 1,898 2016 2,047
10
2,321 2016 1,334
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2017 2016
0.56 25,438 0.44 17,065
0.22 10,000 0.20 8,500
0.22 10,000 0.19 8,500
0.22 10,000 0.19 8,500
1.22 55,438 1.02 42,565
2017 12 31
0.36 16,559 2016 0.56 25,438
2017 2016
1,900
822 731
LIBOR 3.84
2017 2016
100,566 91,908
250,730 180,501
107,301 71,915
1 37,837 27,310

12 31 496,434 371,634
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198,483 2,449 200,932 201,829 3,575 205,404

145,569 62 2,369 148,000 147,460 70 632 148,162

22,116 22,116 25,106 25,106

5,591 5,591 5,970 5,970

1,228 1,228 2,335 2,335

372,987 2,511 2,369 377,867 382,700 3,645 632 386,977

(77.624) (77.624)

2017 12 31 300,243 309,353
363,707 6,570 370,277 350,787 1,322 352,109

150,263 2 2,534 152,819 150,590 247 813 151,650

22,350 22,350 24,653 24,653

2,431 2,431 2,437 2,437

4,529 4,529 4,208 4,208

543,280 6,592 2,534 552,406 532,675 1,569 813 535,057

(72,599) (72,599)

2016 12 31 479,807 462,458
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18,928,664 132,198 19,060,862

26,655,864 29,109 268,927 26,953,900

762,895 762,895

659,200 659,200

82,181 82,181

2017 12 31 47,088,804 161,307 268,927 47,519,038
18,076,732 140,665 18,217,397

18,871,195 46,049 262,940 19,180,184

604,504 604,504

474,160 474,160

140,339 140,339

2016 12 31 38,166,930 186,714 262,940 38,616,584

@

(®)
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1,834 2016 2,286
8,602 2016 341
2016
2017 12 31
2016
2017 12 31
2017 12 31
84,212 117,592 57,189 321
(6,251) (6,171) (6,171)
77,961 111,421 51,018 321
2016 12 31
92,356 135,219 82,205
(6,329) (6,329) (5,695)

86,027 128,890 76,510
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2017 2016
514 418
18,142 17,435
103,990 88,163
122,646 106,016
2017 2016
3,342,025 2,846,806
(13,045) (12,692)
3,328,980 2,834,114
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HSBC
HSBC
2017 12 31
1 549,247 306,541 855,788
61,672 27,696 89,368
156,121 73,998 230,119
767,040 408,235 1,175,275
488,705 422,672 911,377
245,279 69,247 314,526
275,744 85,036 360,780
39,558 5,509 45,067
171,438 157,939 329,377
1,220,724 740,403 1,961,127
116,915 84,917 201,832
3,021 770 3,791
119,936 85,687 205,623
2,107,700 1,234,325 3,342,025
(3,429) (4,800) (8,229)
(2,240) (2,576) (4,816)
2,102,031 1,226,949 3,328,980
2016 12 31
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

1 36,976 2016 30,215
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2017 2016

1,968 584 2,552 2,151 677 2,828

6,582 1,922 8,504 7,764 1,951 9,715
19,229 3,594 22,823 18,296 3,346 21,642
27,779 6,100 33,879 28,211 5,974 34,185

(82) (28)

27,697 28,183
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2017 12 31

2016 12 31
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6,284 9,259 15,543
2,101,416 1,225,066 3,326,482
673 1,363 2,036
2,100,743 1,223,703 3,324,446
2,107,700 1,234,325 3,342,025
(5,669) (7,376) (13,045)
(3,429) (4,800) (8,229)
(2.240) (2,576) (4,816)
2,102,031 1,226,949 3,328,980
2,666 4,806 7,472
0.3 0.8 0.5
0.3 0.6 0.4
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
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2016

@

2016 12 31

12
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8,059 4,633 12,692
(2,189) (2,806) (4,995)
180 713 893
2,194 2,136 4,330
(235) an (252)
220 157 377
8,229 4,816 13,045
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) (44)
8,059 4,633 12,692
2017 2016
1,419,930 1,574,584
539,014 688,369
871,641 877,504
9,275 8,711
300,943 260,767
699
300,244 260,767
1,720,873 1,835,351

153/332




13

14

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

oOoOooodn

2017 2016
225,590 206,526
2017 2016
77,151 45,778 61,738 21,851
3,209 63 3,506
80,360 45,841 65,244 21,851
2017 2016
642,318 531,561
102,382 86,287
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HSBC

HSBC

HSBC

HSBC
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PRC

62.14

100

100

100

100

100

100

12

HSBC
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2017 2016

37.86 37.86
7,579 6,138
54,919 50,601
4,632 6,297
1,478,418 1,377,242
1,326,339 1,236,556
35,498 30,563
20,003 16,204
3,969 (582)
23,972 15,622
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12 31
TCEP
2017 12 31
31
BoCom

2017 12

BoCom

HSBC

BoCom
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2017 2016
140,670 121,985
4,071 3,787
58
(14)
24) 24)
144,717 125,792
19.03
31 81,987 2016 79,160
BoCom
BoCom
TCEP BoCom
68
2017 12
2017 12 31 2016 12 31
VIU VIU

143.2 141.7 82.0 124.8 122.8 79.2
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VIU
cmc
VIU
VIU
2020
2020
11.85 2016 13
CAPM
10.2 15
0.72 0.87
2020
0.7
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CcmC

2017

CAPM
VIU

BoCom

(2016

2016

CAPM

37.1

44

158/332

BoCom
VIU
CmMC
)
BoCom
10.2
0.66
62 2016
38 2016 40
VIU

oOoOooodn

CcmC

VIU

GDP

13.4 2016

0.82 2016

0.7 2016

62
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32
VIU
ViU ViU ViU ViU
+200 51.5 194.7 1432
-20 4.2 147.4 +200 (55.4) 87.8
-35 5.7 148.9 +65 (9.5) 133.7
2020 2017 2020
0.71 1.1 144.3 0.90 (10.0) 133.2
0.70 2021 0.77
60 1.9 145.1 +30 (.0) 142.2
-173 1.7 154.9 143.2
124.8 -150 (25.7) 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 @.7) 120.1
-170 7.3 132.1 +250 (10.6) 114.2
VIU 115.1
2016 83.8 147.1
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BoCom
BoCom 12 31 2017 12 31
2017 30 12 2017
10 2017 12 31
30
2017 2016
BoCom
1,141,256 1,069,067
940,983 786,695
5,179,210 4,390,644
3,017,209 2,413,593
458,039 382,370
10,736,697 9,042,369
2,868,142 2,306,842
5,844,883 5,280,905
967,143 542,533
254,525 216,071
9,934,693 8,346,351
802,004 696,018
723,784 625,727
6,311 3,417
71,909 66,874
BoCom
137,769 119,104
3,958 3,681
44
141,727 122,829
30 12

2017 2016
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2017 12 31
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148,688 160,016
44,401 42,641
(33,400) (33,252)
(10,460) (9,437)
(17,411) (21,734)
80,172 78,796
(4,860) 6,795
75,312 85,591
4,401 4,503
12 31
2017 2016
2,990 2,963
7,465 6,213
4,588 3,357
160 167
160 167
24 24
303,541 2016
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16

2017 2016
7,128 6,201
44,621 44,077
8,116 6,658
12 31 59,865 56,936

PVIF
PVIF
PVIF
12 31

2017 2016
2.02 2.09
6.20 6.34
3.00 3.00
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PVIF
2017 2016

44,077 36,897
6,597 6,048
(3,687) (2,622)
(180) 225
(1,685) 2,675
(638) 2,004
178) (1,062)

76 38

305 7,306

239 (126)

44,621 44,077
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2017 2016
95,134 10,629 22,092 94,000 10,716 24,539
621 2 585 (480) Q@) (218)
765 2,232 489 2,520
(312) (2,292) (20) (4,749)
(5,106)
(2,353) (2,575)
9,479 1,379 3,825 36
(609) 607 (105) (121)
97,619 12,617 22,617 95,134 10,629 22,092
169 16,046 167 19,024
22 469 ®) (167)
2,678 1,972 2,598 1,895
(306) (2,180) 18) (4,706)
(2,353) (2,575)
210 16,307 169 16,046
97,409 12,617 6,310 94,965 10,629 6,046
116,336 111,640

164/332



20

1.2(9)

12,249

20

96
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2017 2016
19,358 21,967
2017 11 2017 12 31
8,853 2016

11
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2017 2016
24,541 21,505
44,555 69,894
36,720 32,290
24 15,734 11,368
2,485 3,537
34,476 32,636
158,511 171,230
93,610 2016 84,162
2017 2016
1,078,661 991,562
3,057,145 2,946,379
1,002,466 962,063
5,138,272 4,900,004

oOoOooodn
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20

12 31

21

12 31

2017 12 31
58

22

12 31

20

2017
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12 31
2016

21
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2017 2016
20,755 25,702
83,024 79,048
9,984 9,557
117,602 74,163
231,365 188,470
2017 2016
11,010 14,814
38,268 36,302
49,278 51,116
27 2016
39
2017 2016
59,266 59,218
10,893 6,533
70,159 65,751
(20,755) (25,702)
(11,010) (14,814)
38,394 25,235
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23
2017 2016
25,880 24,409
36,720 32,290
2,268 1,945
45,193 39,676
626 1,167
12 31 110,687 99,487
102,902
2016 91,602
2017 2016
786 381 1,167 801 402 1,203
110 232 342 647 171 818
(728) 84 (812) (200) (68) (268)
1% (109) (123) (438) ©@7) (535)
38 14 52 ) @n 1)
12 31 192 434 626 786 381 1,167
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24
2017 2016
2 2
1
342,134 (10,077) 332,057 298,576 (7,151) 291,425
(19,765) 1,727 (18,038) (19,099) 319 (18,780)
/ 65,671 (6,894) 58,777 63,473 (3,514) 59,959
3,308 (380) 2,928 (816) 269 (547)
12 31 391,348 (15,624) 375,724 342,134 (10,077) 332,057
44,036 (1,291) 42,745 42,244 (1,392) 40,852
(7,239) 1,715 (5,524) (2,395) 80 (2,315)
8,841 1,172 10,013 4,472 155 4,627
1,031 (1,706) (675) (285) (134) (419)
12 31 46,669 (110) 46,559 44,036 (1,291) 42,745
438,017 (15,734) 422,283 386,170 (11,368) 374,802
1
2
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25
2017 2016
400 3,126 3,102
5.05 2022
500 . 964 869
2027
4.35 2017
500 , 865
2022
12 31 4,090 4,836
1 500 5.05 2027 2022 11
2 2017 500 4.35
26
2017 2016
26,879 28,415
(6,022) (1,550)
180 14
12 31 21,037 26,879
30
2017 12 31 2,478 2016 3,253
775
2016
2017 12 31 200 2016 200
2016
HSBC
HSBC 100
CCPS 8.7 870 2016 870

CCPS 2009 100
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27

28

HSBC
CCPS

HSBC

0.001
HSBC
2017

2017 12 31

12 31

12 31

1 2017

2017

CCPS

29,235

2016
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ooooooo
CCPS 10
CCPS 10 CCPS
HSBC CCPS (2016
CCPS 8.7 2016 8.7
2016
2017 2016
116,103 114,359
35,257
151,360 114,359
2017 2016
114,359 45,743,491,798 96,052 38,420,982,901
1,744 697,500,000 18,307 7,322,508,897
116,103 46,440,991,798 114,359 45,743,491,798
775 6,022
26
2013 3,745
35,257
698 2.5
7,323
Tier
2017 2016
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1,000 2019 12 ! 7,756 7,756
900 2019 12 1 6,981 6,981
12 31 14,737 14,737

LIBOR 3.84

Tier
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29
12
2017 12 31
208,073 208,073
25,714 25,714
267,174 267,174
496,434 496,434
295,363 4,880 300,243
1,151 472 2,634 11,273 3,126 103,990 122,646
212,556 62,050 16,472 39,812 330,890
282,259 74,043 37,210 30,874 8,619 433,005
664,326 315,163 538,683 1,011,144 812,709 (13,045) 3,328,980
205,333 352,076 364,037 489,165 301,021 9,241 1,720,873
66,025 151,749 860 556 80 8,459 227,729
144,717 144,717
59,865 59,865
116,336 116,336
2,156 2,156
51,204 28,554 13,862 11,098 7,193 46,600 158,511
1,983,815 984,107 973,758 1,593,922 1,132,748 469,860 800,256 4,880 7,943,346
267,174 267,174
38,283 38,283
45,000 2,170 47,170
192,187 2,840 6,437 233 201,697
4,727,204 217,307 177,150 16,337 274 5,138,272
231,365 231,365
305,076 4,217 309,353
199 2,621 8,365 38,093 49,278
1,189 2,677 8,995 21,114 4,419 38,394
2,222 2,222
106,368 1,919 519 47,643 96,243 12,996 265,688
45,746 37,421 18,088 4,164 233 5,035 110,687
L 6,595 431,422 438,017
487 200 2,114 am 3,242
24,301 24,391
2 964 3,12 4,090
21,037 21,037
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5,430,432 264,534 215,924 99,261 101,169 525,326 549,437 4,277 7,190,360
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12
2016 12 31
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
194,445 50,958 22,001 4,163 271,567
301,295 92,212 41,753 20,404 7,547 463,211
558,198 291,528 465,166 816,370 715,544 (12,692) 2,834,114
242,389 416,605 367,518 544,873 255,251 8,715 1,835,351
135,084 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
38,585 33,731 14,128 10,553 2,451 71,782 171,230
1,947,413 962,096 925,789 1,409,581 983,459 451,839 859,649 9,126 7,548,952
242,194 242,194
37,753 37,753
26,281 1,529 27,810
168,968 14,247 8,936 304 24 192,479
4,481,361 232,651 163,848 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
1,549 408 7,440 11,818 4,020 25,235
3,867 3,867
99,072 961 301 3 84,288 13,413 198,038
37,411 38,329 15,005 2,896 231 5,615 99,487
1 2,263 383,907 386,170
95 226 1,273 25 1,619
21,401 21,401
2 865 869 3,102 4,836
26,879 26,879
5,097,153 288,351 202,069 46,906 90,088 480,908 661,959 2,382 6,869,816
1
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30
12

2017 12 31
267,174 267,174
38,283 38,283
11,829 35,554 47,383
163,030 32,048 6,467 267 201,812
4,229,543 717,651 179,389 17,795 281 5,144,659
231,365 231,365
304,970 412 1,820 1,253 411 308,866
199 32 2,724 8,524 38,069 49,548
40 4,026 9,521 22,421 4,753 40,761
40,004 82,614 4,495 67,306 113,635 308,054
8,870 69,010 16,515 3,287 218 97,900
25 74 1,361 3,634 5,004
283 412 2,781 27,990 31,466
5,257,024 979,938 221,417 124,995 188,991 6,772,365
1,821,774 640,726 14,437 4,678 97 2,481,712
57,353 57,353
7,136,151 1,620,664 235,854 129,673 189,088 9,311,430

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
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31
@)
2017 2016
288,833 257,863
1,059 1,696
12 31 289,892 259,559
28,045 30,080
8,198 6,235
2,445,468 2,251,302
12 31 2,481,711 2,287,617
)
2017 2016
270,925 235,991
1 50,621 52,831
2 220,304 183,160
HSBC 17,908 21,872

12 31 288,833 257,863
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2017 12 31
2016 2,945
10
12 31
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HSBC
7,097
2017 2016
2,948 2,974
4,277 4,545
874 658
8,099 8,177

179/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

Oooooooo
33
1
2017 12 31
2
353,713 (77,624) 276,089  (234,555) (4,926)  (28,992) 7,616 24,154 300,243
550,165 (12,689) 537,476 (537,348) 62) 66 23,487 560,963
8,966 8,966 (8,966) 8,966
541,199 (12,689)| | 528,510 (528,382) ©2) 66 23,487 | | 551,997
( )
903,878 (90,313) 813,565  (234,555)  (542,274)  (29,054) 7,682 47,641 861,206
3
366,456 (77.624) 288,832  (234,555) (4,738)  (27,959) 21,580 20,521 309,353
94,755 (12,689) 82,066 (81,847) 219 27,617 109,683
687 687 (686) 1 687
94,068 (12,689) 81,379 (81,161) 218 27,617 || 108,996
( )
461,211 (90,313) 370,898  (234,555)  (86,585)  (27,959) 21,799 48,138 419,036
2016 12 31
2
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) (455) 2,802 14,608 464,054
1,393 1,393 (1,387) 6 1,393
450,411 (2,358) | 448,053 (444,802) (455) 2,79 14,608 | | 462,661
15,042 (15,042)
( )
995,807 (89,999) 905,808  (339,755)  (465,609)  (39,217) 61,227 38,053 943,861
3
511,784 (72,599) 439,185  (339,755) (6,286)  (49,836) 43,308 23,273 462,458
62,679 (2,358) 60,321 (60,079) 0 240 12,590 72,911
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142 142 (142) 142
62,537 (2,358), 60,179 (59,937) 0 240 12,590 72,769
, 15,042 (15,042)

589,505 (89,999) 499,506 (339,755) (66,365)  (49,838) 43,548 35,863 535,369

262,159 2016 254,849

132,091 2016 160,702

EXCO
HKFRS
EXCO HKFRS
RBWM
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CMB
SME
GB&M
GB&M
GPB )
2017
187,935 70,397 (3.099) 255,233
73,577 42,042 115,619
5,643,940 2,923,926 (624,520) 7,943,346
5,263,539 2,551,341 (624,520) 7,190,360
1,500, 456 1,271,147 2,771,603
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
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1 2
2017 2016 2017 2016
125,698 108,165 111,164 106,513
14,264 14,307 150,778 130,167
6,636 6,537 871 821
8,372 7,761 2,108 1,919
4,395 4,467 3,851 3,810
5,663 5,794 833 761
9,054 9,327 1,404 1,333
3,295 2,798 2,325 2,127
9,066 8,996 2,963 2,840
186,443 168,152 276,297 250,291
1
2
35
@
HSBC 100 HSBC
HSBC 100 HSBC
UK 100 HSBC
100
HSBC 100
IT
2017 HSBC

HSBC
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2017
238
2017 2016
2,447 1,242
1 2,739 1,709 625 1,232 559 517
41 2,605 2,482
1,100 971
1,201 2,506 826 2,346
2 2 2,879 9,632 6 2,387 7,681
12 31
1 713 306,099 1 396 353,045
3 202 8,270 14 17,320
79,084 110,669
3 1 511 218,745 1 382 225,056
71,700 94,460 190,831 92,667 26,404 221,589
8 2 12,994 13 13,400
» 35,866 15 8
70,266 115,743
3 515 1,067 107,449 510 7,714 92,338
3,5 50,255 57,525 65,378 18,677
20,930 107 26,779 100
17,908 21,872
14,372 2,578
1
2 2017 432
2016 682
3
TLAC 35,866 2016
5 TLAC 89,889 2016 63,982
®

HSBC
HSBC
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@
2017 12 31
2,901 2,268 2016
3,225 1,945
©
2017 12 31
15.1 2016 14.0
27 2016 21
@
15
2017 2016
12 31 12 31
24,178 19,793 24,147 22,268
3
24,178 19,793 24,150 22,268
20,454 9,632 8,625 4,464
1 1 1 1
©)

2017 2016
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308 285
10 10
110 111

428 406
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2017 2016
36,413 21,374
55,629 33,658
899 599
10,249 3,547
2,961 2,623

2016
12 31

2017 2016 2017 2016
1,090 1,063 1,213 1,279
1 1
1,090 1,063 1,214 1,280
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HKFRS
2
2017 12 31
1 300,646 195,575 213 496,434 496,434
4,773 215,869 517 221,159 79,084 300,243
90,641 23,567 8,438 122,646 122,646
916,385 498,512 5,033 1,419,930 1,419,930
1 79,209 141,972 10,184 231,365 231,365
4,501 232,627 1,959 239,087 70,266 309, 353
1 49,278 49,278 49,278
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
1 50,875 241 51,116 51,116
1 HSBC
2 HSBC
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2017 12 31

5,424 9,402

63,280
2016 12 31

1,259 947 34

2,646

2017

2016
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CVA DVA
CVA
oTC
DVA
oTC
CVA
DVA CVA DVA
CVA
PD
DVA
PD
CVA
PD
FFVA
FFVA  OTC

FFVA DVA

191/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

192/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooOooood
37
2017 12 31
330,890 318,849 11,927 330,776
433,005 418,652 14,561 433,213
3,328,980 92,146 3,230,365 3,322,511
300,244 6,244 303,240 309,484
47,170 47,155 47,155
201,697 201,456 233 201,689
5,138,272 5,138,352 5,138,352
38,394 38,279 38,279
4,090 993 2,773 3,766
21,037 21,539 21,539
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
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SE
HSBC HSBC

2017 12 31
169,139 684,898 6,003,678 39,478 6,897,193
874 874
26,016 44,463 70,479
1 1
20,200 8,281 28,481
1,270 391 1,661
297 297
20,201 28,160 44,854 8,578 101,793

1

20,219 28,160 51,119 11,698 111,196

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
1 6,786 20,433 45,723 8,175 81,117
1 1
1 1
7,305 20,434 53,097 8,532 89,368

1 HSBC HSBC
2017 2016
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2017 12 31
12 31
2017 2016

149,529 163,204
19,172 15,006
267,174 242,194
354,114 274,287
281,552 453,746
463 403
203,031 146,398
187,495 202,763
1,832,490 1,575,340
796,384 983,049
486,744 450,399
89,418 81,801
39,830 39,830
5,542 4,578
83,520 82,344
738 530
87,287 108,001
4,884,483 4,823,873
267,174 242,194
28,217 25,350
12,243 10,464
154,728 139,033
3,179,845 3,100,506
101,529 100,777
289,649 440,528
7,838 8,917
27,865 18,255
1,675 2,914
337,344 272,210
51,929 53,779
1,099 1,119
8,758 7,625
3,126 3,102
20,930 26,779
4,493,949 4,453,552
151,360 114,359
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14,737 14,737
18,855 8,443
205,582 232,782
390,534 370,321
4,884,483 4,823,873
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1
114,359 14,737 232,782 35,816 2,262 (675) (13,734) (15,226) 370,321
62,511 62,511
707 7,252 (539) 557 4,261 12,239
(538) (538)
557 557
(205) (205)
7,252 7,252
912 912
4,261 4,261
63,218 7,252 (539) 557 4,261 74,750
1,744 1,744
(56,260) (56,260)
(103) 311) (414)
35,257 (34,055) (3,269) (36) 2,496 393
151,360 14,737 205,582 39,799 1,688 (118) (9,473) (13,041) 390,534
96,052 14,737 214,938 33,056 1,355 19 (12,867) (15,005) 332,285
59,314 59,314
573 4,082 013 (694) (867) 4,007
013 013
(694) (694)
173) 4,082 3,909
746 746
(867) (867)
59,887 4,082 913 (694) (867) 63,321
18,307 18,307
(43,296) (43,296)
205 (215) (10)
1,048 (1,322) ) ) (286)
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2016 12 31 114,359 14,737 232,782 35,816 2,262 (675) (13,734) (15,226) 370,321

50
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1.204)
2017 12 31
2010 10 HSBC 0cc
HSBC HNAH
2012 HSBC
BSA
AML HSBC
HSBC HNAH
2012 12 HNAH HSBC
BSA AML
HSBC DoJ
AML DPA
HNAH
OFAC OFAC
AML HSBC
0cc
HSBC
1.9
AML
FCA
166
2012 FRB
2018
HSBC DOJ
DoJ HSBC
HSBC
HSBC
2017 12 AML DPA AML DPA FCA

FRB
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AML DPA HSBC 0cc
HSBC
HSBC 0cc
0cC
BSA AML
BSA AML
HSBC
HSBC
HSBC 2015
HSBC
HSBC
HSBC
HSBC
HSBC
SIBOR SOR
BBSW
2016 2016 HSBC SIBOR SOR BBSW
SIBOR SOR 2017

BBSW 2017
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2016 DoJ HSBC
2017 10
DoJ
DOJ
SEC
SEC
HSBC
41
HSBC
E14 5HQ
42
43

2018 20
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2011
2018
2010 2011
FX DPA
FX DPA

DoJ

HSBC

www . hsbc.com

205/332

ooooood
HSBC

HSBC
HSBC

HSBC

HSBC



EDINETOOOO
OdoOO00O00000000o0noonooo0oooooo0o0noononagna(E27669)

ooooooo
Consolidated Financial Statements

Consolidated Financial Statements

Consolidated income statement

for tha year ended 31 Decambar

i 2006
felat HE$m HEgm
Mk el inoosy 3 110,237 96,50
- ifibe st Moo 138,081 122 EEL
- wibEraEl Expane 27, (26, FGE]
Mat fea incoma @ 43,150 a9, 03
— fih oM 52,32 47,939
— law axpanis (89,162) [7.EST)
Nat tradng insoms a 23,210 24,054
Nat insorma Tram frvanssl netrmants daignated ot T vales a 15,380 34670
Omirs ki lossan Fram foansiel inwaetm et e 2108 1,233
Devidand mcame 232 a4
Nat irsuranca pramasm neoma a 56,176 65,912
Cithar opanatng neome = 4,740 TLGTE
Tatal eparating incame 255,233 23736
Mat insuranca clime and benedts paid and mowernent 0 lebilites to poloyhoidars an (GE, To0) (B4 BRE]
Net cperating income before loan impairment charges and other credit risk provisions 188,443 188,152
Loan empainmant changas and athar aredi nak provemona ¥ {2.437) mERd|
Mot cperating incame 182,006 161528
Emplowvas companastion and banaf ga s {40, 09%) 0, EAE]
Ganaml and pdmrisintve axpansas & (34, 780) 125,917
Dagreciation of proparty, plent and sgugmant i {a.650) [4,458]
Amortgaton and snpaiment of ntangbls sgsets {1,538) [1.457]
Totsl opsrating eipenses (B1,087) (T4, B00]
Operating profit 100,939 7,795
There of profit n assoocstes snd oint wertuneg 14,880 14,973
Profit before tasx 115,619 102,707
Tex axpansa 5 (19,801) (17,914
Profit for tha year BE.018 BL, 795
Proft stteibutabla b eharboldsn of B perart compary BE,530 JTELE4E
Praoft sttributable to non-controlling irmetests T A88 B 143

a8 The Honglkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2017
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Conzolidated statement of comprehensive income

for the year ended 31 December

o7 ane

HE$m HEXgm
Piafit fiar tha wiaf 96,018 B&. 755
Dabar comprfanane neomallaxpanes)
Hemao that will be reclassified sul 1ty to the i wihen spedfic conditions are met:
Furmilsbies-for-pals nwastmants 1,609 453
— Fnif vaiug ganaflossds| 3,346 [as0]
— far vohu gang rechaesdiad to the eoma statement on diaposnl 2,11 112de)
— BT focEaEd wd 10 T S0 BERtEMENT o Mt & B At e 5 2
— P valug losses trarsfarred Lo tha neorms statamant on hadged e a51 225
= MZ0ma maes [143]
Gnsh flow hadgas &7 [EE]
= FAir walua ganaTiosaos] (8.2 1
= foir walug [geinaliossas recinestiad o the noeme emisment 7,506 12.295)
— M taNaE i1 je
Bham of othar comprahensawve incomed[axpansa] of associatas end pnt veanbsn m 1268
Exchanga diffarencen 258 347 [16Z41]
ttema that will not be reclassified subsequently to the i
Changas in fairwskie of finencal lisbilitas dassgrstad st fair valus sreng from changsa in own cradit r|-.|.'.'I|:1 [P 1] -
= bafgre neoma tnxss BW;1 -
= FC0ma exaE a1 -
Proparty revalustion B.864 F47
= fair walua gang aken o aguty 10,443 SHIE
= WoOma faNas {157 pETa)
Ramantusamant of delrad Barns’it asstilaihty 1,37 B33
— balors moome s 1m 1,018
- FSaMma mxaE &3]
ehar comprefianane nooma for the yanr, et of bex 38,777 [10Z568])
Total comprahansive incoms for the yaar 132,795 TaE97
ArirbunbE o
~ grarahakiers of Tha pRsnt com pamy 123,739 EBET?
— man-pontolhng nterests 9,056 5420
Tatal ive incoma for the 'IEEH 4,457

T On ¥ daeusny 200E Moo Sopnel U aegunenanrs of Hang Kong Francial Reporing Stradead (HEFRET S rafanng 50 D Sscienmona af gaws jod e on feaeci 2 fdties
cstgrnaieg ot f volea A5 3 el Bha st of changied A S valkhe of theea Babates areung Soum CRARDGE A0 e Craadt rEk  DRasantad 4 ISR COMErBAGN LA T AT

Fewretted by tha Faadbonal regursneils of HOPRE 8 compivalres fave mo! bean railited

The Hengkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2017
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Consolidated Financial Statements

Consolidated balance sheet
at 31 December

2017 208
Mok HHE$m HESm
Assets
Cash and sght balensas st cantral banks 208,073 213,783
Ibdsiri g i B Gowdia of oollesbon from atfias Benks 25714 21,401
Hong Kong Gowemmant cartfcetes of mdebtednasn 267,174 243,194
Tradng sesets r 496,434 M55
Darnentoves 8 300243 425507
Firefut bl #da18 dadariated & fasd valus bl 122,646 1065
Ruvaiss rapurchags sgnsrmants - non-tadng F30,890 23 557
Piscings with snd ndvincad 1o banks 433.005 462211
Lears and sdvances to customans o 3,328,980 LB, 14
Firssnszin| irmvastmants n 1,720,873 1.695.051
Amounts s from Group sompanas - 227,729 242,075
Intaredts @ BEaCEhba Bnd 0l vanituses i 144,717 185,75
Goodwill and intangible apsats e 55,065 BEOGE
Progerty, plant end aquipmant 1Fg 116,338 111,820
Dafarmgd tex sasats L 2,188 1,803
Prapaymants, Bociued incoma Bnd oThar Basate L 158,511 1220
Total asaets T.Hy'“ F.548,562
Linkilities
Hong Kong cursncy mobes in airoulstion 267,174 242,194
|t m in Bha cowrsa of trensmission io other banks I AT armr
Repurchass sgreamants = non-treding AT ATD 27 B0
Cagaans by banka 201,697 1E2.ATE
CuEtomer BSoouUra L 5,138,272 A, 500004
Trad g babiddwe 20 231,385 1BE.ATD
D rwebneas ¥ I, 353 457 455
Firmnaml labiltee dasgnetad st far valus xr 492 TH Bi. 116
Dot macutibies o mms ke 38,394 25055
Ratirsmant Barsgfit nbiitss e 2222 GEET
Arnounta dus 1o Jroup companss s 265,688 196,066
Azsiuale and dafarrsd msome, olhar Dokt arsd Booy miong 27 110,687 HAART
Linbdisss wndar sxbutance contmats M 43B017 HEE, 10
Curnant by ebilitie & 3242 iFak]
Dafwrrad teee lmbilisaa 4 28,31 #1401
Subordnsted lanltas’ E 4,090 4B3E
Prafanngs shargs Bl 21,037 2EBTH
Total labilities F.190,360 B.EE8, 818
Equity
There capitsl & 151,360 114,368
Othar aquity instnumanta e 14,737 14,537
Othar rasarves 123,417 95586
Ritainad anrungs 406,988 413,034
Tatal shareholders® equity 606,480 B2B.006
hon-contrallng mterests 56,508 61,150
Total eguity 752,986 BP9,126
Total eguity and linbilities 7,943,348 7548, 507

a8 The Honglkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2017
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Conzolidated statement of cash flows
for the year ended 31 December

G

|Ra-présanind
2017 ane

HK$m Hgm
Profit before tax 115619 102,707
Adjustm ents for non-cash items:
Dapraceaton, ormorksstson and smpasmaent 6202 600
Nat gan from inveatng setaties [3,563) 11,211}
Shnta of profis o seedaetes ond 0t vintune [14,680) 114,312)
HOanoas on dapoesl of subsdinnial, Buskeed, BEacdintas Bnd joal vanliles 186 (L]
Lesan enpmm an Sogess pross of ieoovanss and offvir cradit rek pfowaing ng B2
Pecwimiona {618) 1h
Shna-based poymaent sxpanse avo 108
Othar mon-coah mama inchedad in proft batons bax 510 g
Eaminnbion of axchongs @iffarences (36,213) 7450
Changies in operating as:ets and labilities
Lhanga m nat tradng securbes and dervebwes MI [P0 EET]
Changa i boang and sdvances o benks snd customen {491,225) [ ]
Cnanga m revarss rapurchagse sgreem ants = non-meding {75,081) [REC{ )]
Changa @ firencial assats dasignatad st i valss (16,530) 17.991)
Changa i othar sesats 144,752 (97,450
Chermga i daposits by banks and owstomar sscourts 247 488 S04, 113
Changa m repurchass agresmants = non-tredng 18,360 11,863
Changa in dabt saowrities in =ssua 13159 [16E£24)
Changa m finencisl lisbilites desgnated at fair vaiye {1,.838) Q4G
Changa 1 ot lallbbas 63,627 117866
Dvwndards recanvad frorm aesosmbes 4. 558 i 55
Coatrbubors padd b Safrad barafit phase (722) 11, BmE
Tax pasi [14,674) [1E22)
Net cash from operating sctivities (88, 770§ 231 8y
Purchass of foancinl avestrmants {721,925) L% h]
Froasds from tha sk and mskusty of Tnoncisl mwistmanta 748,277 B0, B
Purchess of propaity, plant and agqupmant [2.997) Ja. 00
Frosasds from eals of googemy, plant and aqepmant and asasts Mald Tor sala 5572 F
Procdads: from daposal of curtamad ke podthalsm 2,003 I
Nat imeaamant in imongibés nesete [2,831) 1S
Cash cutfiow on purchuss of subsdiones 11.757) =
Nat eash frem investing activities 27,343 143268
tamus of crdesary shora cagdnl and othes $0u iy IPSTRETSYTE 1,744 16307
Rodempteon of prafarencs shares snd othar agquity mstrumants Mﬂj 3, 5EE)
Lubordneted loan capital mawed’ TE 433 Bl5e2
Subordneted losn cepital rapasd’ (18,737) [TREL]
Dowdands paid to sharahaldere of tha parent company snd non-controlling mtarasts {60,852) (45 553
Net eash from financing sctivities [7.474) 19,898
MNet increase{decrease) in cash and cash eguivalents (68,801 108,266
Gaah and cash aquivalents st 1 Jan 752,705 BGE 37
Exchenges diffemnces n respact of cash and cash aquaslants 34,234 [REE =]
Cash and cash sguivalents st 31 Dec F18,038 JE2, 306
Cash and cash oguivelents |:w:||1'||:||'|.ln|'2
= cagh and balances st cendral benke 208,073 213,763
- dame w the Sourss of allestson Niom athar banks 25714 2140
= loarg and sdvences to banks of ane month o less 253 495 S11, 754
= Fiversd repurchass sgaarments with banks of one month or lesd 152,104 167872
= Rrangury Bdis, otheas Badip and carbdicntes of depoRl Kes than Mo months 76,931 15650
— g8 MarmE Nt counss of irnrden Epon 1o othar banka (36,283) |37, 565

Intarest racaived was HK$126,539m (2016 HK$123,812m), intarest paid was HK$2E,324m (2016: HKS27,403m) and dividends recaved
wars HEKS175m (2016 HKS208m).
T Changes in srborobnsded fbaibes fmolyaing thos ssoed B o sompansas) aursog fhe year saclk gied amounls o maancs and rapayrresd's 25 presanind b, and ron-cadh

chuirgra Kroers Forsa) o Achange pams (ICEET ry) andl e vl g awns (HICE 1300
£ Theamount of Sah and canh aARRTS DHAE are STERRCT I Anshanga contl wod faguisinry rastrchons amounted fo HIKETSR 235m at 51 Decambar F317 (015 HRE 152 436m)

In 2017, we enhanced the presentation of the consclidated statement of cach flows, As a result of this changs, canificates of deposit
with maturty of more than thres months and financial investments hald for backing liabilities to long-term policyholders are now
pracentad as invasting activities (previcusly precented az operating activities). Comparatives have been re-prazented accordingly.

The Hengkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2017 49
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Consolidated Financial Statements | Notes on the Consolidated Financial Statements

Consolidated statement of changes in equity

i
By |

e Proparty Fareign 2ha Hon-
L
Share aquity Retained reveluston inyvestment exchange , helders” controlling Tatal
HE$m HEEm HE$m HE$m HEEmMm  HH$m HE$m  HESm HE$m HE$m HK$m

At Jan 2017 114,353 14,737 413,024 53,763 6,189 {793) (31.861) 58,588 628,006 51,130 &79,136
Profit for tha yaer - - BE,530 - - - - = B, 530 7488 S6018
Crthar comprehensase noosmal
[ampanias] |n¢|:<.1' Enx] - - a76 8,144 836 508 24913 (58] 5209 1,588 36777
= evmibatle. h:!r u!u inwaEtm ants - - - - 1,422 - - - 1,422 187 1,609
= cesh flow hadpen - - - - - 596 - - 596 11 &a7
- changss o T8r valus of

francinl bainitee degsgnatad st

fair valug snging {rom changaes

n own aredit nek” - - {207} - - - - - {207} 23 {209y
- prapErty fvaliation - — - B144 - - - — 8,144 720 8,864
- sgbuarml gans on defred

tanahil sssaiahihty - - 1,193 - - - - - 1,193 178 1,37
= ghara of other cormprahansmvag

axpards of sEpdcioles and g

wantures - - n - - - - (B52)
- axshanga diferencss - - - - - —=| 23913 Mh:i a74 | 25,387
Tatal PSR ]
[(axpansa) far the year - = 89,504 8,144 Ll 596 24913 (58) 123,739 9,056 132,795
Ehares ssusd 1,744 - - - - - - - 1,744 - 1,744
Dividands paid® - — (58,260} - - - - = (56,2800 {4,832) (60,892)
Movamant in respect of shara
[bmpad paymant srmagarnants - - [EE - - - = (g {397) ) (a06)
Trunahnll: ur-::'-:'Ew-
AT 35,257 = (38231} {3.526) - = = T4 (352} 961 B09
At 31 Dee 20017 151,360 14,737 40_'.;_5“ 58,381 6,825 ﬂ a!l l!ﬂ 65,356 696,480 56,504 7529846
At Jan 2048 E0E2 14,727 880,287 E2,088 LR 106 (16.591] B3078  BRAIN 1,086  BOEBESE
Praft for tha yaer - - 7o 548 = - - - - 78,848 6,143 B4, 125
Crithar comprahensye nommal
[wxpanea ) [nat of tax) - - Gag 3923 1,309 MaE]  |14.830) B85 N0.089) [225] 10288
- mvailabk -for-aak imweTmens = = = = Gl = = = =F) 1123 llEi‘f
— cagh flenw Padoen - - - - - [Fae] - - |755] 4] e |
- proparty rveintion = = [£45] 3923 = = - = FRCE] 268 3.1£?i
- aabuarml gans on dedwad

barafit assa Uability - - 733 - - - - - TEG 40 B |
— ghag of GThT SomMBRRanan

naemalexpanss) of nesccmbes

ard paint verturas - o IE} = 87 - - &H6 1.265 - 1286 |
— seehangs ddlanencss — - - - - - 148400 - 14800 [ 624y
Toim| eompeahanans oo
[ampanea] for the year - - 88 323 1,309 8| 114,870) = #8527 220 4,497
Thares msiad 18,307 - - - - - - - 18,207 - 18007
Covidands EEIII:Ii = = (3, FIE} = = = - = 43,236 G297 [48,520]
Movemaent n respect of shara-
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Notes on the Consolidated Financial Statements

1 Basis of preparation and significant accounting policies

1.1 Basis of proparation
{a) Cempliance with Hong Keng Financial Reporting Standards

The consolidatad financial statements of The Hongkong and Shanghai Banking Corporation Limited ('the Bank') and itz subsidiaries
{together “the group’] have been prepared in accordance with Hong Kong Financial Reporting Standards ('HEKFRSs") a5 issued by the
Heong Kong Institute of Certified Public Accountants ('HKICPA’} and accounting principles generally acceptad in Heng Keng. These
financial stataments alse comply with the requirements of the Heng Kong Companies Ordinance (Cap, 622} which are applicable to the
praparaticn of financial statemeants.

Standard:z adopted during the vear anded 31 December 2017

The greup has adopted the requiremeants of HKFRS 9 ‘Financial Instruments’ ralating to the pracentation of gains and locses on
financial liabilties designatad at fair value fram 1 January 2007, A a result, the effact of changes in fair value of those liabilities anising
from changes in own cradit rizk iz prezantad in othar comprahensive incoma with the ramaining effect prezentad in profit or lozs. Az
permitied by the transitional requirements of HKFRS 9, comparatives have not been restated. The adoption increased profit after tax by
HE2209m for tha vear andad 2017, with the opposite affect on other comprahancive incoma and no affact on nat ascats.

Thare ware no cther new standards applied in 2017, However, during 2017, the group adopted a number of amendments to standards
which had an inzignificant affect on the consolidated financial statements of the group.

(b} Future accounting developments
Minor amendments o HKFRS:

The group hasz not early applied any of the amendments effective aftar 31 Decambaer 2017, axcapt the requirements of HKFRS 8
‘Financial Instruments” relating to the presentation of gains and leszes on financial liabilities designated at fair valus, which was adopted
from 1 January 2017.

Major new HKFASa

The HKICPA has publiched HKFRS 9 Financmal Instruments’, HKFRS 15 "Revenue from Contracts with Customers’, HKFRS 16 ‘Leases”
and HKFRS 17 'Insurance Contracts’,

HKFRS 9 ‘Financial Instruments’

In September 2014, the HKICPA issued HKFRS 9 ‘Financial Instruments', which is the comprehensive standard to replace HKAS 35
‘Financial Instruments: Recognition and Measurement’, and includes requirements for classification and measuremeant of financial assets
and liabilitiaz, impairment of financial aczets and hadge accounting.

Clazzification and measuramant

The clazcification and meazurement of financial aszats will depand on how thease are managed (i.a the antity's business modall and their
centractual cash flow charactaristics. Thase factors determine whether the financial assats are measured st amertised cost, fair value
through other comprahensive meomae {'FYOCI] or fair valus through prefit or lass 'FVPL'). The combined effect of the application of the
business model and the contractual cash flow characteristics tests may result in some differances in the papulaticn of financial assets
maasured at amorized cest orf fair value compared with HKAS 39,

Impairmant

Tha impairmant requiramants apply to finencial azsetz meazured at amoriced cost and FVOCI, leasa recaivablas and carain loan
commitmeants and financial guarantea contracts, At initial recognition, an impairment allowance (or provizion in the cate of commitmants
and guarantesas) is required for expactad credit losses ("ECL') resulting from dafault events that are possible within the naxt 12 months
{"12-month ECL'). In the event of a significant increase in credit risk, an allowance {or provision) is required fer ECL resulting from all
pessible default svenis over the expected Iife of the financial instrument { lifetime ECL'}. Financial assets where 12-month ECL is
recognized are concidarad to be ‘stage 1°; financial azcete which are concidared to have experienced a significant increase in eradi risk
ar in ‘stagae 2°; and financial assets for which thare iz objective avidance of impairment so are considared to be in default or ctharwize
cradit impaired ara in 'stage 3°.

The azzessment of credit rick and the astimation of ECL are required 1o be unbiazed and probability-werghted, and should incorporate all
availabla information which iz relevant to the aszezsment including information about past evants, currant cenditions and reasonable and
supporable foracasts of sconomic conditions at the reporing date. In addition, the estimation of ECL chould 1ake into aceount tha tima
value of monay. Az a result, the recognition and maasurament of impairmant i intendad to ba mora forward-locking than

under HKAS 29, and the resulting impairment charge will tend 1o be more volatile. HKFRS 9 will alzo tend to resull in an increaze in the
total level of im pairment allowa neces, sinca all financial assets will be azsecsed for at least 12-month ECL and the population of financial
assets to which lifetime ECL applies iz likely 1o be largar than the populatien for which there iz ehjective evidence of impairmant in
accordance with HKAS 39

Hedge accounting

The ganeral hedge accounting requiramants aim te simplify hed ge accounting, creating a ctronger link with sk managameant strategy
and parmitting hadge accounting to be applied to a graater variety of hedging instruments and risks. Howaver, they do not explicithy
address macro hadge accounting strategias, which aré particularly impartant for banks. Az a razult, HKFRS 9includes an accounting
pelicy cheice to remain with HKAS 39 hedge accounting.
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Transitional impact

With the axcaption of the provigions ralating to the precantation of gaine and locsas on financial liabilities decignated at fair value,
which wera adopted from 1 January 2017, the requirements of HEKFRS 9 'Financial Instruments” will be adopted from 1 January 2018,
HKFRS 9 includas an accounting policy choice to continue with HKAS 39 hedge accounting, which the group has axercized, although it
will implament the revised hedge accounting disclosures required by the related amendments to HKFRS 7 “Financial Instrumants:
Disclosuras’. Tha claszification and measuremeant and impairment requiremants are applied retrospactivaly by adjusting tha opaning
balance cheet at the date of inftial application, with no requirement 1o rectate comparative pariods, The group does not intand 1o restate
comparatives.

Tha adoption of HKFRS 9 iz axpectad to reduce net assets st 1 January 2018 by HK$7,290m, with classification and measuramant
changes reducing net assels by HKE4,674m, impairment reducing net assets by HK34,187m, and the resulting changes to deferred tax
incraazing net azsets by HK31,57 1m. There iz no material impact on the group’s capital resourcas,

HKFRS 15 ‘Revenue from Contracts with Custormners”

In July 2014, the HKICPA izsued HKFRS 15 'Revenue from Contracts with Custamers” and 1t ic effective for annwal periods beginning on
or aftar 1 January 2018, HKFRS 15 provides a principlec-based approach for reveanue recognition, and introduces the concapt of
recognising revenue for performance obligations as they are satisfied. The group will adopt the standard on its mandatery effective data,
and the standard will be applied on a retrospactive basiz, recognizing the cumulative effact, if any, of initially applying the standard az an
adjustment ta the opening balance of retained sarnings. The group has assessed the impact of HKFRS 15 and expects that the standard
will havea no significant affect, whan appliad, on tha conzelidatad financial statemants of the group.

HKFRE 16 ‘Loazes”

In May 20186, the HKICPA izzuad HKFRS 16 ‘Leazas’ with an affective date of annual pariods baginning on of after 1 Januwary 2019,
HKFRS 16 rezultz in lesseas accounting for mest leases within the scopae of the standard in & manner similar to the way in which finance
leazes are currantly accounted for under HKAS 17 'Leases”. Laszees will recognise 3 “right of use” asset and a corresponding financial
liability on tha balance shest. Tha azzet will be amorntised ovar tha length of the lease and the financial lability measured at amortisad
cost, Lessor accounting remains substantially the came as in HKAS 17, The group i= currently ascessing the impact of HKFRS 16and ot iz
mot practicable 1o quantify the effact as at the date of tha publication of these financial stataments. Existing operating leasa
commitments are set out in note 32

HKFRS 17 ‘Insurance contracts”

HKFRS 17 ’Insurance contracis” was issued in January 2018, and seis cut the requirermants that an entity zhould apply in accounting
for insurance contracts it issues and reinsurance contracts it holds. HKFRS 17 is effective from 1 January 2021, and the group &
considering s impact.

(¢} Foreign currencies

Items included in aach of the group's entities are meacurad using the currency of the pnmary econamic anvironment in which the antity
aperates {the 'functional currency’). The group’s consolidated financial statements are presented in Hong Kong dollars.

Transactions in forasgn currencies are recorded at the rate of axchange on the data of the transaction. Assets and liabilities dencminatad
in foreign currencies are translated at the rate of exchange at the balance sheet date except non-monetary assets and Babilities measured
at historical cost that are translated using the rate of exchange at the initial transaction date. Exchange differences are included in ather
comprahansive income of in the incomea statemant depanding on whera the gain or loss on the underlying fem iz racognisad,

In the consolidated financial statements, the assets, liabilities and results of fareign aperations whose functional currency is not Heng
Kang dollars are tranzlatad inte the group’s presentation currancy at the reporting data. Exchanga differences arising are recognized in
ather comprehensive income, On disposal of a foreign operation, exchange differences previously recognised in other comprehensive
incoma ara raclazsified te the incoma statemant.

(d} Presentation of information
Cartain dicclosuras required by HEFRSz hava bean included in tha audited cactionz of tha Anrual Repart and Accounts as fallowe:
# Consolidated inceme statement and balance sheet data by global business are included in the 'Financial Review' on page 9.

* Dizcloguras concemming the natura and axtant of ricks ralating to banking and insurance activitias are included in tha "Risk’ saction on
pages 14 to 28 and pages 30te 33,

* Capital dsclosures are included in the ‘Capital® section on page 34,

In accerdance with the group’s policy to provide disclosures that halp othar stakeheldars to understand the group’s parformance,
financial pesition and changes thereta, the information providad in the Notés on the Financial Statements, the Rk sacticn and the
Capital section goes beyend the minimum bevels required by accounting standards, statutory and regulatory requiremaents. In addition,
the group atsecces good practica recommaendations izzued from time te tima by relevant regulators and standard sattars and will assess
the applicability and ralavance of such guidance, anhancing disclosures whara appropriate.

(e} Critical accounting estimates and judgements

The preparation of financial information requires the use of estimates and judgaments about future conditions. In view of the inharant
uncartainties and the high level of subjectivity invalved in the recognition or measurement of dems highlighted as the critical accounting
astimatas and judgements in note 1.2 balow, it & possible that the cutcomes in the next financial year could differ from these on which
managemant's astimates ara baced, resulting in maternally diffarent concluzions from those reached by management for the purposes of
tha 2017 Financial Statements. Management's selection of the group’s accounting policies which contain critical estimates and
judgements reflacts the materiality of the itams 1o which the policias are applied and the high degree of judgement and estimation
uncartainty invalved.
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{fi Segmental analysisz

The group’s chief aperating decision-maker is the Executive Comminea which operates as a general management committes under the
direct authorty of the Board and cperating segments ara reported in a manner conzistant with the internal reporting provided to the
Exacutive Committes,

MMeasurament of segmantal assets, labilities, incoms and expenses is in accordance with the group’s accounting policies. Segmaental
income and expances include transfers betwean segments and thesa transfers are conducted at arm's langth, Shared costs are included
in segments on the basis of the actual recharges mada.

{g} Going concern

The financial statemants are prepared on a going concern basis, as the Directors are satizfed that the group and parent company have
tha rezources 1o continue in business for the foreseeable future, In making this aszeszmaent, the Directors have considered & wide range
of informaticn relating to present and future cenditions, including future projections of prefitability, cash flows and capital recources.

1.2 Summary of significant accounting policies
{a) Consolidation and related policies
Imvestments in subsidiaries

Whare an entity it governad by voting nghts, the group conzolidates when it holds, directly or indirectly, the necessary vating rights to
paszt rasclutions by the governing bedy. In all other cases, the asseszment of contral iz more complax and requires judgament of other
factors, including having exposure to varability of returns, power to direct relevant activities and whether power is hold as agent or
principal.

Buszinazz eombinations are accountad for using tha acquisition mathed. The amount of non-contralling intarest iz meacurad aithar at fair
value or at the nen-centrelling interast's proportionate share of the acquiree’s identifiable net assets. This alection is made for each
business coembination.

The Bank's investmeants in subszidiaries are stated at cost lass impairment losses,

Goodwill

Goodwill is allocated to cash-ganerating units for the purposa of impairment tasting. Impairmant testing & parformed at laast annually, or
whenaver thare iz an indication of impairment.

Interests in associates

The group claceifies investmants in entities over which it has significant influence, and that ara neither subsidiaries nor jeint
armangemantis, as associates.

Inveastimanic in associates are recegniced uzing the equity mathed. The attributable share of the resultz and raserves of aszociates are
included in the conscolidated financial statamants of the group based on aither financial statameants made up te 31 Decamber or pro-ratad
amounts adjustaed for any matarial transactions or evants cccurming batwaan the date of financial statamants available and 31 Dacember.
Investimants in associates ara aszasted a1 each reporing date and tested for impairment whan thare ie an indication that the invastmant
may ba impaired. Goodwill on acquisitions of intarests in associates iz not tested separately for impairmant but iz assessad az part of the
carrying amount of the investmeant.

Critical accounting ectimates and judgements

Impasirment tegting of mwestments in asSocmbes involves significont judgement in déermining the valee in uss, ond in particulsr estmating the present
vialpas of cagh fows expectad 19 arme frdm continuing 19 hold the investmant The most figaificant jud gements rekate 10 he imparmant tsing of ouf
imesimantn Bank of Communcabons {"Bolom’] Key assumptions ussd in estimating Bolom's value in use, the sensatwity of the value in use calcukation
to different mssumpbons and o sensitivity anatysis that shows the chonges in key assumptions that would reduce the woess of value in use ower the
carnying amount [the ‘head room'] 1 nd are described n note 16

{b} Income and expenses

Operating income

Interest income and expense

Interest income and expense for all financial instruments, excluding those classified as held for trading or designated at fair value are

racognizad in ‘Intarast incoma’ and ‘Intarect axpanza’ in the incoma ctatament using the affactiva intarast mathod. Howevar, az an

axception 1o this, intarest on debt sacuritias izsued by the group that are decignated under the fair value option and derivatives managed

in eonjunecticn with those dabt securities are included in interest axpancza.

Intarest on impaired financial aceets iz racogniced using the rate of interast used 1o dizcount the future cach flows for the purposa of

maasuring the impairment loss.

Non<interest income and expense

Fea income iz earnad from a diverse range of sarvices provided by the group to its cuztomers. Fea incoma iz accounted for as follows:

¢ income sarmed on the execution of a significont act is recognised as revenue when the act is completed (for example, fees arising
from negotiting & transaction, cueh az the acquizitien of chareeg, for a third party]; and

* incoma earnad from the previzion of services iz mcogniced as revanue ac the sarvices are previded {for axample, acset manageamant
SBMNVICES).

Mat trading incoma comprizes all gains and loszesz from changes in the fair velue of financial aszets and financial liakilities hald for

trading, 1ogether with the related interest income, axpanse and dividends,

Drvidend income 15 recognised when the right to recane payment is establiched. This is the ex-dividend date for listed equity securities,
and uzually the date when shareholdars approve the dividand for unlisted aquity securitias,
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Met income from financial instrumants 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 proft or loss, including derivatives that are managed in conjunction with those
financial assets and labilties, and labilties under investment contracts. Interest inceme, interest expense and dividend incoms in
razpect of thosa financial instrumeants are also included, axcapt for intarast arising from debt securities issued by the greup and
darivatives managad in conjunction with those dabt securitias, which iz recognized in ‘Intarest axpanse’.

Tha accounting policies for insurance premium incoma are disclosed in note 1.2{f).
(e} Valuation of financial instruments

All financeal nstrumeants are initially recognized at fair value, Fair value iz tha price that would ba received to sall an asset or paid te
transfar a liability in an erdarly transaction betwaeen market participants at the measurement date. The fair value of a financial instrument
an initial recognition i genarally ite tranzaction price (that iz, tha fair value of the eonzidaration given or received). Heweaver, if thera iz a
difference betwaen the transaction price and the fair value of financial instruments whose fair value iz based on a quoted price in an
active market or a valuation tachniqua that uses only data from obzervabla markets, the group ecognizes the diffarence ac a trading gain
ar loss at inception {'day 1 gain or loss'). In all other cases, the entire day 1 gain or loss is deferred and recognized in the income
ztatarnant over tha life of tha tranzaction until tha tranzaction matures or ic closad out, the valuation inputs bacome obearvable or the
group enters inte an offseiting transaction,

The fair value of financial instruments is generally measured on an individual basis. However, in cases where the group manages a group
of financial aszets and liabilnies according to its net market or credit nzk exposura, the fair value of the group of financial instrumeants is
measured on a net bazis but the underlying financial aszets and labilities are prasented separately in the financial statements, unless
they caticfy the HEFRSs offzatting criteria.

Critical accounting estimates and judgements

Thea mapny af valuanon echnigues Elﬂﬂ:ﬂ‘f l:Il"ll',' obgervable markeTdam However, cartain hinanceal ingiruments are valued on the beges of valuaton
echniques that featund oné of mond significont makst mpots that are unobsenable, whene the mepsurement of Tmr value B mone judgamental

{(d} Financial instruments measured at amortised cost

Loans and advances to banks and customers, held-to-maturity investmants and most financial liabilties are measured at amontized cost.
Tha carrying value of thase financial assets at initial recognition includes any directly attributable transactions costs. If the initial fair values
iz lowar than the cach amount advancad, such az fer soma leveraged finance and syndicated lending activities, the difference ic defarrad
and recognised aver the ife of the loan (as described in paragraph (c) above) through the recognition of interast incomae, unless the lean
bacamas impairad.

The group may commit 1o underwrite koans on fixed contraciual terms far specified pericds of time. When the loan ansing from the
lending commitmeant iz axpected to be hald for trading, the commitment to lend is recorded as a darivative. When the group intends to
held the lsan, a provision on the loan commitment i only recordad where it is probable that the group will incur 8 loss,

Impairment of lcans and edvances

Lozses for impawed loans are recognized when there iz abjective svidence that impairment of a loan of portfelio of loans has cccurred,
Lozeesz which may arize from future events are not recogniced,

Individually asgessed loans and advances

The factors considerad in detarmining whather a loan is indridually significant for the purposes of assessing impairmant include the size
of tha laan, the number of loans in the portfelio, the importance of the individual koan relationship and hew this iz managed. Loans that
ara datarmined to ba individually significant will ba individually azzesced for impairment, axcapt when velumes of defaults and lozzes are
sufficiant 1o justify treatmant under a collactive methodalogy.

Loanz conciderad ac individually significant ara typically to corporata and commarcial customars, are for larger amounts and are
managed on an individual basiz. For these loans, the group considers on a case-by-case basis at each balance sheet date whather thare
iz any cbjective avidence that a lcan is impaired.

The detarmination of the realicable valua of security iz baged on the most recently updated market value at the tima the impairmeant
assassmaent is parformed. Tha valua iz not adjusted for expectad future changes in market prices, though adjustments ara mada 1o reflact
local conditions such as forced sale discounts.

Impairmant losces are calculated by dscounting the expacted future cash flows of a foan, which include expected future receipts of
contractual interazt, at tha loan's original effective intarest rate or an approximation thareof, and comparing the resulant prazent valua
with the lcan’s current carrying amount.

Collectively azsessed loans and advances
Impairment is assessad collectively to cover losses which have bean incurred but have not yet been identified on loans subject to

individual aszezsmeant or for hemogeaneous groups of loans that are not considered individually significant, genarally retail landing
porfalios,

Incurred but not yvet identified impairment

Individually assessad loans for which no evidenca of impairmant has bean spacifically identified on an individual basis are grouped
together accarding to their credit rick characteristics for a collactive impairmeant rent. This ment capiures impairment
lozzes that the group has incurred a2 a recult of avents eccurring bafore the balance cheat date which tha group iz not able to identify on
an individual lean bazis, and that can be reliably estimated. When infermation becomes available which identifies locces on individual
loans within a group, those loans are removed from the group and assessad individualby.
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Homogeneous groups of loans and advances

Statistical methods are used to determine collective impairment losses for homageneous groups of loans not considered indrvidually
significant. The methods that are used to calculate collective allowsances are:

+ When appropriata ampirical information iz availabla, the group utilises roll-rate methodology, which amploye ctatistical analyses of
historical data and exparience of delinquency and default 1o reliably estimate the amount of the loans that will eventually be written
off as a result of the events cccurring before the balance sheet date. Individual loans are grouped wsing ranges of past due days and
statistical estimates are made of the likelihood that leans in each range will progress through the various stages of delinquency and
become irrecoverable, Additicnally, individual loans are segmented bazed on their credit characteristics; such as industry sector, loan
grada or product. In applying this methodeology, adjustmants are made to astimate tha paricds of time between a loss avant occcuming,
for exampla through & miszed payment, and its confirmatien through write-off (known az the loss identification panad). Current
economic conditions are also evaluated when calculating the appropriste level of allowance required to cover inherant loss. In certain
highly-developad markeiz, models alzo take into account behavioural and account management trends az revealad in, for example,
bankruptey and rescheduling statistics.

* Whan the portfolio size = small or when information is insufficient or not reliable anough to adopt a roll-rate methodology. the group
adopts a basic formulaic approach based on historical loss rate experience, or a discounted cash flow medel. Where a basic formulaic
approach i undertaken, the penicd between a loss event eocurring and its identification is explicitly sstimated by local managemaent,
and i typically batweaan zix and 12 monthe.

Write-off of loans and advances

Loans {and the related impairmant allowance aceounts] are normally wiitten off, aithar partially o in full, when thare i no realstic
prospact of racovery. Whare lcans ara securaed, this is ganerally afier recaipt of any procaaeds from the realization of security. In
circumstances where the net realizable value of any collateral has been determined and there is no reasonable expectation of further
recovery, write-off may be earliar.

Reversals of impairment

If the amount of an impairment loss decreases in a subzequent pencd, and the decrease can be related objectively 1o an event occurming
after the impairment was recognized, the excess is witten back by raducing the loan impairment allowance account accordingly. The
write-back iz recognized in the income statameant.

Azzets acquired in exchange for loans

Whan non-financial assets acquired in axchange for loans az part of an erderly realization are hald for cale, thece assets are recorded as
‘Ascets hald for sale’ and reportad in 'Accruals and deferred incoma, other habilities and provisions’.

Renegotiated loans

Loans subject to collactive impairmant azsessmant whosa tarms have bean renegotiated ara no longer considerad past dua, but are
treated as up to date loans for measurement purposes cnce a minimuem number of payments required have been received. Whers
collectivaly assassed lcan portfolios include significant levels of renagotiated loans, these loans are segregated from other parts of the
loan portfale for the purposes of collective impairment assessmant to reflect their risk profile, Loans subjedt to indnidual impairmen
assassmant, whose terms have bean renagotiated, are subject 1o ongoing review to detarmina whather they ramain impairad. Tha
carrying amounts of loans that have been claccified as renagotiated retain this classification until maturity or deracagnition,

A lgan that is renegotiated i derecognised if the existing agreemant is cancelled and a new agreament made on substantially different
tarme or if tha tarms of an axisting agreament ara modifed such that the renegetiated loan is eubstantially a differant financial
instrumant. Any naw loans that arize following deracognition avents will continue to be disclozed as renegotiated loans and are azzessed
far impairmant az abova,

Critical accounting ectimates and judgements

Loan smparmentalicwsnces repregantmanagement’s beatesnmae of losees incurred in the loan postiolos at the balance shest date. Managament ia regqusred
o exarcise judpgement in making ssEuMpPLons and estimates when calculanng lean mpairment allowances on both individually and colecrvely assessad
loang and advances

Collectnn: im pairment aliowsnces pre suyect 1o sERmaton uncerinty, in part pechuse LIS not practicable to dentify losses on an indnndual loan basis dus
1o the farge number of sndnadually insignifeent loang in the portfolio. The estimation methods include the use of statisbcal anslyses of historcod information,
supplemented with significant management judgement, (0 aeeees whether currant economic and cradit condinons are such that the actusl level of incurred
lcepes i hkely to be greater of less than hiswrical experience. Where changes in economic, regulstony of behavicural condiiens result in the most recent
trands in portiolo sk fsciors being not fully reflected in the statisticsl models, nisk factors are tkan info socount by adjustng the impairment sliowsnces
darived solely from histotecsl bes expaiencs

Rigk factors include lopn portfolio growth, product mix, unem ploymentiates, bankruptoy trends, gecgrophcnl concen ratons, kan product fentures, economic
condivons such as national and local trénds in housing markes, the lewvel of interest mtes, postiold seasoning, scoount mansgement pohoies and prachoes,
changes iy isws and feguiations and othes inBUentes on cus1omer payviment panems. Different Tactons aré sgpbed in diffarent igaons and SoURTHes 10 reflect
local economic conditons, lows and regulations. The methodology and the assumptions used in colculatng impeifment Iosses ore reviesed regulorty in the
light of differences batwien (055 csumates snd actual loss expencnce. For mamphy, roll rotes, oss mws ond thie expected Bming of fulure recove: s are
reguiarly benchmarkid sgainst actual ouCOmes bo &nsure they Feman mppopiE

For indwidually sesessed loans, judgemant 8 required in datermining whethar there i@ objectve evidence that 8 |oss event has occuned and, if 8o, the
measurement of the impament allwance. In determimng whether thede s obgectne evidence han & loss event has occurred, pdgement is exercsed n
evalun by el relevantniomandn on indicanns ofim paitment, meleding the conssderation of wisther paymen s see conractually past-dus and the corsideranon
of othar factors indicating detenoreton in the financial condimon and cutlnok of borrowers affectng their ability 1o pay

A higher lvel of judgement & requined for losns 1o borowers showing signs of financal difficulty in market $6CIors expal #NONG ECONOMIC STESE Pl beulary
whete the likelhood of repayment is aflecied by the progpecs for refinancing of the sals of o speciied 83361 For thost loang whare obpectve swndencs of
Im painment exits, menagement determine the size of the allowance required based on 8 rangs of factors such 8s the realisabbe value of securnity, the kioehy
dinedend svosloble on bguidnton or bankruptcy, the visbiity of the customes’s business model ond the copacity 1o trode success fully out of Tinancal difficuties
ond generate sufficient cash flow to service debt obligotons

The exercige of judgement requires the use of BEEsumptions which are highty subjectve 3nd very s2neitve 1o the rak factors, in partcular o changes in
economie and credit conditions across & ladpe number of geographical areéas. Many of the fBctors heve a high degree of interdependency and there i no
sngle oo o which our losn impairment sIowances 88 & whols are gensne
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Notes on the Consolidated Financial Statements

MNon-trading reverse repurchase, repurchasze and similar agreaments

When debt securities are sold subject 10 a commitment 1o repurchase them at a predetermined price {'repos’], they remain on the
balance shaest and a liability is recordad in rezpect of the consideration received. Sacurities purchased under commitmants to resall
{"reverse repos’) are not recognized on the balance cheet and an asset & recorded in respect of the initial consideration paid. Nen-trading
rapos and reverse rapos are measurad at amorized cost. Tha difference batwaean the sale and repurchase price or between the purchaze
and razala price iz treatad ac intarest and recognicad in net intarast incama over tha lifa of the agraarmant,

Contracizs that are economecally equivalent to reverse repurchaze or repurchase agreements (such as sales or purchases of debt
sacuritias enterad into together with total return swaps with the same counterparty) are accounted for similarly to, and prezanted
togather with, revarsa repurchase or rapurchase agrasmanis.

(&} Financial instruments measured at fair value
Ayailable-for-sale financial assats

Available-for-zale financial assets are recognized on the trade date when the group enters into contractual arrangements to purchase
thosa instruments, and are normally derecognized when they are either sold or redeemed, They are subsaquently remeasured at fair
value, and changes tharein are racognized in othar comprahanzive income until the aszets are either sold or bacome impaired. Upon
disposal, the cumulative gains or loczes in other comprahansive inceme are recogniced in the income statamant as "Gainc less losses
from financial investmants’.

Impairrant of svailabla-for-cals fnancial azzetz

Available-for-sale financial assets are assessed at each balance sheet date for objective evidence of impairment. Impairment losses are
recegnized in the mcome statemant within ‘Lean impairment charges and other credit nsk provisions” for debt instruments and within
‘Gaing lags lozsas from financial investmeants’ far aquities,

Availabie-for-sale deke securities

In assessing objective evidence of impairmant at the reperting date, the group considers all available evidence, including abservable data
or infarmation about avents specifically relating to the sacuritiez which may rasult in a cshortfall in the recovery of futura cach flowe, A
subsaquent declina in the fair value of the instrumant is recognised in the incoma statement whan there is objactive evidence of
impairmant as a result of decreazes in the estimated future cash flows. Where thera iz no further objective evidence of impairmant, tha
decling in the fair value of the financial asset is recognized n other comprahensive income. If the fair value of a debt securtty increases in
& subzaquent period, and the increase can be objectivaly ralated 1o an event cccurring after the impairment loss was recegnisad in tha
incoma statemant, or the instrumant i no konger impaired, the impairmant loss is reversad through the income statamant.

Avaiigbie-for-sale equity securilies

A significant or prolenged decline in the fair value of the equity balow itz cost ic objective avidence of impairmeant. |n aszeszing whather it
iz significant, the decline in fair value is evaluated against the cnginal cost of the asset at initial recognition. In assessing whather it is
prolonged, the decline iz evaluated ageinst the continucus pericd im which the fair value of the azset has been below itz criginal cost at
initial recognition.

All gubzaquant increases in the fair valuae of the instrumant are treated asz a revaluation and are recognised in cther cemprahansive
inceme. Subsequent decraases i the fair value of the available-for-zale equaty security are recognised in the income statament 1o the
axtant that further cumulative impairmaent losses have been incurred. Impairment losses recognised on the eguity security are not
reversed through the income statement.

Financial inztrurmeants deaignated at fair value

Financial instruments, other than those held for trading, are classified in this categery if they meet one or more of the criteria set out
balow, and are zo dazignated irrevocably at incaplicn:

¢ the use of the designation removes or significantly reduces an accounting mismatch,

* whan a group of financial azzets, lisbilities or both iz managed and iz performance is evalusted on a fair value basiz, in accordance
with a decumentad rick managemant or investrent strategy; and

= where financial instrumeants contain one or more non-closaly related embedded derivatives,

Dresignated financial assets are recognized when the group enters inte contracts with counterparies, which iz generally on trade date,
and are normally derecognized when tha rights to tha cash flows expire or are transfarred. Designated financial labilities are recognised
when the greup enters inte contracts with counterparties, which is generally on settlement date, and are normally derscognised when
axtinguichad. Subzequent changas in fair values are racognizad in the incomea statement in ‘Net incormea from financial instrumants
daszignated at fair value®

Under this criterion, the main classes of financial instruments designated by the group are:
Long-term dabt issues

The interest andior foreign exchange exposure on cenain fixed rate debt securities issued has been matched with the interest andfer
foreign sxchange exposure on cartain swaps a5 part of a documented risk management strategy.

Financial aszets and financial Fabiities under unit-linked and non-linked invesment contracts

A contract undar which the greup does noet accapt cignificant insurance rick frem anather party iz not claceified a2 an inzurance contract,
othar than invastment contracts with discretionary participation features {'DPF'}, but is accountad for as a financial liability. See note
1.2(f) for investment contracts with DPF and contracts where the group accepts significant insurance risk. Customer liabilities undar
linkad and cerain nen-lnked investmant contracts issued by insurance subsidiaries and the correspending financial assets are
dezignated at fair value, Liabilities are at least equivalent to the surrender or transfer value which is calculated by reference to the value
of the relavant underlying funds or indices. Pramiums recsivable and amounts withdrawn are ascounted for as increases or dacrasses in
tha liability racordad in recpect of investment contractz. The incremeantal cocts directly ralated to the acquisition of new investmant
contracts or renawing axisting investment contracts are defarred and amortised ovar the period during which the investment
managameant sarvicas ara provided.

58 The Honglkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2017

216/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

Darmvatives

Derivatives are financial instruments that derive their value from the price of underlying items such as equities, interest rates or other
indices. Darivatives are recognized initially and are subzeaquently measurad at fair value, with changes in fair value generally recorded in
the incomea statement, Derivatives are classified a2 azsets when their fair value iz positive or az liabilities whan their fair value iz negative,
This includes ambaddad darivatives which are bifurcated from the hest contract when they meet the definition of a derivativa on a
ctand-alona baciz and are required by HKFRSs 1o ba accountad for zaparataly fram the host centract

Gainz and losses from changes in the fair value of denvatives that do not qualify for hedge accounting are reported in ‘Met trading
incorna’. Gaine and lossas on derivativez managed in conjunction with financial instruments decignated at fair value are reporad in "MNet
incoma from financial instrumants designated at fair value’ together with tha gains and lozses on the economically hedged tems. Whare
tha denvativas are managed with dabt securities issued by tha group that are dazignated at fair value, the contractual intarast ic shown in
‘Interest expense’ together with the interest pavable on the ssued debt,

Hedge accounting

Whan darivatives ara hald for sk managemant purposes they are designatad in hadge relationships where the required cnitaria for
documentation and hedge affectivensss are met, The group enters into fair value hedges, cash flow hedges or hedges of net investmants
in feraign oparations as appropriate to the rick being hedgad.

Fair value hedge

Changes in the fair value of derivatives are recorded in the inceme statemant, along with changas in tha fair value of tha hedged acsate
or liabilities attributable to the hedged risk. If a hadga relationship ne longar meets the criteria for hedge accounting, hedge accounting is
dizcontinued; the curmulative adjustrment to the carrying amount of the hedged itam iz amortized to the income ctatemant on a
recalculated effective interest rate over the residual period 1o maturity, unless the hedged item has been derecognised, in which case it is
recognisad in the incoma statement immediataly,

Cazh flow hedge

Tha effective portion of gains and losses on hedging instrumients is recognised in other comprahensive income; the ineffective portion of
tha change in fair value of hedging inctrurnents that are pan of a cash flow hedge relationship iz recognized imrmadiataly in the income
statarnant within ‘Mat trading incema’. The accumulatad gains and losses recognisad in other comprehensive income are reclassified to
tha incomea statamant in tha came pariods in which the hadgad itam affects profnt or less. In hadges of foracast transactions that result in
recegnition of a nen-financial asset or liability, previous gains and losses recognised in other comprehensive income are included in the
initial maaczuremeant of the asset or liabildy. When a hedge ralationship iz diceentinued, any cumulative gain or loss recogniced in othear
comprehensive income remains in equity until the forecast transaction is recognised in the income statement. When a feracast
tranzaction iz no longer expectad to oceur, the cumulative gain or loss previcuzly recognized in other compraehensive income iz
immadiataly reclazzified to the income statement.

Nat investment hedge

Hadgas of net investmeants in foreign oparations ara accounted for in a similar way to cash flow hedges. Tha effective portion of gainz
and losses on the hedging mstrument is recognised in other comprehensive income; other gains and losses are recognised immediately
in tha incoma ctatameant. Gains and lozses previously recognized in other comprahencive incomea are raclazcified to the incoma ctatermant
on the disposal, or part disposal, of the foreign eparation

Darivatives that do not qualify for hedge accounting

Non-qualifying hadges are derivatives antarad into as economic hedges of aszsets and labilities for which hedge accounting was not
applad.

{fi  Insurance contracts

A contract is classified as an insurance centract whers the group accepts significant insurance risk from ancther party by agresing to
compansate that party on the occurrance of a specified wncertain future avent. An insurance contract may alzo transfer financial risk, but
is accounted for as an insurance contract if the insurance risk is significant. In addition, the group issues investment contracts with
dizcrationary participation featuras ('DPF’) which are alzo accounted for a¢ insurance contracts &z requirad by HEFRS 4 ‘Incurance
Contracts’,

Net insurancs premium income

Premiums for ife insurance contracts are accounted for when receivable, axcept in unid-linked insurance contracts where premiums are
accountad for when liabilitiaz are established.

Reinsuranca pramiums are accounted for in the same accounting pencd as the pramiums for the direct insurance contracts to which they
ralata.

Met insurance claims and benefits paid and movements in habilities to policyholders

Groze insurance claims for life insurance contracts reflact the total cost of elaime arizing during the year, including claim handiing costs
and any policyhalder bonuses allocated in anticipation of 8 bonus declaration,

Maturity claims are recognized when due for payment. Surranders are recognizad when paid or at an sarler date on which, following
notification, the palicy ceasas 1o ba included within the calculation of the related insurance liabilities, Death claims are racognised whean
notified.

Reinsurance recovarses ara accounted for in the same paried as the relatad claim.

Liabilities under insurance contracts

Liabilivies under non-linked life incurance contracts are calculated by each life insurance operation based on local actuanal principles.
Liabilities under unit-linked life insurance contracts are a1 least equivalent to the surrender or transfer value, which = calculated by
referance 1o the value of the relevant underlying funds or indices.
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MNotes on the Consolidated Financial Statements

Future profit participation on insurance contracts with DPF

Where contracts provide discretionary profit participation benefits to policyholders, llabilties for these contracts include provisions for the
future dizcreticnary benafits to policyholders. Theze provisions reflact the actual performance of tha investment portfolic te date and
managemeant’s axpectation of the future performance of the azsets backing the contracts, as well as other experience factors such az
mortality, lapses and operational efficiency, where appropriate. This banafit may arica from the contractual tarms, regulation, or past
distribution paliey,

Investment contracts with DPF

While investmant contracts with DPF are financial mstruments, they continue to be treated az insurance contracts as requirad by

HKFRS 4. Tha group tharefore recognizas the pramiums for thoze contracts as revanue and recognizas as an axpanzea the resulting
incraase in the carrying amount of the lmbility.

In the case of nat unrealicad invastmant gainzs on these centracts, whosa discretionary banefits principally reflact the actual parfformance
of the investmant perfolio, the correzponding incraaza in tha labilities iz recegnized in either the incoma statament or cthear
comprehansive income, following the treatmant of the unrealised gains on the relevant assets. In the case of net unrealized lozses. a
deferred parnicipating asset is recognized only 1o the exent that its recoverability is highly probable, Movements in the liabilities arising
frem realized gains and loczes on relevant aszels are recognizaed in the incoma statamant.

Prezent value of in-force long-term insurance business

Tha valua placad on insurance contracts that are claczifiad az leng-tarm incurance buziness or long-tarm invastmant contracts with DPF
and are in forcs at the balance sheet date iz recognized ac an ascet. The aszet reprasents the present value of the equity halders” intarest
in the isguing insurance companies’ profits expacted to amarge from these contracts written at the balance cheat data. Tha PVIF aszet is
presented gross of attributable tax in the balance shest and movements in the PVIF asset are included in "Other operating income’ on a
gross of tax basis.

Critical accounting estimates and judgements

The value of PVIF dependa upon sssumptions regarding future eventa The PVIF is determined by decounting those expected future profits using sppaopiiate
B LT PGS 1N BEEeRE N facton such a8 fuure mortahty, lapes raws and levels of expansas, and 8 rek digoovntrate that feflects the nek premium stinbumble
1o the reppective contracts. The FVIF incorporates sliowances for both non-market risk and the valse of financisl optons and guarmnptess. The sgsum prons
ale resseessed ateach repoiting date and chenges in the estimates which affect the valus of PVIF are reflscted in the income statemant

fg) Property

Land and buildings

Land and buildings held for own use are carniad at thair revalued amount, being the fair value at the date of tha revaluation less any
csubzeaquent accumulated depraciatien and impairment loczas.

Revaluations are performed by professionsl qualified valuars, on a market baziz, with sufficient regularity to ensure that the net carrying
ameount does not differ materially frem the fair value. Surplusas arizing on revalustion are cradited firsthy to the incoma statamant, to the
wxtent of any deficis ansing on revaluation previoushy charged to the income statemant in respect of the same land and buildings, and
ara thareafter taken 1o the 'Property revaluation reserve’. Deficits arising on revaluation are first set off against any pravious revaluation
surpluses included in the "Property revaluation reserve’ in respect of the same land and bulldings, and are thereafter recognized in the
incoma statemaeant.

Buildings hald for own use which are situatad on leasehold land whaere it is possible to reliably ceparate tha value of the building frem the
vialug of the leaseheld land at inception of the lsase are revalued by professienal qualified valuers, on a depreciated replacement cost
bazis or eurrandar valua, with cufficiant regularély 1o anzura that the nat carrying amount doas not diffar materially frem the fair valua.
Leasshold land and buildings are depreciated over the shorter of the unexpired terms of the leases of the remaming useful lives

The Government of Heng Kong owns all the land in Heng Kong and permits its use under leasehold arrangemants, Similar arrangemants
axist in mainland China. At inception of the leace, where the cost of land ic knewn or can ba reliably determined and the term of thae leaze
iz not less than 50 years, the group records itz interests in leasshold land and land uze rights as land and buildings held for own uze.
Whare the tarm iz less than 50 years, the group records its interests az operating leases.

Wheara the cost of the land iz unknown or cannot be reliably determined, and the leasehold land and land use rights are net claarky hald
under an oparating laase, they are accounted for as land and buildings held for own uze.

Invastrment propertios

Tha group haldz cartain propartias as invastmants 1o earn rentals or for capital appreciation, or both, and thoza investment propartias are
included on balance sheet at fair value with changes in fair value being recognized in the income statemant.

{h} Employee compensation and benefitz

Post-employment benefit plans

The group oparates a number of pension schemes (including defined benefit and defined contnbution} and post-em ployment banafit
schameas.

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

Dwfinad benafit panzion obligations are calculated using the projectad unit credit method. The net charge to the incoma statement mainby
comprizas tha service cost and tha net interast on the net dafined banafit azzet or liability and iz precentad in operating expensas,

Re-measurements of the net defined benefit asset or liabiity, which comprise actuanal gams and losses, return on plan assets excluding
intarast) and the affect of the ascet cailing (if any, axcluding intarast), ara recognized immediataly in othar comprehensive income, The
net dafined banafit ascat or liability represents the prezent value of defined banefit abligations reduced by the fair value of plan aszaets
aftar applying the aszat cailing test whara tha net dafined banafit surplus i imited to tha prezant value of available refunds and
reductions in future contributions to the plan,
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i) Tax

Income tax comprises current tax and deferred tax. Income tax & recognised in the income statement except to the extent that it relates
to tems recognized in other comprehensive incomea or directly in equity, in which case it is recognized in the same statement in which
the related item appears.

Current tax iz the tax axpacted to be payable on the taxable profit for the year and any adjustment to tax payable in respect of previous
years, The group provides for patential currant tax liabilties that may arize on tha bazis of the amounts expected to ba paid to the tax
authories

Dafarred tax iz recognizsed on tamporary differences batwean tha carrying amounts of ascets and liabilities in tha balance sheat and the

ameunts attnbuted to such assets and labilities for tax purposes. Deferred tax 15 calculated wsing the tax rates expected 10 apply in the
parieds in which the assets will ba realized or the liabilities settlad.

Currant and defarrad tax ic calculated bazed on tax rates and laws anacted, or substantivaly anacted, by the balance zheat data.
(i} Provizions, contingent liabilities and guarantees
Prowvisions

Previsions are recognised when it i probable that an cutflow of economic benefis will be required to settle a present legal or
constructive obligation which haz arizen az a result of past eventz and for which a reliable astimate can be mada.

Critical accounting estimates and judgements

Provisions

Judgement i involved in detsrmiming whether & present obligation exists and in estimatng the probabidity, timng mnd smount of any outflows
Professional expent adwice i tnken on the sesessmeant of lingaton, praperty (incleding onemous contriecrs] and simisr abligations. Provisons for kegal
proceedings and reguisiony meteds typecally requine o highet degree of judgement than ather Types of provgons, When mathers are atan eaily smage,
BoCountng judgements can be diffecult becawse of the high degres of uncertminty assocmbid with determining whothar o prisent obligaton exists, and
estmantng the probabdity ond amount of any outlows thot may anse As matters progress, monagement ond legol advisers evalunte on B0 ongoing basis
whgther provgions should be recognised, revising previous [udgements and estmates 35 sppropaate At mong advanced stiges, 1T S typaoally emgier 1D
make judgements and estma®s around & better defined set of posaible cutcomes Howeyer, the amount provisioned can remam very sensitne o the
pssumptons used. There could be & wide renge of possible outcomes for any pending legal proceedengs, investigatons of mquinies. As o reault it is often
not practicable 0 quantify o rangs of possible outcomes for mdandunl matiers. [T is also not practicable 1o meaningfully quantify ranges of potentnl
cutcomes in sggregate for these types of provisions because of the diverse nature and circumstances of such maters and the wide renge of uncermnoes
inviolved

Contingent liabilities, contractual commitments and guarantees
Contingant labiities
Contingant liabilitiaz, which includa cantain guarantees and letters of credit pledged as collateral zecurity and contingant labilities ralated

to lagal proceadings or regulatory matters, are not recognized in the financal statements but are declosed unless the probability of
sanlamant is remaota,

Financial guarantes contracts

Liabilities under financial guarantes contracts which are not classified as insurance cantracts are racarded initially at their fair value,
which iz genarally tha fes received or precant value of the fes raceivabla.

The Bank haz izzued financial guarantess and similar contracts to other group entities. The group elects to account for cenain guaranieas
a5 insurance centracts in the Bank financial statements, in which case they are measured and recognised as insurance liabilities. This
alaction is made on a contract by contract basis, and is irrevecable,
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2  Operating profit
{a} Met interast income

Within net interest income, thare iz an amount of HKS277m (2016: HK$374m] interest incoma recognisad on impairad financial aszets in
tha year.

(b) MNet fes income

7 2018
HE§m Higm
Acoount sevioas 2,863 3,083
Fisnda urdias msnagamant 7,000 B
Carda TE22 P =]
Cradit Tegias 2,886 £.620
Brokmg incarma 4,386 3431
Impotafipe e 36827 4T
Ut tnysta 6,987 6,656
Undarwraing 1477 1168
Ram Atancas AMN6 il
ol cugtody 31,626 480
INELIFBNCG BYANCy oMM mEon 1,982 1746
Cithar 6,540 h.952
Fam incomae 5232 47,189
Faw axpanse 9,162} BT
43,150 58,000
Meat fea income includes
7 Fakl
HE$m HESm
Mat fea incoms noludes the Tollwang
Mol Tea oo, oMl than smaunts mckeded o delarmnang 0 offestas nTaneet mie, anaing from fnanoed ciests or finandces|
lmbiltms that era not held for treding or dessgnated st {air walue 1.03 TLEX2
= fag ngoma 15,443 14,62
= Has axpanss {2.412) F.280)
Mot faa ineors on trust and othar fadusary sctivities wha e tha group holds or imeets siexte on behell of its sustomars 8,904 .08
= Ta& Nooma 8,843 BES1
= fag aNparos CBEJ {BE&E]
(e} Met trading incoma
2017 2018
HESm I
Danling profits 15,847 18,156
Mat intarest incoma on reding actvitee 154 ame
Dwvidand mpoma from trading seourities A48 2074
Gmina from hadging sctiniss 23 [Xd
Faar wa lus hadgaes
= rat loss on hedged fems sttnbutabls to the hedged risk [ BaE0)
= pat gam on hedgng ingresments ?;ﬂ 2508 |
Cash flow badgas
= nat hedging gam 3B | £3 |
23,210 24,054
{d) Met income from financial instruments designated at fair value
27 Fuih
HE§m HEgen
InGorE on SEE dadrgrabid ot Tar vaiue whesh back rdusance snd meastrmant sentmals 18,162 & 104
Inzranss o fae valus of habildws to customans under inMmetmant conliacts {2.555) 1E61]
15,807 A%
Mat shangs o Ta vales of ofesd Tinancal sebsiafabbtes dapipniated a1 fae wakug' {243} 102
Intirest mcoma on Trancosl aeeste and labihtee depprated ot far valus 15 16
15,380 3,670
T O ¥ Jdancary J01F, T groud sdopted e reguiramants of Wong Koo Faancal Reporung Standard (HEFRE) 3 relatng o e prassniaimnn of (awes a0 bssss on sl Fabases

et raredl F s vk A5 B e, SR SITRCT OF CRAESS A0 S vakae of Shose SEbATes AnEng Mo ch 0 D T ke 5 OF ) G TN B T STl A s

o ratasnad sarangs. fn SETE, the proup recgresed’ ¥ MEEEEm gan from changss a1 Hha far valbe of Se groop's sseedf gisbt secuvitaes anng from changes o own cras? sk
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{e) Gains less losses from financial investments

27 206
Hi§m g
Bans on depoes! of svailablador-sale pecurfws 2,113 1204
Impmimmaent of avaiisblador-snle aguty rvastmants 5 21
2,108 pF ]
Thara ware no geins or leszas on the dispozal of held-to-maturity investrmants in tha year (2018: nil).
{f) Other operating income
27 2015
HH$m Hdm
Movamant n preesnt vake of in-fons induranc busnesa 305 T
Dang on avseimant propsrise A6 3B
Genalbssas] on depesal of proparty, plant snd sgupmant and assets hald for she i (1]
Banal bssas] on dispossl of subedianes, assocetes and busnass portfalos {1848) 1
Rantsl income from mvasimant propartss 426 400
Othar 3,702 f.EE
4,740 11,816

Other included net losses on lcans and raceivables of HK379m (2016: gain of HK$145m). Thare ware no gains or losses on disposal of
financial liabilties measured at amorntised cost in the year {2018: nil).

{g) Leoan impairment charges and other cradit risk provisions

017 ate

HH$m HiKgem

Indaradus by sesasssd imparmant chargas 21984 3,80
= W i g 4,230 BoAEA
= FileREEs 1. 11,687
- FRSdvitiaE {1 =
Cobestawaly aliadisd impRiemant sParges 2,136 2055
Db coadit roEk b o E 107 108
4,437 £.85654

There wera no impairmant changas against available-for-cale debt securities and held-to-maturity investments in the year (2016 nil),
{h) General and administrative expenses

i itk

HE$m HEgn

Pram s and equpemant 7.814 T IR
- tarbal axpansss 3717 2B
= athar pmmmﬂuﬂd ummﬁg&jmunmu 4,007 & 107
Mackoat pnandadﬂl‘lwm K P 2,785 2,808
‘Db ndminietntive expanges 24,187 18,238
34,7846 23.917

Included in eperating expanses were direct operating expenses of HK332m (2016 HE327m) arising frem investment propertses tha
genaratad rantal incema in the year. Direct operating expansec arizing from investmant proparies that did not generate rental incoma
ameounted to HKEdm (2016 HK$4m),

Inslueded in operating expanses were minimum lease payments under oparating leases of HK$3,598m (2016 HK$3,675m).
{i) Auditors’ remuneration
Aydntors’ remuneration amounted to HKS122m (2016 HKEEZm).
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3 Insurance Income

(a) MNet insurance premium income

Mondinked Linked
insursnce Insurance Total
HHK$m HE$m HE§m
2017
(IroRs INEUNBNCE PramiLm iNgomE 1,577 1,669 63,246
Rampirara” gnade of Qrogs MELIANGS DIMM LM NCoME {7,052} {18} {7.070)
54,525 1851 56,176
2016
{IrOBE SELMSMSE HHEMILE iNoomE 7,840 EERE BOAT
Ruinsumrs” shorg of gross insuanNcs pram um Nooma [, ) [&5] [2.558]
53,419 2498 55,512

(b) MNet insurance claims and benefits paid and movement in liabilities to policyhelders

Mandinked Linked
inaursnce Inaurance Total
HKgm HE$m HE§em
2017
Geops <lnems and banafns paed and mevamant in hobilbeg 10 polisyhsldaag 65671 8841 74,512
Claere, benwlits and surrandiis pasd 19,765 7.239 27.004
Movamant i habilieks 45,906 1,602 47,508
Rawssisaeas” ghade of clarns and Banalite peid and moverment o labilides {8, 54} 1,172 5,722}
Ramrsurars” shade of clame, banefts and sursndacs paid {1,727} 1.7 3.
Rairecars” shase of movamant in inbiliss {5, 167) 2,887 2.2
58,777 10,013 8,790
2016
Qroks clorms and benalis pasd and mowamant m babilhse 1o polyholdacs 6,473 4472 G845
Clpme, benadits ond sureandars posd 149,089 T 21,494
Movemant in habilhas A4 004 2077 &8 451
Ruorssisars” gharg of clams and benafits ped and movemant n labildse a514) 165 3855
Ruarmisars” ghore of clama, banelds and surandars paid 114} 18] 135
Ramnsusars” shams of movemant n hebiliben |3, 196 205 {2 8E0 ]
59,569 4827 B4 5BE
4 Employee compensation and benefits
{(a) Employee compensation and benefits
27 Fal
Hilgm HIEm
Wingaa and anianas 36,485 HBATE
Socml sacurity coats 1,110 1,028
Ratizamant banalit coats 2,500 L]
- dafired controubon plens 1,685 1.606
= dafined banafit plans ;s = 2]
40,055 o0, E08
‘Wages end salarias” include the affect of chare-bazed payments arrangaments sz follows:
Ok Pkl
HEgm HEKSm
Rastrcted shawa swards 44 [E=18
Cavengs-ralbbad Snargs and other e ophion pleng 108 0r
L&Z 1,063

{b) Directors’ emoluments

The aggregate emolumeants of the Diractors of the Bank disclosed purcuant 1o section 4 of the Companiez (Dizclozure of Information
about Benafitz of Directors) Regulation wara HKS111m (2016: HK$102m). Thiz comprizes feaz of HK38m (20156 HK35m) and othar
amoluments of HK$102m (2016; HK$S3m) which includes contributions to pansion schemes of HK$1m (2016 HK$1m). Non-cazh
benafitz which are included in other emeluments mainly relate to share-based payment awards, and the provision of housing and
furnishing. Details on loans to directors are set out in note 35,
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{c) Retirement bensafit pansion plans

The group eperates a number of retirement benefit plans, with a total cost of HEE2,.500m (2016: HKS2,498m), the largest of which iz the
HZBC Group Hong Kong Local Staff Retrement Benefit Scheme (“the Principal Plan').

In Hong Kong, the Principal Plan covers employess of tha Bank and cartain cther local employeas of tha Group. Tha Principal Plan
comprises a funded defined benefit schame (which provides a lump sum on retirement but is now closed to new membersh and a defined
contribution schamea, Tha latter waz eztabliched on 1 January 1959 for new amployeas, and the group has bean moving to definad
centribution plans for all new employees. Since the defined benefit element of the Principal Plan is a final salary lump sum scheme, its
axposure to longevity risk and interest rate rizk iz limited.

The trustes assumes the overall responsibility for the Principal Plan but a management committea and a number of sub-committees have
alzo bean establizhed. These committess have bean establizhed to broaden the governance and manage the concomitant issues.

Tha Principal Plan iz predominantly a fundad plan with assets which are hald in trust funds separate from tha group. The actuarnial
funding valuation af the Principal Plan is reviewed at lsast on a triennial basis or in accordance with local practice and regulations. The
aetuarial azzumptions uzed to conduct the actuarial funding valuation of tha Principal Plan vary aceording to the saconomic eonditione.

Tha dafined banafit cchame of tha Principal Plan mainly invasts in bondz with a emaller pertion in aquities and aach invastmant managar
has been assigned a benchmark applicable to their respective asset class. The target asset allocations for the portfolic are as follows:
Bonds 65% and Equity 35%.

(i} Cumulative actuarial locsez recognized in other comprehensive income in respect of definad benefit plans

2017 2016
Hi$m HEEm
Ar T Jorary (7,287} ik |
Actusrial gbing recognsed in 0Me compahanang Nonme 1,640 .06
AL ST Distmibar (5,847 [F261]
{ii} Net asset/(liability) under defined benefit pension plans
Mot dafined benafit Rabifity
Fresemnt valia
of defined
Fuir value of banefit Mt defined
plan Aosets ohligations  benefit lisbiing
HE$m HE$m HE$m
At Jan 2017 14,755 {18,5532) {3,797
Sarvoe wost - {722} (722}
Chattant saryice cos - D'ﬂﬁl Uﬁ
Pt aarvesda GoEl and gans fram SHEmEnTE = 26 76
Nat nharadt axpansa on tha fet delined Banahit mbilty 281 {362) {@1p
Ramassramant effacts racogrsad m othar Gompralensns soms 1,833 T 1,640
~ safam on plan aesats Maciudng interast incoms) 1,633 = 1,633
- mifunnal geng - 7 7
Exchanga diffasances and othat movarants 4501 a8z 2
Gontninbors by the group 722 - 722
Earafna paid {1.774) 1.8349 65
At 31 Dec 2017 ‘l'!_,..'!l-‘l' {17, 308) ﬂ.‘lﬂ-!
Ratiremant banadit labilitss racognsed on the belanca shast {2223
Rutienant tanafit peasta racopnaed on the balence shaat wihin ‘Prapaymant, socnesd meome end othar
nEBarE’| a1
Prasant valua of defnad banafit obligston relating to
- Bl [17.044)
= panEonans {264)
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Met defined benefit hability (continued)

Fai vk of plan

Frapent salue of

ol banale Nt Sefrad Banalit

gty Glhgations labdcy
HEgm HEEm HEgm
Mgt dan 2046 13074 (19,758 [ ]
Sannce cost = [E78) 1E76]
Curmnt garncs ot - fizde B8]
Papt ssivica cost and lossas from nb‘.'drnnn:ll - [y [aFd|
Nat inerest incomalisooenss) on the net defined bacaiit |sbildy a0 (&6 ‘.IJEI.:I:E.E
Rameasusement affacts racognesd m othar comprabansve mooma o1 226 1.018
— tafum on plan seests lemcludng intbeeet inooma) El = a1
— sdiuarnl gans = b 2eh
Exchangs diffarences and offar mown ants (13} Fi £l
Gonartatons by the group 1,662 = 1.6G3
Baraits oad 11263 1524 41
A1 Des 2016 14,165 LR BT
Rabramant bandid labilitss recognsed on the bnianca shet [ELEET]
Ratirgmant bersdit naaata racopnaad on the Dalencs shgat [wilfn Trapayment, sscnsad nosme and atnar
nEnak’] in
Prgsent valu of dofingd banedit chligaban raintng to
- Bt (16,200}
= DR Fizry]
T Gowss/lmsas) frovn satiRenants sbs a8 the difarance Balvean assals obeirabo fedf v e beltes avinpoited oo seffrnants
£ Dot o veTare w) S0 1T acl e W Srapac fron [Yanerey of TR Srrginyiess 10 & Palloe s barbary,
The group axpects to make HKI740m of contributions to defined benefit pansion plans during 2018,
(iii} Fair value of plan assets by asset classes
2017 2018
Ouobed markost Duoded marioak
price in active Thereof price © Thaswal
Valus LT HSEBC Valus 2T Mariea] HSEC
HE§m HK$m HHKSm HEgm HESm HK$m
Fasf wokss of plan nssdts 15,167 15,167 az1 14,755 14,755 1,248
- AUt E 4,70 4.7 - 6.2E0 6280 -
- Bonds 9,539 9,539 - ] 768 -
- othar’ 837 83T 21 2137 2,137 1,348

T Cohar mawaly Sombits o i il dgbodit

(iv] Benefitc expected to be paid from the Principal Plan

Benafits expected to be paxd from the Principal Plan 1o retirees over sach of the next five years, and in aggregate for the five years
tharaafter, ara az follows:

010 019 020 2021 20X 20TI-2027
HE$m HE$m HE$m HiK$m HK$m Higm
HEEE Group Hong Kong Locsl Staff Rateamant Benalit Schama ] ad1 S8:0 1,093 1,049 3,854

{v} The Principal Plan's principal actuarial financial assumptions

The prasent valua of the Principal Plan’s obligation was HK$10,026m (2016: HK$11,215m). The principal actuaral assumptions used to
calculate the group’s obligations for the Principal Plan for the vear, and used as the basis for measuring the expenses in relation to the

Principal Plan, wera az follows:

2017 208

e pon. w2

Depcowunt rete 1. 70 1.6
Rata of pay moranss Ao i ]
Morimkty ik HKLT2018 HKLT2016

T HKLTEGT & Hong Kong Lfa Tables FOTE,

The group detarmines the diccount rates to ba applied to e obligations in consultation with the Principal Plan’s local actuary, on the
basiz of current average yields of Hong Koeng Government bonds and Hong Kong Exchange Fund Motes, with maturities consistant with

thoza of tha defined benafit obligatiens,
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{vi} Actuarial assumption sensitivities

The discount rate and rate of pay increase are sensitive 1o changes in market conditions ansing during the reporting period. The
following table shows the financial impact of assumption changes on the Principal Plan at year end:

2017 Jne
Imipact on Pension Obligation: HE$m Htgm
Discount mmta
= meranes of 2Ebpa {183) 216)
- dutrandy of Mebod 183 Frr
Rata of pay ssoeass
= wyorease of 2obps 143 227
= decranss of 2Ebpe {188} 21}

5 Tax expensze

The Bank and its subsidiaries in Hong Kong have provided for Hong Kong profits tax at the rate of 16.5% (2016: 18.5%) on the profits for
the year astessable in Hong Keng, Overseas branches and subsidiarias have similarly provided for tax in the countrias in which they

oparate at the appropriate rates of tax ruling in 2017. Defarred taxation iz provided for in accerdance with the group’s accounting policy
in nota 1.2(i).

The charge for taxation in the income statement comprises:

2017 ]
HE$m HEgm
Casmant teor 18,801 16, M4
- Hong Kong thamton - on currant yans profi 10,489 557
- Hong Kgng tnamteon - adpstmants n respect of pror yasre [EL)
- chatBand thoabon — on current yans prodit 8,588 558
— chvarpand tnaabon - nduatmants in reepact of praor yenre [ | ik
Dafarrad tax B0 a.168
= ongireton end rwrsel of tempororny differences a5 168
= affact of chengas in e rates ;J 12
= mdjumtmants i reppact of pror years 14
189,801 17.572
Reconciliation batween taxation charge and sccounting profit at applicable tax ratez
207 2018
HE$m Hitgn
Profit bafom te 115,619 108707
Mational tnx on profit befors tnx, calewlnted ot tha rates npplicebly to profes n the countrms concaemed 21,915 169,727
Effgcts of profite in nesocaing and point wentuies (2.333) 1243501
Mon-tnxably incoms and gens (2.623) 11,8611
Lixca | thxks ard ovidsans withholdng taxes a10 1276
Pamenart dealicweblas 1,001 a7
thars a1 2594
Tax expanse 19,601 17,612
Mavamantz of dalarred tax ascats and labilitiee
A Impairment
caplital technical Exp wlic ] Aevaiuntion
mlbrwances praviaians praviziens  financial asses of proparies Diher Total
HE$m HE$m HHK$m HHE§m HE$m HE§m HE$m
m7
Asaati 108 — a8l 74 — 2,415 4158
Linbilrtsen (628) {7.323) - - (12, 768) (3330 {24,056)
] {518) 7.323) 81 Gra (1.2, 768) (924) {19,898
Exchangs snd oihar adgstmants ] {343) 84 18 396 {15) 448
Insarma BaTarment {143) {50) 251 301} 283 {934} {800}
Equiay = — = oo {1,578) {a08) 11,986
At 31 Dac |554) {741 7] 'IE! ll_I'I “W EH} E&H
Assats 93 - 1,296 491 - 2,154 4,034
Linblibsa’ {751) (7.417) = = {13,667} (4,435) 26,2700
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e R ] LGS IMERITTENg
capstal technizal Exparip alicwances on Revaluation
b1 g KNE ey e ] Tnancal siiile of PO s Ohar ot
HEET HEgem HEEn HEgen HES™ HESm HEgem
2018
Assatn’ 132 - B3 1,107 - ral] 2,940
Lisbditias Lz B, 134] - 23] 2 B3] 1374 119,903
Al Jan B11] B 134] o] L] [12 6038] a4 {16.5963]
Exchangs and othar sdjostmants 1Z] 24 (2 74] & 136 198 T
Chargafcnadt] fo inooms steterant 6] I'l._11 b | 262 1180 ZEX 1,280| [ 16H]
‘Chargaflcradt)to rasans o T = = e 178 —lBBa|
Ar31 Deo 616] [7.523] 1 G674 [12,768] |52 &| 119, B38]
Aagata’ 108 — 51 Gra - 2416 4,168
Lintyltsan’ [B26] [F.523] - - [V, 7E8] £3,238| 124.06E]

1 e sameg off Dalaaces wihihwD counirss Die Dalncas a8 Mackeod w9 I JCCoun e Sl a s Biews Jirrad M Faers MCEE TS0 (00 E HKE | SO0 Svad Sadarrae My Sabadiss
FRKSE 55 T S MKCSE T, 40 T

The amount of unuzad tax boezas for which no dafarred tax azsat iz recognized in the balanca chest iz HKE2 572m (2016: HKE2,4597m). OF
this amount, HKE1,858m (2016: HK$2,047m) has no expiry date and the remaining will axpira within 10 years.

Defarred tax of HE$2,321m (2016 HKS$1,334m) has bean provided in respect of distributable reserves or post-acquisition reservas of
azsociates that, on distribution or sale, would attract withholding tax.

Dafarrad tax iz not recognized in respect of the group's investmants in subsidiares and branches whare remittance or othar realization is
not probable, and for those associates and interests in joint vantures where it has been determined that no additional tax will anze.

6 Dividends

Dividends to ordinary sharaholdars of the parent company

Fai bl 2016
HiS per share HH$m HiC§ par snare Hidm
Oirchird ry drndands pand
= fourth ntarem dividand m seapect of tha praveous financm | yeer spproved snd paid
Aurrg el yenr 0.56 25,438 044 11085
= first mtarvm doedand pad .23 A0, 00 020 8800
= gagond ntarm dendend ped .22 10,000 015 BEOD
= Ehird mvtaren daidand pasd .23 A, 0 o018 BEO0
Tatal 1.22 55,438 102 42 600

The Directors have declared a fourth intarim dividend in respect of the financial yvear ended 31 December 2017 of HK30.26 par ordinary
share (HK$16.553m) (2016: HK$0.56 per ordinary share (HK325,438m)).

Digtributions on cthar equity instrumants

2017 il

Hi$m HKgn

UEH1.500m flonting mte pematusl subordinated Ioens (ntorest rete st o yeor US dolisr LIBOR plue 3 B4%) 822 m
7 Trading assets

2017 2048

Hi§m HESm

Traseury and othar algible bille 00,566 1,808

Daa gmcusitin 250,730 180.601

Equity shams 107,301 .56

Othar’ 37.837 a0

A 31 Dac 496,434 i 1LED4

¥ e G BESETE EENTIRAAY ADCAII ST SCCTO TR WOl Banks A LS ionens

8 Derivatives

Usa of derivatives

The group transacis denivatives for three primary purposes: to create risk management sclutions for clients, to manage the porifolio risk
arising from chant business, and to manage and hadge the group’s own nsks, Derivatives (except for denvatives which are designated as
affactive hadging inztrumaniz) are hald fer trading. Within tha hald for trading clazzification are two typasz of derivative inctrumants:
those uzed in sales and trading activitias, and those used for nick management purposes but which for various reasens do not mest the
qualifying crtaria for hadge accounting. Tha second category includes derivatives managed in conjunction with financial instrumants
designated at fair value. These activities are described more fully below.
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The group's derivative activities give rise to significant opan positions in perfolios of dearvatives. These positions are managad constantly
to ensure that they remain within acceptabla risk levels, When entering into derivative transactions, the group employs the same credit
risk management framework to assess and approve potential credit exposures that it uses for traditional lending,

Fair values of denvatives by product type

Fair wahis - Azsats Fir valie - Linbiliges
Cash Bow Fair walue Cash flaw Fair valia
Trading a dg Total Trading hedges hedges Total
HHSm HE$m HEEm HHEm HEEm HE$m HESm HIKEm
Fonggn Exchangs 198,483 2,449 - 200,932 201,829 3,575 = 205,404
Intamat e 145,569 62 2,369 144,000 147,460 T0 532 148,162
Equity 22,116 — — 23,116 25,106 = — 25,106
Cradit 5,501 - = 5,591 54970 - = 5.970
Commeodity ond ofter 1,228 - - 1,228 2,335 - - 2,235
Groas tetal 372,987 2,511 2,369 a77.867 382,700 3,645 532 386,977
Céfpat {77.629) (77 628
At 31 Dec 2017 300,243 309,353
Foraign Exchangs a7 ] = 330237 D60, 8T 1032 = 382,109
Intamis® mta 160263 22 2554 182,810 180,680 247 813 161, 8&0
Equity 23,360 = - A2 0D 24,580 - - B4 D
Crﬂ-_l 2,431 - - 24 2807 - - 2457
Commadity and othar Agea — = 4523 4208 = 4208
ross 10tal 547 260 EEad 2504 552,406 532,676 ] [IE Bo6, 061
e et soic e e e —— e L L2 ——
“ALE Oaa 2016 473,507 452, o0
Motional contract amounts of derivatives by product typa
Cash flow Falr valus
Trading hedges hedges Total
HHgm HHfm HE$m MK $m
Fareign Exchenge : 10.520.664 132,199 = 19,080,062
Intarae® mta 28,655,884 29,109 268,927 26,953,900
Equity T6.2,895 = = 782,895
Cradit E58 200 - - 659,200
Commadity and ofhar a2 e - — gz
At 31 Dec 20017 47,088,804 161,307 268,927 47,519,038
Elulu_n Exchangs 'EB.EII_?E?_G_E_ 140, B85 - 13.21.'!‘5?_9?_
Intaragt rot TRAT, 196 45,043 62380 18,180,164
Eauty — B04,504 =T 2 — B04a0a
Cradi A4,060 — — 474,160
Commadity and othar 140,239 — — 180358
A3 Deg 2016 o8, 165,230 THE fl4 L’g‘.ﬂ-ﬁl SEE 15554

Trading derivatives

Mozt of the group's denvalive transactions relate 1o sales and trading activities. Sales activities include the structunng and marketing of
darivative producis to customers to anable tham to take, tranzfar, modify or reduce currant or expected ricks, Trading activities includa
market-making and risk managemant.

Hedging dervatives

Tha group uses darivatives (principally intarect rate and currancy swaps) for hedging purposas in the managament of ite awn accet and
limbility portfolios and structural positions. This enables the group to optimise the overall costs to the group of accessing debt capital
markets, and 1o mitigate the market risk which would othenwvise anse from structural imbalances in the maturity and other profiles of its
assets and liabilities.

Tha accounting treatmant of hedging transactiens varies according to the natura of the instrument hedged and the type of hedging
transaction. Dermvatives may qualify az hedges for accounting purposes if they are far value hedges, cash flow hedges, or hedges of net
invastments in foraign oparatiens.

{a) Fair value hadges

The group's fair value hadges principally consist of interast rate swaps that are used 1o protect against changes in the fair value of fixed-
rate long-tarm financial instruments due 1o movements in market interest rates,
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(b} Cash flow hedgez

The group's cash flow hedges consist principally of interest rate and currency swaps that are used 1o protect against exposures 1o
varability in future interest and principal cazh flows on non<trading aszets and liabilities which bear interast at vanabla rates or which are
axpacted 1o be re-funded or reinvested in the future. The amounts and timing of future cash flows, representing both principal and
interast flows, ara projected for each portfolio of finencial azsats and liabilities on the basic of their centractual terms and other ralevant
faetars, including astimates of prapayments and dafaultz. The aggregate principal balances and intarest cach flows acrose all porfalios
avar time form the bazis for identifying gains and loszes on the effective portions of dernvatives designated as cash flow hedges of
farscact transactions,

Amount transferred to the incoma statemaent in respact of cazh flow hadges included a gain of HES1,234m (2016: HK32 286m gain)
takan to ‘Net intarast income” and & loss of HK$E,502m {2016: HK$341m lozs) taken to 'Nat trading incoma’. The group does not have
any qualifying cash flow hedges that involve non-financial assets or non-financial labilities (2016 none).

The gaing and loczas on inaffactive portions of such derivatives are recognised immadiataly in ‘MNet trading income’. During the vear to
31 Decambar 2017, an insignificant amount was recognized due to hedge ineffectivensss and termination of forecast transactions (2016
insignificant amount).

The zchedula of foracast principal balances on which tha expactad intarast cazh flowe arice 8s a1 31 December 2017 iz az follows:

RMore than
3 months but less & yesrs or less b
A manths ar loas than 1 yosr mars than 1 yesr  More than S years
HKEm HiKgm HH§m Hifm
At 31 Dae 2007
Cash inflows from sesats 84212 117 582 57,189 a
Cosh outfiows Trom lebilites 6251) {6,171} {6,171} -
Mat cash inflows 770961 111,421 51,018 21
Ardi :f'.l::c_?l':l'.t‘- R
Suu_lh i ks ‘-rc:'n L 36219 -
-Su.uh.c-.tl'!c;'.-;": fl;:rr- .'-eb.ll.-.t-nu - rESQ‘B"
Mt cash nflows 128,580 i

Darrvatives valued using models with uncbservable inputs

Any initial gain or logs on financial instruments wheara the valuation is depandent on uncbsenable paramaters is deferred over the life of
tha contract or until the instrument is redeemed, trancfarrad or sold or the fair value becomes obsarvabla. All derivatives that are pan of
qualifying hedging ralationships have valuations based on observable marke! parameters,

Tha aggregate uncbzarvable incaption profit yet to be recegnised in the income statemant = immaterial.

9  Financial assets designated at fair value

207 Full

HESm HESm

Trassury and othar aligible bills 514 418

Dl pacntios 18,142 17,426

Equity shams 103, 990 B IB

At X1 Dac 122,648 SOE, I 5
10 Loans and advances to customers

2017 FIT

HiH§m HEEn

{Jrose losns snd sdvances 1o customars 3,342 025 2, BB B0E

imparmant alicwences {13,045) (12 B

At 31 Dec 3,328,980 2594914
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Tha follewing analysis of loans and advances to customars is based on the categories used by the HSEC Group.

Analyzic of loans and advances to customers based on categones used by the HSEC Group

Rest of
Hong Kong Azin-Pacific Tatal
At 31 Dac 2017 HHSm HH$m HK$m
fagdental martgagee’ 548,247 306,531 855,788
Cracht card ndvancas 61,672 27,6896 a9,368
£khar parsanal 156,121 73,998 230,119
Total personal T67,040 408,235 1,175,275
Commanginl, indiustriol snd ndemntonal rada 4B, 705 422,672 911,377
Commarginl tgnl aatate 245,279 69,247 14,526
Onhar prapary-relatad kending 275,744 85,036 380,780
Covarremant 35,558 5,509 45,067
Cthar commarcel 171,438 157,835 329377
Total corporate and commercial 1,220,724 740,403 1,961,127
Mon-bank finencal natitutons 116,915 a4.97 201,832
Sattiament socounts 3,021 Tra 3,
Total financial 119,935 85,687 205,623
Groas losns and advances fo customers 207,700 1,234,325 3,342 025
indaredus lhy sesassed impairmant sllowences [3.429) {:ﬁ.m @,22!‘]
Colectwaly pesassad impairmant allowsnoss [, 240) {2,576} {4,816}
Mt leans and advances 16 customers 2,102,001 1,226,949 3,328,980
Ar Y D 2018
Ragrdental rrH'.-m:lena-mlII 433 0E0 AETENR ?ﬂﬁ@_
Cradt card advancas 6B 280 2206550 B0O0d
Cabar parsanal &AM TogEF 203,718
Total pargons| Bl A8% HH123 104, BB
Commarsiel, nduetnel and mtematonal reda 426,006 SEdEE? 12262
Cornrrarsial fial datata 18R5TE &5, TRE 254 565
Dabiir proparty-ralated ading 221,578 E3.811 227,850
Gowimemant 20350 2,406 22555
Cahar commgegal 13 Re 152944 2696
Tortal comemts and commangial 106, 452 A2 1860 TR
Kon-bank fnansnl nettuong 10331 45611 148,522
Rattrmnant scoounts 42857 1102 245
Totwsl finnncial 104,848 4B T2 1E1,361
s boang and sdvencaes 1o customars 4, Pk Enn 1R INT 2 B4E B
Indacius iy sasassad impammant §lowences 280 B0 @ 0ES)
Cobectivaly nssassed impnimmant slowencs _ses _faEra )]
Nat loane end advances fo customars i, TEEETD ¥ JOubh, A 2 B4 114

T Fossobenbad riovipages mold Wong Bong G MmOy o Sk dexi o o WOICEDS, APy (20T & WRCEAGLE M),

Tha gacgraphical information shown above has bean clazzified by tha location of the principal eparations of the subsidiary and by the
location of the branch responsibbe for advancing the funds,

Leans and advances to custemers include aquipmeant lsazed to customears under financa laazes and hire purchase contracts having tha
charactaristics of fnance leases

2017 208
Fresent valus of Prasant vale
e minimum  Uneamed Tuture Total mininmeim of Tha rmninrum Unsarmad fubsra Total manmum
lense paymenis finance incoms lanae payments lhaes paymanie TiMmanoe iMoo e DayMenE

HEEm Higm HH§m HESm HKdm HCEm

Amounts recavebis
= wlkun oru year 1,968 SEa 2,552 2,161 L 2,28
- Baftar ond yeur bul withn fang yeace 6,582 1,922 8,504 7.0E4 1551 516
= eftar (i yasrs 19,228 3,584 22,823 18286 3386 21642

27,779 6,100 I3.679 28211 6874 34, 166
b pemmant sllowanoas: [l 28|
Nat invgatmant in Tnancs knss s snd Fung
purchesa cordracts 27,6497 28183
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MNotes on the Consolidated Financial Statements

11 Impairment of loans and advances to eustomers

Impaired loans and advancas to customars ara those leans and advances whara abpective evidance axizte that full rapaymant of principal
or intarast is considerad unlikely. Individually azzessed allowances are made after taking into account the value of collateral in rezpact of
zuch loanz and advancac.

Tha geographical information shown below has been classified by the lccation of the principal aperations of the subsidiary and by the
location of the branch rasponzible for advancing the funds.

Aect of
Hang Keng Aszin-Pacific Total
HH§m HE§m HE§m
Ar ¥ Dec 2007
Gross loans snd advances 1o customers
Ingansdianlly npsasad impainad Qross loang ond pdvences 6,284 9,259 15,543
Colsctvaly sbbsisd 2,901,418 1,225,086 3,326,482
= mpadid borg and sdvencas 673 1.363 2,036
= ran-mpained bens end advancas 2,100,743 1,223,703 3,324, 4498
Total gross loans and advances to customers 2,107,700 1,234,325 3,342,025
Impormant §licwances {5, G} {T.A76) {13,045)
= ndrdunlly sesssed { { (8,22
- olkitivaly sEsaaod m Mm 4,87
Met loans and advances 2,902,031 1,226,999 3,328,980
Fasf wa bus of collataml which Has Bean taken irmd sseount @ iaspact
of indnduslly epsasped impamd lanm and schances io Cusiomars 2,666 4,806 7472
Irstovacdian ity adssaaad inpltad gross loans and schanoss o o
parcartegs of gross koene and edvancen to customans 03 0.5% 0.5%
Torte| allcwmncas &8 6 Darcantaga of totnl gross loana and navencas 0. 3% 0.6% 0.4%
ALST Das 2016
Jroes loang and advences 10 CuElomas
Inslaredionlty apsanad impastad Groes lonne and achansss R 10,7311 17,529
Crolactvaly sy 1,768, T8 1,042,486 2R28257
- wmpaad B and sdancal 720 1,18 1,838
- man-rigained eng end advancas 1,768,081 1.041.387 2A27.428
Tots | groas losns and sdvences 1o cushoman 1,753,609 1.058217 LE4E 806
Imparmant allcwnnces [4,919] 17.773) 12.552)
- ndwduily seesagad 2,360 16033 [B.053]
- colkctvaly apsassad 11.554) T2 |4.53]]
Nat loans snd sduenoas 1,768 670 1,045, 444 2B34.14
Fasr wabus of colletaml which hee bean takan imto sogount o rispect
of ingivadunlly areseesd mpninad 19one and acvances 10 uEtMETE 3268 B.450 8,746
Irsdaradih lhy eibaaded impactad gross Foans and advaisss e 8
parcentege of gross loans and edvancen to customarns 0.4% 1.0 0E%
Total nlowances e o parcaniags of total geoss loans and ndvances 0546 074 na%h
Mowvermaent in impairment allowances on loans and advances te customers
Individuinity Collectivly
LECL -S| e S e d Total
HH$m HE$m HE$m
A1 Jam 2017 8059 4,633 12,692
Arnaunta wiitan off 2. 169) {2 B0E) {4, 995)
Racovanas of loane srd sdvences witten off i praveous yesds 180 13 893
Nat aharga ta = 2,184 2,136 4,330
'L-I':\.:- wag of discount of loan mpsrrmant 235) mn {252)
Exchangs un-d othar edustmaents 220 157 T
At F1 Dac 2017 8,229 4,816 13,045
AT Jan 206 040 4, 408 11,628
Arnaunta wiatan off [rs | [ Baa) L2 E]
Raconranae of loane and sdvences wittes ofl in praveous yends 277 R 1. 968
Nat chargs to mcome smtemant frate ig) 380 1066 )
Urnwnding of discour of kean mpairmant i} i5E) |aEE]
Excnangs and other sdpustmants [ & [ad]
AL Das 2016 BLOES 4,533 '|E£32-
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27 2016

HE$m HEEn

PAumilalnie-fod-anka 1,415,930 1674684

= Erammury and other aligble bdl 539,014 BEE.389

= dalbt sacuntien 871,841 BITEOA

= mJulty shams 8275 B.T11

Hald-toamatungy 300,943 2E0.787

= Ergnduiy and other aligbhs bdia 689 -

-__-d-enb"l macuition 00,2449 2E0.767

A3l Dec 1,720,873 1,506,361
13 Assets pledged, assets transferred and collateral received

Financial assets pledged as collateral

2017 018

HE§m HEgm

Truuur',-{:llg.c-ab'l. EACUriteE, squitss and deposils 225,590 JDE\I.H":'I_E-E_

The above shows assets where a charge has been granted to secure liabilities on @ legal and contractual basis. These transactions are
conducted undar tarms that are uvsual and customary to collateralised transactions including, where relevant, standard securities landing,

repurchase agrasments and dervative margining,

Hong Kong currancy notes in circulation ara sacured by the daposit of funds in respect of which the Hong Kong Government certificates

of indabtadnacs ara hald.

Transferred financial assets not qualifying for full derecognition and associated financial labilities

2m7 2018
Carrying smouwrt  Carrying siount Casnyang amount Carryng st
of i i of of transfarmed of smwocated
nssats liabadiities WL [T
HH$m HHEm Hem Hagm
Rapurchage sgrasmants 77151 45,778 E1,738 21661
Egourntien mnding agraamanta 3208 (%] 3E0E =
B, 350 45,841 o a4 21881

The financial azsetz shown above include ameunts tranzferred to third parties that de not qualify for derecegnition, notably dabt
securities held by counterpanties as collateral under repurchase agreements. As the substance of these transactions is secured
borrowings, the collateral assets continue to be recegnised in full and the related liabilities, reflacting the group's cbligation to
rapurchase the transferred assets for a ficed price at a future date, are also recognized on the balance shaet, Az a result of thesze
tranzactions, the group is unable to uze, sell or pledge the ransfarred assets for the duration of the tranzactions. The group remains
axposed 1o intarast rate rick, cradit rizk and market rizk on thesa pladged inctruments. The eountarparty’s recoursa iz not limitad to the

transfarred assets.

Caollateral acceptad as security for assets

oy FLil]

HH§m HEgen

:_.Fu r wabia of B colletaral parmitted to sl or rapladgs n tha ebesreds of dafault | 842,318 Eél.géf
Far wabia of collstaral schually gold or nphdgad 102, 382 EBjE-'F-

Theza transactions are cond ucted under tarms that are usual and customary to standard securities borrowing and reverse repurchase

agreamants.
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Notes on the Consolidated Financial Statements

14 Investment in subsidiaries

Principal subsidmrnes of tha Bank

Piace of capliabregloiered or
Incorparatan Principsl actvity charter capital
Hang Sang Bani Lmted Hong Kong Emnking B2 1d%
HEEE Bank Chine) Company Lmhoed [TTo Eonkng 00
HEBE Bank Mabnymm Baded Malayiss Esnkrg 1005
HEEL Bank Australs Lenitad® Auptrabs Earkang T
"ITE-E{: Eank [Tanwsrs| Lenfad® Tanamn Earkng EI'.'_IS_"'-:
HEEL Bank [Singespora) Limited Lngepoid Banking 100
Astirernant banafits
HSEL Life ntarnetsansl] Lenited® Barmuda snd Ife mswence 100

1 Prcpde’s Rugubiss of Chios,
B Hedy inceoctl

All the above cubcidiarias are included in the group’'s conzolidated financial statementz. All these subzidmries make their financial
statements up to 31 December.

The principal places of business are the same as the places of incorporation axcept for HSBC Life (Internatienal} Limited which cparates
mainly in Hong Kong.

The proportion of wating rights hald iz the same az the propomion of ownership interast hald.

The principal subsidiaries are regulated banking and insurance entities in the Azia-Pacific region and, as such, are required 1o maintain
certain minimum levels of capital and liquid assets to suppont their operations. The effect of these regulatory requirements is to limit the
axtant te which the subsidiaries may transfar funds to the Bank in the form of repayment of shareholdar leans er cazh dividends.

Subsidiary with material non-controlling interast

2047 208
Hang Seng Bank Limited
Chararship interest and woting mghts bald by non-contraling mterests 7B 37 BE%
HHSm HESm
Prod . eitribtabils to non-controllng imedests 7578 B.136
Actumulated non-sontiolbng miterasts of tw subsrdsny 54,519 60,601
Dewvidaruds paid to non-contralhisg miberests 4633 B.2a7
Bummearsed fmencal nformation [bafors mtm-group abmrstbons)
— Agpite 1,478,418 1577243
— Lignbias 1,326,339 1. 236,666
— et ogreraking incoms bafors laen mpairmant 35,498 S0EES
— Prafitfae thi yaar 20,003 16404
= Othar compmhananva nogma 3,545 EEF]
- Toin! comprahensns INComa 23,972 15,52
15 Interests in associates and joint ventures
2017 Fabl
HHEm HESm
Thare of nat sesats 140,670 121,586
Goodwll 4,071 a7
Intengibia nesats - R
Dafarrd o on misngible epsats - i14]
_Impairmant 249 73]
Ar 31 Dac 144,717 126,792

The above balance represented the group's interasts in associates.
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Principal associate

The group’s Interest n isseed
Pleee of ineorparation ahare capitnl
_Eank of Communicationa Co., Led Paopte's Rapubls of Chinn 19 03%

Bank of Communications Co., Lid. is listed on recognised stock exchanges. The fair value represents valuation bazed on the quoted
markat price of the shares held (Laval 1 in the fair value higrarchy) and amounted to HK321 987 m at 31 December 2017
{2016: HK$79,160m).

Bank of Communications Co., Limited (‘BoCam')

The greup's significant influence in BoCom wagc astablizhed via raprezentation on BeCom'e Board of Directors and participation in a
Technical Cooperation and Exchange Programme { TCEF'). Under the TCEF, a number of HSEC staff have been secended to assist in the
maintenance of BoCom's financial and operating policias.

Impairment testing

At 31 Decambar 2017, the fair value of the group’'s investrmant in BoCom had baen balow the carrying amount for approxinmataky
68 months. As a result, the greup performed an impairment test an the carrying amount, which confirmed that there was no impairment
at 31 Dacember 2017.

Mg

21 Do 2017 21 Dec 2018
Carrying Fair Camyng Fair
Wi walue walue LY 1) WL Rl
HH§bn HHbn Hi$bn HKgEm HKSbn HIKgn
“BoCom 1432 141.7 2.0 1248 1228 7932

Basziz of recoverable amount

The impairmant test was parformed by comparing the recoverable amount of BoCom, determinad by a value-in-use {"VIU') calculation,
with itz carrying amount, The VIU calculation uses discounted cash flow projections based on management's estimates of sarnings. Cach
flows bayond the shon to medium- tarm are then extrapelated in perpetuity using a long-term growth rate 1o derive a terminal value,
which compricaz the majeriy of the VIU. An irmputed capital maintenance charge [("CMC’) iz caleulated to raflact axpacted regulatory
capital requiremants, and is deductad from forecast cash flows. The principal inputs to the CMC calculation include estimates of asset
growth, tha ratio of rizk-waighted azsets to total azsets, and the expactad minimum regulatory capital requirements. An increase in the
CMC as a result of a change to these principal inputs would reduce VIU, Additionally, management considers other facters (including
fualitativa factors) to anzura that the inputs to the VIU ealeulation remain apprepriate. Significant manageameant judgement it raquirad in
estimating the future cash flows of BeCom,

Key assumptionz in VIU calculation

* Long-term profit growth rate: 3% (2016 5%&) for periods after 2020, which does not excesd foracast GDP growth in mainland China
and iz within tha range forecast by axternal analkysts.

+ Long-term asset grawth rate: 3% (2016; 4%) for pancds after 2020, which = the rate that aszsets are expected to grow to achieve lng-
tarrm profit grewth of 3%.

* Dizcount rata: 11.85% (2016 13%) which iz based on & Capital Aszat Pricing Madel {"CAPM’) caleulation for EoComn, uzing market
data. Management also compares the rate derived from the CAPM with discount rates from external sources, The discount rate used
it within the range of 10.2% to 13.4% (2016; 10.2% 1o 15%) indicatad by extarnal cources.

+ Loan impairmaent charge as a parcentage of custemer advances: ranges from 0.66% to 0.82% (2016: 0.72% to 0.87%) in the shor 1o
medium-tarm and ara largaly based on forecasts dizclosed by external analysts. For periods after 2020, the ratio is 0. 7% (2016 0.7%),
slightly higher than the historncal average,

# Risk-waightad assets as a parcentage of iotal assats: B2% (2016: 62%) for all forecast periods. This is consistent with the forecasts
dizclosed by axternal anabysts.

* Cost-incoma ratio; ranges from 37.1% to 38% (2016: 40%) in the shor-to medium-term. Thiz iz slightly higher than tha forecasis
dizclosad by extarnal anabysts.

The long-tarm profit growth rate, leng-term aszsat growth rate and discount rate assumplions were updated in 2017 1o better align with
market practice when setting long- term assumptiens in VIU caleulations. The leng-term profit growth rate was set at the lower end of
tha range foracast by extarnal analyets and thara wats a corrazponding ehanga to the long-term azzet growth rate. Thaze ehanges
reduced managemant’s uncartainty in respect of estimated future cash flows and accordingly the discount rate was st based on CAPM
with no adjustmant for uncartainty in fulure cash flows.

The fallewing table showe tha change to each kay assumplicn in the VIU ealeulation that on itz own would red uca the headrsom te nil:

Changes to key stsumgtian 1o reduce hesdrocm w nil

Ky R surmption

Long-term profit growth rats

Long-term sseet growth rae

Discount rate

Loan impairmen T Change 0% 8 pércentmge of cusomer advinces
Aek-wapgh®d ateats as & percentags of 1013l asses
Coatimcome rato

Decrasss by 7 bagis pomng
Incresss by T basie pointe
Increase by @ bosis points
Incrense by 1 bases point
Increass by 44 bagis pones
Incresse by 32 bagie pointe
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MNotes on the Consolidated Financial Statements

The following table furthar illustrates the impact on VIU of reasonably possible changes to key assumptions. This reflects the sensitivity
of the VIU 10 each key assumption on s own and it is possible that more than one favourable and/or unfavourable change may occur at
the zame time. The selected rates of reasonably possible changes te key assumptions i largely bazed on external analysts” forecasts
which can change parod 1o pariod.,

Fawourable change Unfavourables chiamgs
Incresse in WU Vil Drecrease in VL wiu
s Hifbn HE§bn bps HEdbn HigEn
At 31 December 2017
Long=tarm profit growsh mita +200 51.5 194.7 = - 1422
Long-tarmm nasat growth mia =20 4.2 147.4 =200 (55,4} a7r.8
Depcownt rats -35 5.7 148.9 +65 {8.5) 1337
2017 to 2017 to
2020 2020:
0.71% 0.90%
2021 2021
arwarda: onmwands:
Lown empainment changs sn o parcentagas of customar sdwencas 0. 70%% 1.1 144.3 0.7 7 (10,09 1332
Risk-winghted spsate a8 o parceniags of total skssls =80 1.9 1451 +30 1.0} 142.2
Coat-imeoma mb 173 11.7 154.9 - - 1432
A3l Decambar 2006
Leng-tamn profet groseh b - = 1248 =160 25 7| Loy 'L
Long-tamn assat growth e ED 138 138 4 - - 124 8
Dligpoount rets =100 18.1 142 B = = 1244
2016 o
2018
D33
200
AR PO
Lixarm e parmrart changs &8 8 paideitags of cuslomad advandas - - 1246 0Bt G 4} e d
Riskc-waghted sesets o8 b pascantage of totel seesis < 08 1366 =130 4.7 1201
Cost-ingoma 1eto -170 13 1321 =250 10 g} 1148

Considering the interrelationship of the changes et out in the tabla above, managament astimates that the reasonably possible range of
ViU iz HKS115.1ba te HK$165.2bn (2016: HKS22.8Bbna to HK$147. 160},
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Selected financial information of BoCom

The statutory accounting reference date of BoCom is 31 December. For the year ended 31 December 2017, the group included the
associate’s results on the basis of financial statements made up for the 12 months to 30 September 2017, but taking into account the
financial effect of sianificant transactions or events in the peried from 1 October 2017 te 31 December 2017,

AT 30 S
7 e

HESm HESm
Salected balance shest infermation af BaCam
Cnsh ond balances ot central banka 1,141,256 1058067
Lisbrss aend mdvanasn to bBanka and cther financeal intiutiona 940,983 THELS6
Lizans and advancss 1o Guatomes 5178210 45905484
Cehar financal assats 3,017,209 2418850
Prapoymant, aocrued incomae and othar assaets 458,039 SH2 AT
Total assets 10,736,897 8,042 265
Dapoats by banka and othaer financl ingitugiong 2,868,142 205842
Ciapronmshr Boaints 5,844,993 5260506
Cthar fnance! |abifwas D67.143 Bl F BED
Char lmbilites 254,525 FElA
Total Habilities 9,934,593 B, 245351
Total equity 802,004 BOE,018
Total equity sTiniuibably b
- ardinary gharabaldars T23.784 Eab 1E7
= man=santmling rberests 6311 3417
- prefarencs sherahaldsrs 71,900 6,574
Reconcilistion of Bolom's net o carrying 1t iin the group’s likdd i finmnicial
Tha group’s e of net nasets 137,769 118,104
Add. Qaodwall 3,958 .68
Add Intengible aseuts = &4
Carryrg smount 141,727 YEd HED

Four v 1.2 monine endéd 20 Sep

i branhi]
HE$m HIgm
Salected income statement infermation of BaCom
Nat infurast incomas 148,688 180,018
Nat fee and commission nommns 44,401 A Bl
Loan mpaimant charges (33,4000 B3.262]
Dugeaciation snd smortisation (10 460) |
Thx apanss {17.411) G, T34
Prafit for tha year BOAT2 TE.TIE
Cfhar comiprehenane noomid [_l.lﬂﬂ} BT
Totsl comprabansia Nooms TE2 8RR
Dewidands recenvad from Bolom 4,401 450
Other associates
Summarised aggragate financial information in rezpect of associates not individually material
A
31 Dac 31 Dac
17 ate
Hi$m HEEm
Carrymg walus 2.990 2530
Tha group’s sham of
- masatE 7,465 E.213
= habihtsas 4,588 G067
- pral it ar kaes from coMPung obeisbans 160 167
= Eoptal comprabanins moome 160 167
Cehar axpansa mietsd 10 Avadlmant in AN sREeCHLY
- Impaamnent of pn pssocats 24 id

At 31 Dacember 2017, the group's share of acsociates’ comingent liabilities was HKE303 541m (2016 HK$273,500m),
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16 Goodwill and intangible assets

Gaoodwill and intangible sssats include goodwill arising on businass combinations, the present value of in-foree long-tarm insuranca
business, and other intangible azsats.

o7 08

HE§m HKgen

_gEEdeI TA28 .30
Pl-iu;m'. welusy of in-forca boangtamm snsurancs busrass 44,821 44 077
Crithar irtangible pssats BA16 B.ERE
At 31 Dac 59,865 66,536

Tha present valus of in-force long-term insurance businass ('PVIF’)
(i} PWVIF specific azzumptions

Tha following are the key long-tarm azzumptions used in the computation of PVIF for Hong Kong, baing the main hifs inzuranca
aperations:

AL
31 Dec 31 Dac
Fid i i f]
L £
WinghTad svarape sk fraw rmte 2.02 & 0
Waghtad avarapa nak dmcour maits 6.20 5.4
Expansas mflston .00 9300
{ii} Movement in PVIF for the yvear ended 31 December
17 2018
HE§m HKgen
At Jan 44,077 R.EaT
Walksa of new businass wiittan dunng the yass 68,507 B, 048
Movemants arsming from m-force busnees
= ax¥pacted ratum {3 [ B2E)
- SEERIENGE VENARCEE {1 Fa
- SRanEEE N oparating sERumplang 1. A.ETE
Imvastrrant retum vanances 2004
Changes v snrastmant assumplions {1 [1.08F]
Cithar pdpeptmanta 76 a8
Changss in PVIF 305 T.008
Exehanga ditfarencas and ofver 239 1126]
At 31 Dac 44,621 AL, 077

78 The Honglkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2017

236/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

17 Property, plant and equipment

Movement in property, plant and eguipment

2017 208
Lt e v estrmpsnt Land and Ivwasrirnant
bl dings proparies Equipment buisngs Do Equpsman
HK$m HKEm HKEm HEET HICEm HiEn

St or valustion
A1 Jan 95,134 10,629 22,002 54,000 1015 34589
_Exchangs and othar adpsstmenta 21 2 585 [0 121 18]
Addtons o 765 = 2,23 &4 = 3,620
Disposals {312) - §2,282) 20 = 14, 748]
Trarsfars 5, 108]) —_— - = = =
Eiminetion of acoumulabed depraceton on rewve lused Bnd
and buildngs {2,253 - - 2 5ME| - -
Zuirplus on revalustion 0,879 1,379 = 3,625 a6 =
Raciassdications {509) 07 - [106] |121] -
At 31 Dac 97.619 12,817 22,617 5,134 10,628 20
Accumulated dapsecmion
At Jan 169 - 16,046 167 - 18,024
Exchangs and athar adpsetmants 22 - S50 |3) - {1871
Chargs Tor tha yant 2,678 - 1,972 2538 - 1,655
] (306) - {2.180) L] - |4 70861
Erminatan of aocumuloted denrasaisnm on miw ks hed
and buidings {2,353 - - [2,575] — -
At 3100 _ 210 - e 6 = 16,045
Nt book velue st 2 B
31 Dac 57,409 12617 6,310 B 565 10,628 B 06
Total at 31 Dec 116,336 1116480

T Ding O ymiv, CaTan oo Dy (v Baan Dranstired (o § Sl sybamany 58 pivt of B Recovany' and Retokrion Flas 8¢ 260 cul & the Repart of Disciors an page 76, The
baanca represaning tha carmpng valbue of thase Evordarias o tha dafe of Fansier,

The carrying amount of lad and buildings, had thay bean stated at cost lass sccumulated dapraciation, would have baan as fallowe:

2017 2018
HE$m gy
St biciel SESLerin b i o i s 19,358 29,8657

Valuation of land and buildings and investment properties

The group's land and buildings and investment propartiss ware revalusd in Movember 2017 and updated for any material changes at

31 December 2017, The basiz of valuation for land and buildings and investmant properiss was opan market value, depreciated
replacemeant cost or surrender value as noted in note 1.2(g). The recultant values are Leval 2 in the fair value higrarchy. The fair values for
land and buildings are determined by using direct comparizon approach which waluez the properties in thair recpective existing statas
and uses, assuming sale with immediate vacant possession and by making reference to comparable zales evidence. The valuations take
into account the characteristics of the proparties (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%
and plus 20%. In detarmining the epan markat valua of investrmeant propaniss, axpacted futura cach flowes have bean diceountad to theair
present valuss. The net book value of ‘Land and buildings” includes HK$8,853m (2016: HK$12,248m) in respect of propertiss which were
valued using the depreciated replacement cost mathod or surrender valua.

Land and buildingz and investment prapartias in Heng Kong, Macau and mainland China, reprezent 96% by value of the group’s
propertias subject to valuation. Tha valuations wara carried out by Cushman & VWakefield Limitad who have recant axpariance in tha
location and typa of propartiez and who are memberz of tha Heng Kong Institute of Surveyors. Properties in 11 countriaz, reprecanting
4% by value of the group’s properties, were valued by differant independent professionally qualified valuers.

18 Prepayments, accrued income and other assets

21T 2016

HE$m HEFm

Prepayments snd sconsad incoma 24,541 21,808
Builion 44,555 CERET
Accapiances end endomaments 38,720 22330
Rownsurars’ share of liabilbes wnder nsumnes contects (note 24) 15,734 11,588
Tuirant e aEests: 2.98% 3637
Onhar mecouras 3476 32636
At 31 Do 158,511 171,250

Prapayments, accrued income and other assets included HK393.610m (2016 HK384,162m) of financial assets, the majority of which
wara maasurad at amonised cost.
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19 Customer accounts

207 2018
He§m HICEm
Curant Besaunts 1,078,661 91 5632
Savmgs mocounts 3,057,145 2.246.78
Cithar doposit scoounts 1,002, 466 282083
At 31 Dec 513,272 £, 900,004
20 Trading liabilitiez
2017 e
HEgm HEKSm
Dt sacuntias e 20,7858 25,103
Short positons N eacuntEg 83,024 Fa.0aE
Dancrs by banks 2,984 aEET
Customer socounts 117,602 74,183
At 31 Dec 231,385 188,470
21 Financial liabilities designated at fair value
FL 208
HE§m HEger
Dabt sacurntics m imms 11,010 14874
Lisbidrtsan to cumtomans under meatrmant ooniects 38,268 5,502
At 31 Des 49,278 E1.118

At 31 Decembaer 2017, the carrying amount of the dabt securities in issue was HK327m higher than the centractual amount at maturity
(2016 HKS58m], At 31 December 2017, the accurmulated loss in fair value attributable 1o changes in credit risk for dabt securities in iszus
was HE$8m (2016 HK339m gain).

22 Debt securities in issue

2017 2048
HiEm HEgm
Bonds and madwrm-tarm note B8, 288 £4 3B
Crthar dobt BRCLNERE N SE 10,8593 G,iﬂ__S_
Total dsbt securities in issue 7089 CE
.ln‘:i.ld.\;ld writfun o - .
~ treding hebiliten (ot 20] £20,755) (26,702
= fnmnces| habilies desgrated at for waios fnote 21) (11.070) [14,B14]
A 31 Dec 38,354 25,305
23 Accruals and deferred income, other liabilities and provisions
o7 2018
B HE§m HEgm
_.-’M:_:ll.ull_t_u-:d_-:_lthr_r.' Weam s 25,880 :2-5_:?;_9_
Anceptanicas erd andarsaments ~ me7a0 52,300
Share-begad payrmant lability to HSBC Holdings ple 2,268 1.546
Cithar lakiltas 45,193 S0.678
Provemons for lnirdidme and chargas 626 1967
At 31 Dac 'I'I'&m o.487

Acerualz and deferred income, other liabilities and provizions included HK$102,902m (2018: HK$91,802m) of financial liabilities which
were measured at amortised cost.

i The Honglkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2017

238/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

oOoOooodn

Movamant in provision for liabilities and charges during the year is set ocut balow:

2017 201E
Restructuring Rastructurng
costs Ortheers Total COEiE Cahare Total
HE$m HH$m HHEm Hickm HEgm HESm
At 1 Jan TEE 381 1.167 B A0E 1203
Addtions 110 232 342 Ea7 171 8148
Amourtts ullsed [728) [Ba) B12) J&00) Lz frizh]
Urisper amourtis rvassed (AL] {108} 123 |43 @l B35]
Exchange and othar meommants a8 14 52 4] 7 B1
31 Dec 192 434 626 785 81 1.167
24 Liabilities under insurance contracts
2017 2018
aross e [ gow e .
HE$m HH$m HESm HESm Hdm HEKEn
Non-inked insurance contracta’
Art Jsn 342,134 {10,077} 332,087 25,676 17.961] 290,43
Claems and barefits pasd {19, 765) 1,727 {18,038) 1%4,088] 18 18, 780]
incressalidacreasa] i kebidas to pahoyheldam 85,671 mﬂq Sa.777T B3 473 |5.674] BA.GRG
Foraign axchenge snd othar movaments 3,308 (IBOj 2,928 [E16] ] wa7]
At 31 Dec 391,348 {15.824) 375,724 342,134 §10,077) 3 0E7
Linked insurance contracts
At dan 44,036 {1,291} A2, TAS 42 G4 11,582| A0 FGE
Clarme end barafne pasd [F.239) 1.715 {5.524) (2, 336] EIZT 12.318]
“Inaienss m Imbilibes ta polioyhalders 8,841 1,172 10,013 2,477 55 =3l
Famign axshangs snd othas mavamenta 1,031 {1.706) 675) |66} 1554 g
At 31 Dec 46,669 {110} 46,559 4,6 11.28%) 82,745
Total liabilities 1o EM& IE&D‘I? {1 m 12&33 SBE._'IHIJ i1 'IEEBI Eiﬂ
T ooy SREADGS 4 Aer f00-H08 SRR SRR,
5 Ao rocoverabie froem o o it s o contracts ane inchnded m tha cononiits b bakance sheat iv FIGDSYTRAN] SCaAd Ao and ol amets’

25 Subordinated liabilities

Subordinated liabilities consist of undated primary capital notes and other lcan capital having an orginal term to maturity of five years or
mora.

o 2016

HE$m HEEn

LE55400m Undated fleatng rate prmary cepinl nobes 3126 GA0e
MY RB00m Foted raba 5 (5% subordinnted bonds dus 2097, enlisbla from 2022 964 BES
MYRABI0m Fooed rate [4 35%) subordnsted bonds dus J032, aslisbla from 201 # - HER
At 11 Dec 4,090 LR

T Thomisrsst rade on B MYRSO0m 5085% calabie sobordna el bongs s Z027 wall ncreasa By 1% from Nowrnber 2028
2 1A e DOIE O D AR Sl a1 GO e oy MIYIRGOON o 5% S Sl diiied Bondl Bl Al SR,

Subordinated labilties issued to group entities are not included in the above.
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MNotes on the Consolidated Financial Statements

26 Preference shares

Irredeamable preferance shares, issued and fully paid

2017 2018

HK§e Higrn

At 1 Jan 26,873 2B 416
Rodesmad dumng tha yass {6,022 11, 6680]
Exchangs nnd other movamanta 180 14
At 11 Dec 21,037 2EETD

The preference shares were issued at the then nominal value, and may be redesmed subject 10 30 days’ notice in writing 1o sharsholders
and with the prior conzant of the Hong Kong Monetary Authority. In the event of redemption, holdare of the shares chall ba antitled 1o
recaive the iszue price of US$1 per chare hald togethar with any unpaid dividends for the period since the annual dividend paymant date
immadiataly preceding the data of redamption, subject to the Bank having zsufficient distributable profitz. The helders of the preferance
shares are entitled to one vote par share at sharehalders” meetings of the Bank,

The nurmber of issued non-cumulative irredeamablea praferance chares at 31 Decambar 2017 was 2,478m (2018: 3,253m) and 775m wara
redearnad during the year. Mo non-cumulative irradeamable preferance shares ware iccued during the vear (2016 nil).

The number of issued cumulative iredeemable preference shares at 31 December 2017 was 200m {2016: 200m}. Mo cumulative
irradeamable prafaranca charez ware izccuad during tha yaar (2016 nil).

Thera was INR270m (2018 INRETOm) of authorised prefersnce share capital, compnsing 8.7 m compulsarnly convertible preference
shares ("CCPS') of INR100 aach in the share capital of a subsidmry, HSBC InvestDirect Securities {India) Private Limited (‘HSBC
InvestDiract’), The COPS ware izzued and fully paid in 2009 81 8 neminal value of INR100 aach. These chares may be convartad inte fully
paid aquity shares of HSBC InvestDirect at any tima after one year to 10 years from the date of allatment of the CCPS by written notice.
The conversion chall ba mada at par or pramium as may be determined by the Board of HSEC InveztDirect at the time of the conversion.
The CCPS shall carry a fixed dividend of 0.001% of the face value per annum. Aftar 10 years following the allctment of the CCPS, all
outstanding CCPS shall be converted at par or premium as may be determined by the Board of HSEC InvestDirect at the time of the
conversion. HSBC InvestiDirect did not convert any CCPS dunng 2017 (2016: nil). The number of izzued CCPS at 31 Decembaer 2017 wasz
8.7m (2016; 8.7m), No CCPS were iszued during the yaear {2016: nil).

27 Share capital

o7 2018

HKEm HEdm

Ordirsry share capiinl 116,103 114,558
Githar' 35,257 -
At 31 Dec 'I!'h_ﬁﬂ 114558

Ordinary shares issued and fully paid
2017 2018

HH$m Numibser HEgm Mhurebsst
At1 Jan 114,359 45,743,491,798 S6.0EF _ SBA20.562.901
AN G et o Tt Bt o ARELELR).
At 31 Dec 116,103 456,440,991, 758 114,568 45, 740 451, T8

T o Z1T B Bank rockessned DES 7 FEm (GRS 02 2my of pradfarincs shares wiich wovs olasofiod' 35 3 fndacs kabeldy in 5 constiaianio’ badances s foad node 251 The recismpdng
W L By 3 DA T our e g DGARERD DVt e Dl AVEGNT WO SRR O PhOAT) ST A SRR D0 BRI GOV Y SCOORTARCH W THE ARG 0F Dhr e
Orainanca in 2013, tha Bank recsemaed USES P (WEEDRS 25Em) of preferanca shanes in tha same maanar. T smound was aes fraosfarsd from ratases asrong s fo shana
cjven e Sha yedr Mo covbee B DY el e raanvanl The K anount travisiin e’ G rafmined’ sarmng s it Cpes obmg D i i AeSecT o Diees ravescinag
s RS 250 The amawnol & aon-oriraburimbia

G58m new ordinary chares ware iccued during 2017 (2016: 7,323m) at an izcue price of HKE2.5 sach for ganeral corporate purpozez, The

holdars of the ordinary sharas are antitlad to receive dividends az declared from time to tima, rank aqually with regard to the Bank's
rezidual azzats and ara entitlad to one vota par chare at shareholder meatings of the Bank.

28 Other equity instruments

Cther aquity instrumants comprize additional tier 1 capital instruments in iszue which are accounted for in equity.

017 2016
HE$m HEKSm
UE$1,000m Flonting mis parpetunl subardineted kan, caiebls from Dac 2012 7.756 1756
LIS 80 0my Flontng mte porpetunsl subardneted koan, calabds from Oeo 2032° 6981 6,281
At 31 Dec 14,737 14,737

T intorest rate ot ona e DS ondar LAROW pltes 28485

The additional tier 1 capital instruments are parpetual zubordinated lcanz on which coupen payments may be cancalled at tha cola
discretion of the Bank. The subordinated loans will be written down at the point of non-viability on the occurrence of a trigger event as
dafined in tha Banking (Capital} Rulas. Thay rank highar than erdinary shares in the avent of a wind-up.
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29 Maturity analysis of assets and liabilities

The fallswing s an anabrsie of aszats and liabilitias by remaming contractual maturties at the balance chast date:

oOoOooodn

[T Due e
Dus  batwesn bty 3 Ity Mo Mon-
witthin 1 and v 1and 5 Due after  contractusl Trading trading
Tmonth 3 momths 12 manthe years 5 years maturity  Instruments  derivatives Tatal
HEEm HHEEm HE$m HKSm HESm HKEm HESm HESm HK$m

At 31 Dee 2017
Agsas
Cash and sight ba lencos pt cantral banks 208,073 - - - - - - - 208,073
ltema m the courss of gollrcteon from othar
Danke .74 - - - = - = - 25,714
Hong Kong Sovernmant gartdicates of
nodabtecnesa 26774 = - - - - - - 267,174
Tradmg seists — - —- - - - 496,439 - 496,434
Dot st - - - - - - 295,363 A.680 300,243
Firmninl nasats degigrntad ot fnie vahs 1,151 472 2,634 11,273 3,126 103,930 - = 122,646
Fawa fii regrurchenBg BQmMarments - nomn-
treding 212,556 62,050 16,472 39,812 - - - = 330,890
Figzings with end advences to bania 2H2,259 74,043 .20 30,874 8,613 - - = 433,00%
Lonrs mmd mdvances to customans G64,326 315,163 S3E83 1,011,144 812,709 {13,045} - = 3,328,980
Firmncm| mvastrments: 205,333 352,076 364,037 489,165 301,021 2241 - = 1,720,873
Amounts dus from Group compenms 68,025 151,749 L1130 ] G568 ] - B458 - 227,729
Interasts n assoombes and pat vantures — - —_ - - 144,117 — - 144,717
Boodwill and miangble sesets - - - - - BY 845 - - 548,685
Proparty, plant and agupmant - - - - - 116,336 - - 116, X336
Dafairad thx asbats - — — — — 2156 — — 2,156
Prepayrment, accrued insoms and other
e 51,204  Z6,554 13,862 11,098 7193 46,600 = = 158,511
Total azsets 1 815 107 73758 "IM 1,133.?“ m?ﬂ WEH &m ?l“!‘ﬂ
Linhiliting
Hong Keng curmenay mabes in gireulaton 267,174 - = = - = = = JBTAT4
arma = tha course of tranemison bo ot
Benks 38,283 = - = = = = = 38,283
Rapurchasa sgreasmants = non-trading 45, 000 2170 - - - - - - AF, 170
_Daposts by banks 192,187 2,830 6,437 33 - - - - 201,657
Cusslonmvir BocaLnte 4,727,204 217,307 177.150 16,337 274 - — — 5138272
Tradug hebitas — - — — - - 231,365 - 231,385
Darvatwan - - —_ - - - 305,078 4,277 308,353
Firemociml hnbilitss designoted at fair woioe 159 - 2,821 8,365 - 38,093 - - 349,278
Dabt sacurntss m maua 1,188 2,877 0,585 21,114 4,415 - _ - 30,44
Rativerrant banaht labilitss — - — — - 2 22E - — 2223
Amourts dia B0 Broud companas 106,368 1,915 515 47,843 56,243 - 12,908 — 265,688
Accnmls end defermed mooma, othar
bmbifias Bnd provissng &5, 746 ar.az 18, 088 4,164 233 5,035 - - 110,687
Lok ites urdar mgurnmos contmets’ 6,595 - = — - 431,422 = — 438,07
Cuntrant te Babildese 487 200 2.114 a1 - - — - 3,242
Dafarrad tax | ebddns = - = - = 24, 391 - = 24,71
Subordnatad et - - - 964 - 3,126 - - 4,090
Prafargnog sharss = = = = = 21,037 = = 21,037
Tatal liabilities 5430432 264534  215.924 99.261 101,169 525,136 549,437 4,277 7.190,360
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Dua Dus Dua
Dua  betwsen  Dehwasn  Dabaean N Kon-
within 1and Jand 12 land B Dud &fted  contractual Tradifg Hadng
Tk 3 i o i YA & ymars MAFRY  FEIAmEnTE SR E Tatad
HESm Higm HEgm HESm HKSm HESm HESm HXSm HE$m
AL3Y Dea 2076
Fuamiatn
Cosh and sight balonoas ot cettral banks 293,783 - - - - - - - 213,783
Iogmg in B couses of collexton from otha: Banks .40 - - - - - - - .4
Henpg Kong Govemmant cartilisates of mdsbtedness 42,194 — — — - — — —  laiia4
Tradng sepets - - - - - - a71.634 —  37.ED4
D rrwnbness — - — - - - A70,B8Y ERF £79.807
Fimanaml ssdats dasgrated st fac vals 38 LirF 2,580 11,646 2457 B, 1E3 - = 106,076
Ruwarss rapurchinss sgrsmants - non-treding 154,445  BOSER 2300 4,968 — — — - INEEY
Pincings with and ndvences 1o banks Sondse  araid 41,063 AhA04 1547 - - = HEIN
Lonrs ard sdvances (o customans BE098 NG <6188 BIESN  NMBALd 12658 — —  @E84174
Firmne ml imeagomants 242089 A1BE06  SETSME RMAR 266361 5716 - — 1.E36R561
Amounts dua Trom Graup compansas 196,084 76240 14233 1,678 208 — 13854 —  dapIia
Interests n associobes and oot vortums - - = - - 1286, 752 - - 126,793
Goodwill and intengibls sesats - - - - - B 058 = - BRSO
Property, plent end aguipment - - - = - 111,640 - = 1840
Dafarmad tex nnsats — — — — — 1608 — — 1,608
Prepeyrmant, acciuad incoma and othar assatn -, 06 R 14,128 10583 2,451 1,782 = - 171,230
Torts| nssats 1,947 418 82008  S26 78D 1 400681 062 450 451, 830 850,640 8138 76548552
Limbden
Hong Kong curmency motes in cirpuiaton 247 194 - - = - - - - 2AF 194
Ibermi g it Bha coudsa of tansmeson t othar banks 27,16l - - — - — - - F. 16T
Rapunchass agreamants - nan-rading 26581 1523 = - = = - i 27.610
Daganis by banks 168,058 14247 8355 I 24 - — — 1z 470
Customsr BocoUns 4461 381 B AR 63,848 21,710 A - = = o B00,004
Tradng babdit s = - - = - - 1,430 - ABE.4AT0
Dt witrvan - - - - - — 450,00 2562 451468
Firmna ml labildse deagnated ot fos walus Pl — 4,4 10,160 2id 36137 — — 61,118
sl gcuditih o iBsus 1,548 A0 7.440 11,618 & 020 = = = 26450
Ratirsmant barsit labnhtss — — - — — SEE7 — — SLEET
Amounts dus to Group compansis 0,072 51 31 o BdsER — 13,413 - 196,008
Agennls end defarred neome, othar babilitss and
prOVEIOnE 1411 984S 16,008 1656 Fid| G516 - - a4
Linbditas wndsr mpimnce contmsts’ 2383 - = - - 363,907 - - B0
Curmnt teo hebiditag 5 Er 1A 25 - - — - .88
Dafarrad tes lebilitas - - - — — 21,401 - - 25401
Eubordieted st taat - - BER - BEY 302 - - £ EI6
Prafarancs shares - - - - — IEETA — = JE.ETI
Tortm| habilhas 6,087 163 396361 S0 08D 45,008 80,068 450,808 BE1,568 2082 B.BEOBRIE
T Liabsidss gnder snsuvance oonbrach by whash noliss on ol heve bast recadved ars inchded undar ‘Tus withi | mowth”, Tha ing bal LT R unake W contrachns’

W

AR
& Tha matnoty o snborobeeied debdbes m baseg'on the sarbest obte o wiheah O gvoup & reguared fo pay, 16, e cillatbls oa e,

8z The Honglkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2017

242/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

30 Analysis of cash flows payable under financial liabilities by remaining contractual

maturities
Didi Batwaen
Duse weithin Jand Duebebaueen Due afier

On dermmnd 3 months 12months 1 snd § years § yoars Total
HE$m HHEm HE$m HE$m HE$m HE$m

At 31 Dac 2017
Hong Kong curency notes i cinpuiston 287,174 - - —_ - 267174
faemin i tha courss of trenemission o obhgr banks - 3a2aea - - - 38,283
Rapurchags agresmants - nan-Trading 11,8259 35,554 - - - 47,383
Caponrts by bankn 163,030 32,048 6,467 287 _ 201,812
‘Customar secaLns 4,229,543 717,651 172,358 17,795 281 5,144,659
Tradmg kabilitan 231,365 - - —_ —_ 231,385
D reitnegn 304,970 412 1,820 1.253 411 308, 866
Firmnca| linbiitss desgrated at fair valkss 1959 az 2,724 8,524 38,069 49,548
Dafrt pacuri ek o iBEUA 40 4,026 2,521 22,421 4,753 a0, 761
Amourts tua 1 Group SompanEs AR BOG 82,614 4,495 L 113,635 308,054
Onhar fimances] labildme 8670 69,010 16515 3287 218 87,900
Bubordneted labdtsn _ 25 T4 1,381 3.834 5,094
Prafamnce shares - 283 412 2,718 27,990 31,466
5,257,024 879,938 221,417 124,995 168,991 6,772,365
Lesbin comen irmanta 1,821,774 540,726 14,437 4,678 a7 2,481,712
Firmnzm| guarantis and credt rak related guamnies contracts 57,353 — - — — 57,353

7136151 1,620,664 235,854 129,673 185,088 9,311,430

AL 31 D 3016

Hong Kong cunency mates i cirsuinton IR T — — = . 242 154
Itaemn in the courss of ransmissian o other banks - 31088 - - - S
Raepuwrchase agreemants = non-tmding 14,5087 12,633 = = = 278520
Dapomts by benks 152,674 50,929 9,086 217 27 192,943
Custosmar socounta & 008,208 J0E, 004 167,132 24132 453 4407 565
Trading fnbilies 1EB&70 - = = = 166 470
Dharswntaoan 455,67 E28 ] &5 i 451, 0
Fu:_n"v:lul lisbiltss desarated at far wnlu 205 L] 4504 10437 36230 61,623
D secuton o S TS S—
Mn:ll.nl:-mu 10 B roup compenas 47, 847 el | Fat ] 10,088 p e 221 560
Zthar financal |abilgtas 12,554 ol AR 12,866 1.714 20 5, D00
Suberdnatad Inhditss = Fi 33 =13 4056 55
Prafacancs shares = 225 538 =082 Ja 4% 28211
§.107.767 05247 206,538 3017 1 %A B 488 616
Lisan e itrnants 1 EEBETE 657212 16,580 4 486 a4 2287517
Firsenam| guarsnitas and créada rek relsted gusrsnbes contracts B4 017 - - - — 4017
A0 1,500, 454 iy &7.605 1 76605 BAa0.2 46

The balances in the above tables incorporates all cash flows relating to principal and future coupen payments on an undiscounted basis
(axcapt for trading liabilities and trading darivatives). Trading liabilities and trading derivatives have basn included in the 'On demand’
tima bucket az trading lisbilities ara typically held for shon pericds of time. The undizcounted cash flows payable under hedging
derivative liabilities are classified according to their contractual maturity. Investmant contract liabilities have baen included in financial
liabilities designatad a1 fair valua, wharaby tha policvhalders have the aptions to surrendar of transfar at any tima, and are repartad in the
‘Due after 5 years’ time bucket, A maturity analyss prepared on the basis of the earliest possible contractual repayment date (assuming
that all surrendar and trancfer options are axarcicad) weould rezult in all investmant centracts baing precentad ac falling dus within ana
year or lass, The undiscountad cash flows potantially payable under loan commitments and financial guarantes contracts are classified
on tha basiz of the earliest date they can ba callad. Cach flows payable in rezpect of customar sccounts ara primarily contractually
repayable on demand or at shert notice.
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31 Contingent liabilities and commitments

(a) Off-balance shesat contingent liabilities and commitments

7 Fall

HE$m Hidm
Contingant liabilities and linancisl guarantes contracts
Gunmnbeas and i revosnbbe stbers of erads pldged oe collabe ol sscurity 288,833 BT.EES
Qithar contingent bainlites 1,059 1598
At 31 Dac 285,892 250.668
Commitments
Documantary ceadits and short taem tredae-raleted trenaactons 28,045 0,080
Foramnd agsat puncheess and forwatd fonemrd depoans piaced 8,198 [ ke
Undravwn {ommal standby fecdine, gradi bnas and ofher commitmants to knd 2,445 468 F.480. 503
At 31 Dae 2,481,711 iA0TE7

The abowva table disclosas the nominal principal amounts of commitmants (excluding capital commitments], guaranteas and cther
contingent liabilities, which represent the amounts at risk should contracts be fully drawn upon and clients default. The amount of the
loan commitmeants chown above raflactz, where relevant, the expacted level of taka-up of pre-approved faciltiec. Az a zignificant portion
of guarantess and commitmaents is axpected te axpire without beng drawn upon, tha total of the cantractual ameunts = not
raprazantative of future liquidity requiremanis.

(b) Guarantees (including financial guarantee contracts)

Tha group provides guaranteas and similar undertakings on bahalf of both third-party customars and other entitiaz within tha Group.
Thase guaranteaz are ganerally provided in the normal courze of banking businass. The principal types of guarantess provided, and the
maximum potential amount of future payments which the group could be required to make, were as follows:

01T N8

HEL$m HEEm

Tunsmrbaas i evowr of thisd pertss 270,925 236531
~ fripncl puatantieg 50,621 s2.631
- ol guaranbeas® 220,304 183,160
Guasantess w1 fawowr of athar HSBC G rup antitss 17908 21,672
At 31 Dec 288,833 7663

T Feaecsal puarsn e ang conracs thad rapwrs He seier o make seocde’ peyrmen s o raenduss the ol o & s mwounad Becsosa @ spncieg’ daddos i bo reake paymsd
wshan gl e socarcince ettt Bhe ool or mooifiea tanns of 3 deld wESovreerat. Tha sencuvts dn Bha alvove Lalke are novrna ponciral ansount

& OTh OB RNTRSE WhRedle r-E AR RTE OO AR PRl el X PArTTVAS RRSSCIOVE, DRIS-ri el T ¢ O SRR At AN T VDV 1o BN AN ATy I AR DT 0T O
ndefng shunresl parirmanca bonds, Bedf bondts, stanaly kdiers of crach! and’ DA e sasboun-rads i goaian e

The amounts dizclocad in the above table reflact the group’s maximum axposure under & large number of individual guarantea
undertakings. The risks and exposures from guarantees are captured and managed in accordance with HS8C s overall credit risk
managament palicies and procedures, Guarantess are subject to an annual cradit review process,

32 Other commitments

Capital commitments

At 31 Decambar 2017, capital commitments, mainly ralated to the commitmant for purchass of pramises, were HEE,097m
{2016: HKE2,945m].
Lease commitments

The group leases certain properties and equipment under operating leases. The leases normally run for a peried of one to 10 years and
may include an oplion to renew, Lease payments are usually adjusted annually to reflect market rentals. None of the leases include
contingant rentals. Future minimum lsaze paymeants under non-cancallabla cperating leazas for pramizes and equipment are acs follews:

2017 T
HESm HEZm

Amcunta payable within

- Ond yansor ks 2,948 LE14

~ e yanrs of las Bul oo o yasl 4277 4545

~ crvn T yanrs 874 ERE

At 31 Dec 8,059 8477
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33 Offsetting of financial assets and financial liabilities

Amounts sulbject to enforcesble netting amengements

e ence o A nce et
Amnsanis FAumounts mot
In erdect®  Buiance
Gresa  Amounts  the balance Financial  Men-cash Cazh Mt sheet
LTty offset sheet Instruments colinternl collotersl smount -mum total
HHEm HHEm HKEm HHEm HHEm HiEm HH&m HKEm HitEm
At 31 Dee 2017
Fannneinl ansets’
Dariestassn 353,713 {77.624) 276,088 {234,555) (4,928) (28.992) T.616 24,154 300,243
Ruvarsa repos, stock borrowing end simiiar
aq:f:_c'r:?'\l;qll‘?wm,;-;a ; ] 550,165 {12.685) Ba7 476 = {537, 3a8) Lird} [:5] 231,487 S60,963
- tmd i3 BEBALD B985 - 8068 - (Q,.Dﬂdﬁ - - - @968
= ran-roding amsets 541,188 {1 :,raujl 528,510 — | (528,382) (62} 66 23,487 | 551,997
Losans sned sdvences to customas ot
amofssd cost = = - = - - = P =
903,878 {90,313) 813,565 [234,555) (542,274) (29.054) 7682 47,641 861,206
Finnncinl linbilitias”
Dot destibieaen 66,456 {77.624) 288,832 (234,555) 14,738) (27.959) 21,580 20,521 309,353
Repeg, stock lnding and gimilar sgrasmants 94,755  (12,689) 82,066 = {81,847) - 219 27,617 108,683
- Rrndeng linhiliebe Ga7y _ BE7 - - 1 — Ba7
= mgn-trading batnigias 94,058 {12685 a1,ara - tl-‘tm - 218 27617 | 108,996
Customar Basint 8 amortised oot - - - - - - - - =
461,211 {90,313} 370,898 (234.555) (96,585) (27,959) 21.799 48,138 419,034
A1 Qg 2016
Firenom| nssats’
Darmstaes IR AR 72, 580) [ [, MaE] M &20)] [PEM2] EB435 B3 AR 475,807
R rsa rapon, stock barrowing end simier
apmamarte claaaded an 451 804 [2 5808 4440 440 - [44E B3 [dE5) 2802 14808 484 054
B :m-:l:-uuuun"l_ Ttk = T.‘.-,*_ﬁ: ...... —~ _.1:?‘_3.[ o T | ks |,_ staint l-‘:?l e l__-1_j-2\'¢l_|
- rOn-Teading Seistie 50411 | [ 258 LA — [, B2 | |455) g 14508 | 452651
Lesbrak s advancods Do cudbo madE sl
Amerisad Cost 16042 (16,043} - - - - - - -
Febad) TG ) 05,506 e I R A S 7 o ) DH063 4388
Firanaml linbilt s
Do enbanss 11,764 .50 433,186 [ M) [EL65)  MaEB3E] 43306 ddAld  AE2.AER
Ropea, stozk landing end similar egraemants
shnaadmd an B2E73 =Rt i b - = A} 240 12,580 12941
- tmdimg lsbiliben 14| = 4z = T = = = EIT)
= ran-trading betnltian B3 637 ;_ [ 2EE 01 - PE-&,QS?;[ &} 240 12,680 72,068
Cueptomsar ocounts et amortised oot 16 043 (s, 042 - - . = . - -
BED AL &5, 980) 59 503 [, MeE] [EE2ER] |49, 508 43 548 5880 BOS.IED

T Thass exposines conbinug fo ba sscerad By Snanoal colfataral, but we may rof Base sog At or bean abls 1 obiam 3 lagaf opsndon swalsnong antrosabdly of B offssiing rpht
i AR Peeanedr i e dRnce Bheal Mkl Balincas ol o ol covnpd s of MIKREG2, FEE (20T E HICE254, 045,
3 Ao Deasanted 0 the BRRNGE shet Mokl Batinces ok 1o (RoA Cmpdnas of MICE TR GE 1N (H005; FCE 160 )

Financial assats and financial liabilities are offset and the net amount iz reported in the balance sheat whan thare iz a legally anforceable
right to offset the recognised amounts and there 15 an intentien 1o seitle on a net basis, or realise the asser and settle the labiliny
simultaneously {'the offset critaria’).

The ‘Amounts not offset in the balance sheat’ for dervatives and revarse repurchasa’repurchase, stock barrawing/lending and similar
arrangemants include transactions whare:

* the countarpanty haz an offsetting axposure with the group and a master natting er similar arrangamant iz in place with a nght of set
off only in the event of default, insolvency or bankruptey, or the offset criteria are othenwise not satisfied; and

+ cash and non-cash collaterals are received and pledged in respect of the transactions describad above.

34 Segmental analysis

The group's cparating sagmantis are organized inte four global businezzes and & Corporate Centra. Tha greup's chief oparating decizion-
maker, the Executive Committas ("EXCO"), regularly reviews cparating activities on a number of bazes, including by global businasses
and by countries. Although the chief operating decision-maker reviews information on a number of bases, business parformance is
asseszed and capital resources are allocated by global business, and the segmental analysis 15 presented on that basi. The global
businesses are therefore conzidered our reportable segments undar HKFRS 8.
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Information provided to EXCO is measurad in accordance with HKFRSs. The group's cperations are closely integrated and, accordingly,
the presentation of data includes internal allocations of certain fems of income and expenses, These allocations include the costs of
cerain suppart services and global functions to the axtent that they can be meanmgfully attrnbuted to operational business lines and
gecgraphical reagions, Whila such allocations have bean made on a cyctamatic and consictent baciz, they necessarily involre a degres of
subjactivity. Costs which are not allecated 1o global businessas are includad in the "Corporate Cantra’. Wheara relavant, income and
expensas amounts presanted includa the rezults of inter-segment funding aleng with inter-cempany and inter-buziness lina transactions.
All such transactions are undertaken on arm's length terms. The intra-group elimination tems for the global businesses are presented in
tha Corposata Cantra.

The group provides a comprehanzive range of banking and related financial sarvices to e customers organized by global business:

* Retail Banking and Wealth Management {'RBWM®) serves persenal customers. We take deposits and provide transactional banking
sarvicas to anable customers to manage thair day to day finances and save for the futura. Wa zelectively offer cradit facilities to acsist
eustomars in their short or longar-term barrewing requiremants; and we provide financial advizery, broking, insurance and investment
sarvicas te help tham manage and protect their financial futures.

* Commercial Banking ('CME’) is segmented into Corporate, to serve both corporate and mid-market companies with more
sophisticatad financial neads, and Buzinezs Banking, to serve small- and medium-sized entarprices {'SMEs'), enabling differentiatad
covarage of cur target customers. Thiz allews us to provide continuous support to companias ac they grow both domestically and
intarnationally, and ensures a clear focus on intarnationally aspirant customars.

* Global Banking and Markatz ('GBEM®) providaes tailored financial zolutions te major governrmant, corporate and institutional elianis
worldwids, GBEM operates a long-term ralationship managament approach to build a full understanding of clients” financial
raquiraments. Sector-focused client service teams comprising ralationship managers and product specialists develop financial
salutiens to mest individual client nesds.

* Global Private Banking {'GPE'} provides investment managemant and trustae zolutions to high net worth individuals and thaeir families.
Wa aim to maeat the neads of cur clients by providing excellant customer carvice, levaraging cur global foctprint and offering a
cemprehensive suite of solutions.

= Corporata Cantra was astablizhed to align canain functionz of the group. The Corporate Centre includes Balance Sheet Managamant,
cartain interests in associates and joint ventures, az well as the resulis of our financing operations and cantral suppart costs with
associated recovenies.

Parfermance by global businacs iz presanted in the ‘Financial Review” cection,

Information by geographical region

et of Intra-segement
Hong Kong AsinFacific eliminntion Total
HEgm HH$m HE{§m HE§m
2017
Tote| cparstng mooma 187,835 70,397 13,059 255,233
Pl it Bty b 73577 A2 042 — 115,819
Tortal sdsats 5,643,940 2,823,926 (624,520) 7,843,396
Tatal babiltis ) 5,283,539 255130 624,520) 7. 1560, 360
Eoedit comonibinats 60 vorbngert kit lrontract Smiuntkl 1500456 1271147 = 277,603
2018
Tirta| cpadatig msame 166,967 0431 [Araly] 232750
Pt Bafore tax ] a2 052 - 102,707
Tirtal addsta 6498727 2,536 800 £33 EM4] 7500 952
Tixtal habltas BOE2172 2,201,318 [483.675] BHE3.816
Cradit commdmanta snd contingant lisbilitss feontract smoLints] 1,413,979 1183187 — 2EATATE
Information by country
Ty’ h‘-:q_:;_t.;_l‘r_ml s L
2017 ame 7 2018
HHESm HXSm HE$m HKSm
Hong Kong 125,698 106, 1 EG 111,164 N0EETE
Maxiand Chns 14,264 14,307 150,778 1a0Ae7
Auigtmlin 8,636 EAea7 a7 E21
Insdn 8,372 1,761 2108 1.918
Indoananm 4,385 4 487 3,851 280
Mnlsyein 5,663 5,754 833 fEl
Smgapon 9,054 #o27 1,404 1,593
Taswmn 3,235 2798 2,325 PR
Dithar 8,088 5288 2963 2540
Tl 186,443 166,153 276,297 260,231

T Bevenue fsbead 25 el cpaating s Daftne a0 enpeymant chanpas g ather credt ek prowsons ] & attnbuiable o countees based' on the kcaton of the prmcgal
e s of B sobsiiey o Branch
£ NoDCUeR BERSCE CONEST OF IeTEdrTy, DNt nd aquntrrinl, ool oiher Mgl SERe0, SNRGETE A STER0CEEE AN O VeLed BT COntiaT OO BERR0T
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35 Related party transactions

The group’s related parties includa the parent, fellow subsidiarias, associates, joint vantures, etirement banafit plans for the greup’s
amployaes, Key Managament Parsonnel, cloze family membarz of Key Management Personnal and entities which are controlled or jointly
centrollad by Kay Managamant Parconnal or their eloza family mambars.

{a) Inter-company

The group is wholly cwned by HSBC Acia Holdings BV, HSBC Asia Heldings B.V. is in turn wholly ewned by HEEC Asia Heldings (UK)
Limited, which is whally cwned by HSBC Holdings BV, HSEC Holdings B.V. is wholly owned by HSBEC Finance (Netherands), which is
whelly cwned by HSBC Holdings ple {incorporated in England).

The greup anterad into trancactions with it fallow subsidiaries in the normal coursa of business, including the acceptance and
placemant of interbank deposits, correspondent banking transactions and off-balance sheet transactions. The activities ware on
subztantially tha sama tarms, including intarast ratas and security, as for comparable tranzactions with third-party countarpaniasz.

The group shares the costz of cartain IT projects with Az fellow subzidianes and akko uzed cantain proceszing servicas of fallow
subzidimries on & cost recovery basic. The Bank alzo acted as agant for the distribution of retail investmant funds for fellow subsidianes
and paid professional fees for services provided by fallow subsidiaries. The commissions and fess in these transactions and services are
priced on an arm's length basis.

In 2017, tha group aequired HSEC International Trustea Limited froam HSBC Private Bank Holdings (Suicza) SA, a fellow subsidiary
cempany of the group. The transaction was made on an arm'’s length basis.

Az part of the recovery and resolution plan, a new service company (‘the ServCo’), which & not a subsidiary of the group but is indirectly
held by the HEEC Haldings ple, has been zet up in Hong Kong. In 2017, the greup begen to tranzfer certain properties and employeas
parforming shared zarvices to the ServCo. Thara wara no changes to amployment tarms and conditions or penzion banefitz of theze
amployaes. Following thece trancfars, the SenvCo has started te provide sarvices to the greup and the group recegniced a managameant
chargs of HK3232m to the SenvCo for these services, which is included undar ‘General and administrative axpences’.

Thea aggregata amount of income and expansas arnizing from these transactions during the year and the balances of amounts dua to and
from the relevant parties at the year end were as follows:

2017 20TE
Immedists UMimate holding Fellow rmadats Ulmate hokiing Fal ko
halding company company subsldiares Poldog company TR w3
HE$m HHEm HHEm Hithm Hidm Ftgm
Income and expenzes lar the year
Intaraat mooma - - 2,447 - - 1404
interast eapensa’ 2,738 1,704 825 1252 EEE 817
Fag imcoma - a1 2,805 = = 2883
Fas axparss - - 1,106 = = am
Sther oparatng mcoms. . - 1.201 2,508 = 25 2048
oo ol W L L 5 2‘_‘?. ;.E— = 2.5‘8? ?ﬂ."-”é1
i 713 B0, 0D ¥ il IG5 045
= tding oRsats - 202 8,270 = 14 1750
= darpnive pesets - - 78,004 = - 110885
- othar sbEte” 1 511 218,745 L a6 | 2250685
Linbilitias 71.700 84,480 180,831 2567 26,404 221,580
.I.’.“‘:.'.':g.‘].‘.&:'..'.'.'f’!“.":‘_ § o 2 12,994 i 13 13,400
I‘Flréﬂw::lgl I.lubll_\lzl_u;s dﬁﬁ?l_"&!u? g:vre_l‘llr. Ve \;ﬂ:‘:“ : - 35,868 i5 - - B
Dornwatwe lobilites - - 70,268 - - 115,743
Othar labilitas” 515 1,087 107,499 &0 L4 42358
Subgrdnstad labditms 50,255 57,525 - 5,375 8677 -
Prafacancs sharss 20,930 = 107 28,793 = 100
Guaronisas = = 17,808 = = 21,872
Commimanta - - 14,372 = = 2ETE
P inberesl axpanse mobaed alebrabobon on profeance shares 3o sminrest on sobonona e bebeins
2 I BIE payrrents wewe rrecls of NERE 2 (BOTE WXEEA I for softaaca comts wdinsh wasre capvtaised’ 55 irdaagabls ssiads an e badance shea! of e groun
A Thehh BRDOCRT S ErasR el (b LARDGAEE e ROnR RN CONYEE " B Sovanuia e Daiancs Shear
T badancs snclnded solordineing Snbdrbas of HCESE, 858n fo meal MFMMMW Crpmcly [FLACTT raqerarnant (B0, nd)
5 T bavance wnclraedl sirbovabnmm Db of FICRSS, 8380y fo meal TLAC recqrisrasnant (20716 HKEES 382010,

{b) Share option and share award schemes

The group paricipates in varicus share eption and chare plans operated by HSBEC wheraby shara aptions or sharez of HSBC are grantaed
to amployess of the group. As disclesed in note d{a), the group recognizes an axpense in respect of theze share options and share
awards, The cost borne by the ultimate holding company in respact of share options is freated as a capital contnbution and i recorded
within ‘Other reserves’. In respect of share awards, the group recognises a liability te the ultimate holding company over the vesting
pariad. Thiz kability ic meazured at tha fair value of the shares at aach repering date, with changes cince the award dates adjusted
through the capital contribution account within "Cther resarves’. The balances of the capital contribution and the lability at 31 Decambar
2017 amountad to HEKS2 901m and HKS2,288m raspactivaly (2016: HK$3,225m and HK$1,945m respactivaly).
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(e} Pension funds

At 31 December 2017, HKE15,1bn (2016: HEE14.0bn| of pension fund assets under defined banefits and defined contribution schemes
for group em ployess wers under management by group companies. Total fees paxd or payable by pension plans to group companies for
providing fund managemaent, administrative and trustee sanvices amounted to HKS27m for tha year (2018 HK221m).

(d) Associates and joint ventures

The group provides cerain banking and financial sarvices 1o associates and joint vantures, including loans, overdrafic, interest and nen-
interazt baarng deposits and currant accounts, Details of interasts in associates and joint veantures are givan in nate 15 Tranzactions and
balances during the year with associates and joint vantures weara as follows:

207 2018
Highest balsnce Balance ot Highast bualance Balance at
dusting the year 31 Docemiber dunng the year 21 Dacamiar
HH%m HH$m HESm HEgm
FArnante disy Trom ssaocltas — unsubordmated 249178 18,783 24 147 Fraiai]
Arnounts dus Trom oint ventues - unsubardnated - - 5 =
24,178 18,783 24160 2 AEE
Amaunts dus Do assocates 20,454 8,632 B.626 d d5d
Goenen i rnanta 1 1 1 1

The dizelosure of the year-and balance and the highest balance during the year iz conzidered the most meaningful information to
raprazant transactions during tha year.

The transactions resulting in ameunts due 1o and from associates and joint ventures arcce in the ardinary course of business and on
substantially the same terms, including interest rates and security, as for comparable transactions with third party counterparties.

{8) Key Management Personnel

Key Managemant Parsonnal are defined as thosa parsons having authority and responsibility fer planning, directing and contrelling the
activities of the Bank and the group. It includes members of the Beard of Directers and Executive Committes of the Bank and the Board
of Diractors and Group Managing Directors of HSEC Heldings ple.

The following table shows the axpense in respect of compensation for Key Management Parsonnal of the Bank for services renderad to
tha Bank:

017 208
HE$m HESm
Ealnrias rnd othar shost-1asm banaditn 308 =15
Ratiremant barsfing 10 10
Eherebased peymaents 11d 111
428 A0E
Transaction %, arrangemants and agreamants invelving Key Ma nagamant Parsonnel
2017 2018
HE§m HEgm
During the year
Highaat Bvaisgs asdits’ 36,413 2.0
Highas! avemsgs |H|:‘I||'||C|¥1 5,629 2. ERE
Contripution bo geoup's profit bafors e 899 ik
At the year snd
Qunsantang 10,249 o647
Coemmimants 2,961 Fllkc]

¥ o gReckagng oF [ AROEEr Avaade Dadance olvag W Ve o Con gk il S0 AReal M AR inn 30 AaDeGRRnl FRNESCIENE Jhuwag Bha yea

Transactions, arangements and agreements are antered inte by the group with companies that may be contralled by Key Management
Parsonnel of the group and their immediate relativas. These transactions are primanly Icans and depasits, and were antered into in the

ordinary course of business and on substantially the zama terms, including interest rates and security, as comparable tranzactions with
parsons or companies of a similar standing or, whara applicabla, with other employees. The transactions did not involve more than the

normal rick of repayment or prazent other unfavourable features.

Mo impairmeant lozses have been recorded against balance: cutctanding during tha year with Key Management Parsennal, and there ara
no spacific impairmant allowances on balances with Key Managemaeant Personnal at tha year end (2018: nil).

g8 The Honglkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2017

248/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

{fi Leoans to directors

Diractors ame defined as the Directors of the Bank, ns ulimate holding company, HSEC Heldings ple and intermedmte companses, Loans
to directors also include loans to companies that are controlled by, and entitses that are connected with these directors. Particulars of
loans to directors disclosed pursuant 1o section 17 of the Companies {Disclosure of Information about Benefitz of Directors) Regulation
ara as follows:

Aggregate amount cutstanding at Maxirnurm BIgreoe sriunt

31 Dac culstanding during tha year
017 2006 01T 2018
HE$m HESm HES$m HLEm
By m Bank 1,050 1065 1.213 1,275
By submdmrias - — 1 1
1,050 1DES 1,214 1 260

—

Thesa amounts include principal and intarest, and the maximum liability that may be incurred under guaranteas,

36 Fair values of financial instruments carried at fair valua

Tha fair valua of financial instrumaents iz genarally measurad on the basis of the individual financial instrument. Howewvar, in cases whare
the group manages a group of financial assets and financial liabilities on the basis of its net exposure to either market nsks or cradit sk,
the group measures the fair value of the group of financial instruments on a net basis, but presents the underlying fnancial assets and
liabilitiez saparataly in the financial statements, unlazs they satisfy tha HKFRS offzetting critaria as dezeribed in note 33,

The foliewing table provides an analysis of the basis for the valuation of financial instruments carried at fair value:

Falr Value Hiorarchy
Liewel 1 Lewsl 2 Lewsl 3 m'm nrm Totsl
HI$m HiEm HKEm HESm Hi$m HIKK$m
At 31 Dee 2017
Assata
Tradmg [e—— 300, 546 185,575 213 486,434 - 496,434
Daraemtaczn 4371 215,889 817 221,159 749,084 300,243
Firenciml nssats designated st o valus 90,541 23,8587 8,438 123 848 - 122 646
Aomilshia-forgals nwastmants 916,385 458 512 5,033 1,419,930 - 1,919,930
Linbilities
Truding hekites 79,200 141,972 10,184 231,385 = 231,385
Daranbaes 4,501 232,627 1,950 239,087 70,2688 309,353
Firmnom| lisbiltss desgrated st feir el ! -_— 49 2378 - 49278 - 49,278
A2 Dao 2018
Assats
Tradng - 233 548 131,286 M3 A - 371534
Diataribanas 3573 JE4, 062 1,800 68,138 110,858 473,807
Firmnam| nssats dusignated st fnr valon 72.17% Tl ame WE0TE = 108,016
Aymdaiy-fod-gak mastanNEs 1,068,461 610,557 6, M85 1.574 584 — 1A 6E,
Linkilitsn
Trading [ ol 105,750 6022 TG40 — 156470
Dataabinan 355 Ja0 258 2,595 SHEFE 118,743 AE2 A5H
Firmniam| habil s deagratad at far ﬂ‘uul - E0.BIG 247 61176 - B111E
P gl wiih WISES Group sntisd B0 ool raileciad Bacs,
5 Derdmbims Bekmcs with HEBC Group enions an angaly s Love! 57
Trancfars batwean Laval 1 and Lavel 2 fair values
Asvets Linbiilties
m; Held for Dw Held for Dm
HH$m HESm Hi$m HE$m HE$m HE$m Hi$m
At 31 Dec 20017
Trarmfars from Laval 1 10 Leval 2 w424 9,40 = = . = =
Trorwelase frorm Laval 2 to Lavel 1 63,280 — — - — - —
At Dez 2016
Trensfens frorm Laval 1 b Lavel 2 1253 - 247 - — -
Teanedars from Laval 2 1o Lavel 1 — — — = FE £ =

Tranzfers betwean levals of the fair value hisrarchy are deemed 19 occur at the end of the reponting perod, Transfers into and out of
Levals of the fair valua hierarchy are primarity attributable to changes in obzervability of valuation inputs and price transparancy.
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Mowvements in Leval 3 financial instruments

Balances reported in Level 3 increased, mainly in financial assets designated at fair value due to growth in insurance business, and in
trading liabilities from increased structured deposits. Thera were no matarial transfers fromfto Level 1 and 2 az & result of change in
obsarvabilty of valuation inputs in 2017 (2018 immaterial),

Control framework

Fair values are subject 1o a control framework designed 1o ensure that they are either determined, or validated, by a function indepandant
of tha rsk-taker,

For all financial instrumants whaera fair values ara determinad by referance to externally quoted pricas or observable pricing inputs to
models, independent price determination or validation i utilised, In inactive markets, dirsct obsenvation of a traded price may not be
possible, In these circumstances, the group will source alternative market mformation to validate the financial instrument’s fair value,
with graater weight given to information that iz conzidered to ba more ralevant and reliable. For fair values determined uzing valuation
medelz, the contral framework may include, as applicable, devalopment or validation by indapandent suppon functienz of (i} the logic
within valuation medels; (i} the inputs te those madals; (i) any adjustmants requirad cutzside the valuation maodals; and {iv) whare
pessible, medel outputs. Valuation medels are subject to a process of dua diligence and calibration before becoming operational and are
calibrated against external market data on an ongoing bagiz.

Changes in fair value are generally subject to a profit and loss analysiz process. This process deaggregates changes in fair valus into
threa high level categones: (i) portfolio changes, such as new transactions or maturing transactions; (i) market movaments, such as
changes in foreign exchange rates or aquity prices, and (i) othar, such as changas in fair value adpstmeants,

To this and, tha ultimate responsibility for the datermination of fair values liss within the Finance function, which repers fo tha Group
Financa Director. Finance establizhes the accounting policies and procedures governing valuation, and iz rezponsible for enzuring that
these comply with all relevant accounting standards.

Detarmination of fair value
Fair values are determined according to the following hierarchy:

* Level 1 - Valuation technique using quoted market price; Financial instruments with quoted prices for identical instrumants in active
rmarkets that the greup can access at the measurament date.

+ Level 2 - Valuation technique using cbservabla nputs: Financial instruments with quoted prices for simdar instruments in active
markets or quoted prices for identical or similar instrements in inactive markets and financial imstrumeants valued using modals wheara
all significant inputs are obeervabla.

* Level 3 - Valuation technique with significant unobservable inputs: Financial mstruments valued using valuation techniques where one
of mora significant inputz are uncbzarvabla

The judgement as to whether 8 market i active may include, but iz not restricted 1o, the considermtion of factars such as the magnitude
and frequancy of trading activity, the availability of prices and the size of bid/offer spreads. The bid/effer spread represents the difference
in pricas at which a market participant would be willing to buy compared with tha price at which they would be willing 1o zall. In inactive
markats, obtaining assuranca that the transaction price provides evidence of fair value or detarmining the adjustments to transaction
prices that are nacaccary to meazura the fair valua of tha instrurment requires additional work during the valuation precesc.

Financial liabilities measured at fair valua

Structured notes isguad and certain othar hybrid instrument liabilities are included within trading liabilities and are meazurad at fair valua,
The cradit spread applied to thase instrumenis iz derved from the spreads at which the group istues structured notes.

Fair valus adjustmants

Fair value adjustments are adoptad when the group datarminas that there are additional factors that would ba considerad ralavant by &
market participant that are nat incorporated within the valuation model. Movements in the level of fair value adjustments de not
nacassarily rasult in the recognition of profits or lozses within the incomea statement, such as whan modals are eanhanced, fair value
adjustments may ne longer be required.

Risk-related adjustments
(i} EBid-offer

HKFRS 13 requires use of the price within tha bid-offer spread that is most raprasentative of fair value. Valuation modals will typically
genarate mid-market values. The bid-offer adjustment reflects the axtent to which bid-offer costs would be incurred if substantially all
rasidual net portfolioc market risks were closed uzing available hedging instruments er by dizpesing of, or unwinding tha position.

{ii} Uncertainty

Canamn model inputs may be less readily determinable fram market data, and/or the choice of model isalf may be more subjective. In
these circumstances, an adjustment may be necessary 1o reflact the likelihood that market participants would adopt more conservative
values for uncerain paramatars andlor model assumptions, than those used in the group's valuation modal,

(iii} Credit valuation adjustment ('CVA’') and debit valuation adjustment ("DVA’)

The CVA& is an adjustment 10 the valuation of over-the-counter ("OTC) denvative contracts to reflect 1he possibility that the counterparty
may dafault and the group may not recaiva the full market valua of the transactions.

The DVA iz an adjustment to the valuation of OTC denvative contracts 1o reflect the possibility that the group may default, and that the
group may net pay the full market value of the transactions

Tha group calculates a separata CVA and DVA for each legal entity, and for each counterparty to which tha antity has exposure. With tha
axception of central clearing partses, all third-panty counterparties are includad in the CVA and DVA caloulations, and these adjustments
ara not natted acrose group entities.

The group calculates the CVA by applying the probability of default {'PD") of the counterparty, conditional @n the non-defaul of the group,
to tha group’s expactad positive exposurs to the countarparty and multiphying the result by the loss expacted in the svent of default.
Conversely, the group caleulates the DVA by applying the PD of the group, conditienal en the non-default of the counterpany, to the
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expacted positive axposure of the countarparty to the group and multiphying the result by the loss expected in the evant of dafault. Both
caloulations are performed cver the life of the potential exposure,

Far mest preducts the group usas a simulation methodalogy, which incorparates a range of potential exposures ovear the life of the
portfolio, to calculate the expactad positive axposure to a countarparty. Thae simulation methodelogy includes credit mitigants, such as
ceunterparty netting agresments and collateral agresmaents with the counterparty,

The methedologes do net, in general, account for 'wrong-way risk’ which anses when the underlying value of the dervative priarte any
CVA iz pocitivaly corralated ta tha PD of the countarparty. When thare iz cignificant wrong-way rick, a trade-zpecifie approach iz applied
to reflact this risk in the valuation.

{iv) Funding fair value adjustment ['FFVA")

Tha FFVA iz calculated by applying future market funding spreads te the expectad future funding exposure of any uncollateralized
companent of the OTC desivative portfolic, The expected future funding exposure is calculated by a simulation methodology, where
available and iz adjusted for events that may terminate the exposurs, such as the default of the group or the counterparty. The FFVA and
DVA are caleulated indepandantly.

(v} Model limitation

Meodels used for portlalio valuation purposes may be bazed upon & simplifying set of assumptions that do ot capture all mataral market
characteristics. In theza circumstances, modeal limitation adjustments are adopted.

{vi} Inception profit (Day 1 profit or loss reserves)

Insaption profit adjustmants are adoptad when the fair valua astimated by a valuation modal iz bazed on one or more significant
unobsarvable inputs.

Effects of changes in significant non-observable assumptions to reasonably possible alternatives

The key unocbsarvable inputs te Level 3 financial instruments include valatility and corralation for structured notes and deposits valued
uging eption models, bid quates for corperate bonds valued using approaches that take into aceount 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
stratagic investments is estimated on the basis of an analysis of the investes's financial position and results, nsk profile. prospects and
other facters, az well az by reference 1o market valustions for similar entities quoted in an active market, of tha price at which similar
companies have changed ownarzhip. The change in fair values due to changes in reazonably pessible akernativa assumptions for these
unabservable inputs iz not sgnificant,

37 Fair values of financial instruments not carried at fair value

Fair valuas of financial instruments not carried at fair value and bases of valuation

amcunt
HiKEm

At 31 Dec 2017

Ansets

Rawidids rpurchass Sgaaameis - non-liadng 30,890 - el BT 11,927 30,776
'F'_-UEI:\‘JB with el advances to banks 433,005 - 418,653 14,561 433,213
_I_._l:l:l_m ] urJ'!'uru:\eu b0 custom s 3,328,980 - 87,146 F230,365 3,322,511
IFll;:.'!ﬁEI! ry?ltﬂ.:r_-a.rrlf - dobi_?.?_nlrurlbeﬁ I00, 244 G244 33,240 - 305,484
Rapustchags sgieenants - non-Trading A7,170 - 47155 - 47,155
Daposts by banks 201,697 - 201,456 233 201,889
CUseTHar peiounts 5,138,272 — 5138352 — 9138352
Dabt pacurites o BBIa 38,394 - FE,273 - 38279
Bubordnated lebddms 4,090 - 593 2,773 3,766
Prafarancy Sharea 21,037 = - 21,539 21,539

ARG Qe 016

Agaste
Ruavarss napurchase egmaments = non-tredng Franzr - QBT 11,829 27200
Plscingns swith mnd advencaes to banis A0 211 - 4at 612 12216 A3 227
Lowirs mnd sdvances to customars 2824114 = T4, 855 2,148 042 2.881,7548
Firenom| mvastments - debt sacuntes 280, e GO5E AET G0 = 2E2.585
Linbilitsga
-ﬁnpuchun agrédmants - non-tadng 27,810 - 23 B0 - ELE:I'EI-
Capowts by banks 182,423 = a2 103 il ] 182 481
Customar sccounts 4 50, 00 = 4500 14 = £900,114
Cuabt sacuntsa m gsia i = 28260 - i)
Suboddriated ahdd i 4,835 — 1.763 2463 4 026
lo‘-_u_rgl_cii‘mmr 25,873 - - 1260 21265

Other financial instruments not carmied at fair value are typically shor-term in nature or re-price 1o currant market rates frequenthy,
Accordingly, their carrying amount iz a reasonable approximation of fair value,
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Valuation
The fair values of financial instruments that are not carned at fairr value on the balance sheet are calculated as descnbed below,
Repurchase and reverse repurchase agreements - non-trading

Fair values are astimated by using discounted cash flows, applying current rates. Fair values approximate carrying amsunts as their
balancaz are ganarally short dated.

Loans and advances to banks and customers

The fair value of loans and advances iz bazed on observable market transactionz, whare available, In the absance of observable market
tranzactions, fair valua iz astimated uzing veluation modelz that incorporate a range of input azsumptions. Loans are grouped, as far as
peceibla, inte homogenaous groups and ctratified by loans with cimilar characteristies te improve the accuracy of estimated valuation
outputs. The stratification of a loan book considers all material facters. The fair value of a loan reflects loan impairments at the balance
sheat date. For impaired loans, fair value = astimated by discounting the future cazh flows over the tima pericd they are axpected to be
recovensd

Deposits by banks and customer accounts

Fair valuez are actimated using discounted cach flows, applying current rates offerad for depozitz of cimilar remaining maturities. The fair
value of a depesit repayable on demand iz approximated by A carrying value,

Debt securities in iszue and suboardinated liabilities

Fair values are estimated by dizcounting future cash flows using discount rates for the applicable maturities and taking own credit spraad
into account.

The fair values in this note are stated at a specific date and may be significanly different frem the amounts which will actually be paid on
tha maturity or cattlamant dates of the instrumantz. In many cases, it would not ba pozeible to realize immediataly tha astimated fair
values given the size of the portfolios meacurad, Accordingly, theza fair values do not reprezent the valua of theze financial instrumants
to the group as a going concarm.

38 Structured entities

The group enters into cerain transactions with customers in the ordinary course of business which involve the use of structured entities
{*SE='). Tha group’s arrangements that involve SEx are authorsed centrally when they are established to ansure appropriate purpose and
gevarnance, The activities of SEs adminmtersd by the group are clossly monitered by senicr managemant, The group’s transactions with
concolidatad and unconzolidated SEx are sat out balow.

Structured credit tranzactions

The greup provides structured credit products to third-party professional and institutional investors who wish to obtain axposure to a
rafarance portfolio of debt instruments. In such structuraz, the investor receives returnz referanced to tha undaerlying portfolo by
purchasing notes issued by the SEs. The group enters into contracts with the SE, including derivatives, in order to pass the required risks
and rewards of the reference portfolios to the SEs.

Securitisations by the group

The group wses SEx to securdies customer lcans and advances that it has originated in order to diversify itz sources of funding for asset
arigination and for capital efficiency purposes. The loans and advances are trancfarred by the group to the SEs for cach, and the SEs
issue debt securities 1o investors to fund the cash purchases, The group may also act as a dervative counterparty or provide a guaranies
Cradit anhancermanis to the undarlying ascets may ba provided to obtain investrnent grada ratings on the senior dabt izzued by the SEs.

Third-party financing SEs

The group alse transacts with third -party SEs i the normal course of business for a number of purposes, for example, to provide finance
to public and private cactor infrastructure projects, for aszet and structured finance tranzactions and for custorars 1o raize finance
against sacurity. The group also has interests in third -party establishad structured antities by holding notes issuad by these entities or
entanng mto dervativas whare tha group absorbs nsk from the entities,

Funds

The group has established and managed funds to provide customears with investment opportunities. The group, as the fund manager,
may be antitled to receive management and performance fees based on the assets under management. The group purchases and holds
units of HSBC managed and third-party managed funds in order to facilitate both business and customer needs, The majority of these
funds held relate 1o the insurance bucinacs. Whaen the group iz deamed to be acting &z a principal rathar than an agent in s role az a
fund managar, the group controls and hance consalidatas thaza funds.

Tha group's trancactionz with conzolidated SEz ara not significant.
Unconsolidated structured entities

The maximum exposure 1o loss frem the group's interests in unconsolidated SEs represents the maximum koss that the group could incur
ac & rezult of ite involvement with unconcolidated SE: regardlece of the probability of the lozz baing incurred. For commitments and
guaranteas, the maximum exposure to koss is the notional amount of potential future losses. For retained and purchased snvastments in
and loans to unconsolidated SEz, the maximum exposura to loss i the carrying value of thezae interastz at the balanca shaet raponing
date. The maximum exposure to kss s stated gross of the effects of hedging and collateral arrangemaents entered into to mitigate the
group’s axposurs 1o loss,
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Tha nature and risk associated with tha group’s interast in unconsolidated SEz are zet cut balow.

HSBC  MonHSBC
mmanaged ‘managed
Securitiaations fumnda Tunda Oiher Total
HH fm HH$m HH$m HE$m HiK$m

At 31 Dec 2017
Totel omsats 168,139 GEa, 658 6,003,670 39,478 6,897,193
This group’n interest = sascts
Trading sesstls - 874 - - ara
Firesnces| sssats damgnsted st fnie velus - 28,018 a4 453 - 70,4789
Darnratrss 1 = = = 1
Loars ard adwvances bo customars 20,200 — — 8.281 28 481
Firsnams| mvastmants - 1,270 51 - 1,681
J2har ssdats - - - 297 2497
Totsl oesste n mabston to the group’s svbeests n the unconsoldeted strecturad arbtes 20201 28,160 44,854 8.578 101,793
This QrouD’s inbesest — babdting
Dernentavad - - - - —
Tortal habubtes o ralatan 19 e grovd™s Atadaeits v e undoneshdated gt ustuied amtifha = Eo = = =
This Qrou’s MBKINUT AxIORES 20219 28,160 51,118 11.698 111,196
ALET Deg 2016
Total nasata a7 BET.Sa1 B TR 647 BROTA  GA5.143
T QIOUR’S INDesaET — BBSHTS
Tradeg bl - Lai - - 2472
Firencim| nssats designatad st fawr valus - 18,161 LER i - B3 087
Darmstaan = - - 248 245
Lears snd sdvances 1o customas B.ras - - 158 14,564
Firsenial inve shrngnta - - ey - Lk
Cahar negate - - — B bl
Torial pssats N ralstion to the group’s mhirests N the unoonealideted structurad antitiag’ B, 7THE 20,4053 o0 il BATS 81,117
Tha group’s intemst = lebiting
Darnstaan - - - 1 1
Totel linbdbties 0 ralstion to the groip®s ntarests in thae unconaclideted structured entiting - = - 1 1
Thi Qraup’s mBXrmUm X0 ] 20,434 BaL0AT E532 [ ]

T M of WEDG v Aendts Sodf non-MEBS reanapad Arndk arns Aaky by B woinriincs bsinsts

Structured entities sponsorad by the group
The amount of azcets transferred 1o unconsalidatad structured entitias sponzorad by the group during 2017 and 2016 waz not significant,
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39 Bank balance sheet and statement of changes in equity

Bank balance sheet at 31 December 2017

207 Fall
He$m Hidm
Anzels
Caah i sight taloncas o1 csndral banka 145,529 T304
Iogris in B gowrse of gollestan Trom othet Benks 18,172 15006
Hong Kong Qowemmant el cabes of mdebtedness 26774 a7 04
Trading espats 354,114 214.da7
Darientives 281,552 45T, TAE
Firng il nesats desgnaeted st fnar valhe 463 05
Ravetss rapurchngs sgrasmants - non-tmding 203,031 146,508
Piacings with and ndvantes to banka 187,495 Pl ]
Loarns and edvancas to customans 1,833 450 1,676,240
Firmnaml imvastments 796,384 280 05
Amounts dus from Sroup cormpanms 486,744 A0, 555
Irveatmants i subsdiariaa Ba.418 BLLE0N
Intaresds o nssccintan and gt vantums ﬁm 29,830
Daodwill and intangble apsats 5,542 L5678
Praparty. plent end agqupment B3.520 B2 D44
Dafarnad teox napats T3 B30
Prepeymants, actrued incoma mnd other nasats AT2ET 108,001
Tatal acsets 4,584,483 4523 E7E
Linkilitias
Hong Kong curmensy nobes n croulatan 267174 242,904
Itdsiri & 17 Bl Sowdid of badEmigmon b other Barks 28217 26,560
Rapurchass agreamants - non-reding 12,243 10,454
Dagoais by banka 154,728 139,088
CLptoma r e 3,179,845 8,900,608
Teadey babditias 101,529 00777
Darnentovss 289,649 440,528
Fireaiid | labl it e deegnated Bt Fas wikus 7.838 8817
Dalbt sacunties n inee 27,885 18,356
Ratirgmant baradit labilitas 1,675 L5914
Amounts e 1o Group comprnins 337,344 o
Anciunls end defarned nsom e, otha lsbiltes Snd DIovERN 51.929 Lo L]
Currant tex henbiltmn 1,099 1,118
Dafarrad e lmbilisas a7rse TE2E
Lubordnated lebiltas 3,126 8102
Prafarancs sharea 20,930 L ]
Total liabilities 4,493,949 £ 850,660
Equity
Bhara capital 151,360 114,368
Crthar aquity mstrumants 14,737 14,737
Crthar rassrees 18,855 B, 447
Ratnined asmings 205,582 T TaR
Tatal squity 390,534 S0
Tatal sguity and lisbilities 4,884,483 £ B35 B73

94 The Honglkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2017

254/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

Bank statement of changes in equity for the year ended 31 December 2017

Other reserves
Aymilnblg- Cash
Other Property for-anbe flow  Forelgn
Share wquity Aetnined revelunSion  imvestmomt  hedpge  exchange Total
HHEm HEEm H%m HHEm HEfm  HE$m HHEm HE$m HE$m
A1 Jan 2017 114,359 14,737 232,742 35,816 2,262 G758 [(1734) (15.228) 370,321
F"_n:_|j-'l Fql_ tha year — — 62,511 - — — - - 682,511
1'.;'.I-u.|r.ca:r-.|:;r.\;4.‘l";;ulw T aRNEE
It of tax] = T FOF 7,252 4,261 ==, 12,239
— mvaiobls-for-gak mwaetmants - - - - - -
- tagh flow hadges - - - - — - 557
— changis n (e vakia of finarginl labiltss
dagagrated ot fair value sreng Trom changss in
o aredit rek” - - {205} - - - [
- proparty reveluntion - - - 7252 - - 7.252
— difuanil gane ot dalingd Bana it Baaatiabilin = - 12 - —_ = 912
- apehangs difeancs - - - - 4,261 - 4,281
Total comprehsnsive incoma'lexpansa) for the
yoar - - E3318 7,252 4,281 = 74750
-‘Shu s ssuad 1,744 - - - - - - - 1,744
Dewidands pnl_"-l' - = (56.260) - - - - o Pﬁ‘zm
Mowemant n respect of shero-besed peymant
srrEngamants - - {103} - - - - (311} (LR
Trarefane and othas r"-'.l'm-:iﬂl‘.-l‘fl;!-“'d 35,257 = {349,05%) {3, 263) (36 - - 2,996 383
At 31 Dac 2017 151,360 14.737 Em BIE?S! 1:m i'l'l!t E!E ’IB..IH-‘!I 2&5!4
Al Jon 2006 BB 14350 2488 H0EE 1365 L] PLEET]  MEA00E] 330385
Pagliy for tha yaer = = BRat4 = = == = = Baatd
0P SOFT D N R T
- - BT 4,06 13 i |er] - 4,007
- evmilsbile-for-sak mvetmants ]| - - - - =1E3 - - - #a
- cneh flow hadges il > - = = = 1584) o = T
- proparty revelntion b - - (173 4,082 - - = =| 2208
= n-c‘.:.:urlul. n_u;;En dafimed b-unu-i.-'.-u_lla'.l'l mbulity | Jdg - - 48
axchanga diff ersnces . . HET] - | sBE7)
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40 Legal proceedings and regulatory matters

The greup ic party to lagal procesdings and regulatory mattars in @ number of juricd ictions anzing out of ite nermal bucinects aparations.
Apart from the mattars described below, the Bank conziders that none of these matters are material. The recognition of provisions is
determined in accerdance with the accounting policies set out in note 1.2()). While the cutcome of legal proceedings and regulatory
matters is inherently uncertain, managemaent balieves that, baszed on the information available te it, appropnate provisiens have been
mada in razpect of thezea matters az at 31 Deacambear 2017, Any provicion recogniced doas not constitute an admission of wrongdaing or
legal liability. it iz not practicable to provide an aggregate estimate of potential liability for cur lagal proceedings and regulatory mattars
ac & clase of contingant liabilitiaz,

Anti-money laundering and sanctions-related matters

In Octobar 2010, HSEC Bank USA antared into a consent cease and desist ordar with tha Office of the Comptroller of the Currency (the
"OCCT) and the indirect parent of that company, HSEC North Amenca Heldings Inc. ("HNAH'), entered into & consen! cease and dosist
order with the US Fedaral Rezerve Board. In 2012, HSBC Bank USA further entered into an enterprizse-wide compliance consant order
{together the ‘Orders’), These Orders required improvemants to establich an effactive compliance rsk management pregramme across
HSBC s US buzinazsas, including rizk managament ralatad to the US Bank Sacrecy Act ["BSA’) and anti-monay laundaring ("AML")
compliance, Whils thesa Orders remain opean, HSBC Bank USA and HNAH balieva that they have takan appropriate steps to bring
themsalvas into compliance with the requiraments of the Ordars.

In Dacambar 2012, HSBC Heldings ple, HNAH and HSBC Bank USA anterad into agreamants with US and UK government and regulatory
agaencies regarding past inadequata com pliance with the BS54, AML and sanctions laws. Among those agreemants, HSBG Holdings ple
and HSBC Bank USA antared into a five-year deferred procecution agraement with, ameong otharz, tha US Daparimant of Justice (Do)
{the "AML DPA’), and HSBC Holdings ple consented to a cease-and-desist order and HEEC Holdings ple and HNAH conzented to a civil
money panalty order with the Federal Resarve Board. HSBC Holdings ple alzo entered into an agreament with the Office of Foraign
Azzatz Control ['OFAC) regarding hiztercal transactions invalving parties subject 10 OFAC sancticns, as well a2 an undartaking with the
UK Financial Conduct Authority to cemply with centain forward-locking AML and sanctionzs-ralated obligations. In addition, HSBC Bank
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USA enterad into civil money penalty orders with the Financial Crimes Enforcament Network of the US Treasury Dapartmant and the
OCC,

Under these agreements, HSBC Holdings ple and HSBC Bank USA made paymeants totalling US31.9bn to US authorities and underook
vanous further cbligatione, including, ameng others, to retain an indapendent compliance menitor (who is, for Financial Conduct
Autharity ('FCA') purposes, a ‘skilled person’ under section 166 of the Financial Senvices and Markets Act) to produce annual
assassmants of tha Group’s AML and sanctions compliance pregramma {the "Moniter'). Under the ceaze and desist order issuad by the
Federal Reserve Board {'FRE'} in 2012, the Monitor also serves as an independent consultant 1o conduct annual assessments. In February
2018, the Menitor dalivarad hic fourth annual follow-up review rapart.

Threugh his country-leval reviews, the Monitor identified potantial anti-meney laundaring and sanctions compliance iszuac that HSBC i
reviswing further with the DoJ, Federal Reserve Bcard and/or Financial Conduct Authority. In particular, the Dol is investigating HS8C's
handling of a corporate customer's accounts. In addition, the Financial Crimesz Enforcameant Metwerk of the US Treacury Dapartmeant, sz
wall as the Civil Division of the US Altorney’s Office for tha Southern District of New York are investigating thacollection and transmittal
of third-party eriginator information in carain payments instructed ovar HSBC s praprietary payment systerms. HSBC is cooparating with
all of these investigations.

In Decembar 2017, tha AML DPA axpired and the chargec defarred by the AML DPA were dismiszed. The Monitor will continue warking
in hiz capacity az a ckilled perzon and indepandent conzultant for a pericd of time at the FCA's and FREB's dizcretion.

Concurrent with antry inte the AML DPA, HSBEC Bank USA also entered into two consent orders with the OCC. The first, discussed above,
raquired HSBC Bank USA 1o adopt an antarprita-wida esrmpliance programma. Tha second requirad HSBC Bank USA to correct tha
circumstances noted in the OCC's repoen and impoged restrictions on HSBC Bank USA acquinng control of, or holding an intarest in, any
naw financial cubsidiary, or commencing a new activity in its existing financial cubsidiary, without the OCC s prior approval.

Thesa sattlameants with US and UK authorities have led to private litigation, and do nat preclude further privata [figation related to
HSEC's compliance with applicabla BSA, AML and sanctions laws or other regulatony or law enforcemaent actions for BSA, AML,
zanctions or othar matters not covared by the various agreemants.

Tax investigations

The Bank continues to cooparata with the ralavant US and other authonties, including with respect te clients of the Bank in India whe
may have had US tax reporting obligations.

In addition, various tax administration, regulatory and law enforcerment autharities arcund the world, including in India, are conducting
imvastigations and reviews of HSBC Swice Privata Bank and cthar HSBC companies in connaction with allagations of tax evasion or tax
fraud, money laundering and unlawful cross-border banking solicitation. In Fabruary 2015, the Indian tax authorty issued a summens
and requast for information to tha Bank in India.

The Bank and ethar HSBC companies are cooparating with the relevant autherities. Thera are many facters that may affect the range of
outcomes, and the rasulting financial impact, of these investigations and reviews, which could be significant.

In light of tha media attanticn regarding theza matters, it iz poscible that other tax administration, regulatory or law enforcemant
authorities will also inttiate or enlarge similar investigations or regulatory proceedings.

Mossack Fonseca & Co.

HSEC hae received requests for information frem various regulatory and law enforcemeant authoritias around the werld concarning
parsons and entities believed to be linked 1o Mossack Fonseca & Co., a service provider of personal investment companies, HSBC is
cooparating with the ralevant authoritiaz.

Based on the facts currantly known, # & not practicable at this time for HSBC 10 predict the resolutian of this matter, including tha timing
or any poscible impact on HSEC, which could be significant,

Singapore Interbank Offered Rate ("SIBOR’), Singapore Swap Offer Rate ('"SOR') and Australia Bank Bill
Swap Rate ("BBSW')

In July 2016 and August 2016, HSBC and other panel banks were named ac defandanmis in two putative clazs actions Tiled in the New
York District Court on bahalf of parsons who tranzacted in products related to the SIBOR, SOR and BESW benchmark rates. The
complaints allaga, among cther things, mizconduct related to these banchmark rates in viclation of US antitrust, commodities and
racketearing laws, and state law. In August 2017, the defendants moved to dismiss the SIBOR and SOR case, and thiz motion remains
pending. The defendants moved to dismiss the BESW case in February 2017 and this motion alzo remains pending. Thera are many
factors that may affect the range of cutcomes, and the resulting financi | impact, of these matters, which could be significant

Foreign exchange rate investigations

Various ragulators and compatition and lew enforcament authonties arsund the weorld, mcluding in South Keras, are conducting civil and
crmnal investigations and reviews inte trading by HESEC and others on the foresgn exchange markets. The Bank and other HSEC
companias are coaparating with thace invastigations and raviews.

In August 2016, the Dod indicted two now-farmar HSEC amployess and charged them with wire fraud and conspiracy relating to s 2011
fareign exchange tranzaction. In Octobar 2017, ona of the former am ployeeas was found guilty after trial, In January 2018, HSEC Haldings
ple anterad into & three-year defarred prosecution agreamant with the Criminal Division of the Ded (the 'FX DPA), regarding fraudulant
conduct in connection with two particular tranzactions in 2010 and 2011. Thiz concluded the DoJ's investigation into HSBC's historical
foreign sxchange activities. Under the terms of the FX DPA, HSEC has o number of engoing cbligations, including comtinuing 1o
cooparate with authorties and implementing enhancaments to its internal controls and procedures in its Global Markets business, which
will be the subject of annual reports to the Dol In addition, HSBEC agreed 1o pay a financil penalty and restituticn,

Thare are many factors that may affect the range of cutcomes and the resulting financial impact of these investigations, which could be
significant.

Hiring practices investigation

The S Securities and Exchange Commission (the "SEC’) iz investigating multiple financial institutions, including HSEC Holdings ple, in

ralation to hiring practices of candidates raferred by or related to government officials or employess of ctate-cwned anterprizes in Asia-
Pacific. HSBC has received various requests for information and is cooperating with the SEC's investigation.
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Bazed on the facts currently known, it is not practicable at this time for HSEC to predict the resolution of this matter, including the timing
or any possible impact on HSBC, which could be significant,

41 Ultimate holding company

The ultimate helding company of the Bank iz HSBC Haldings ple, which is incorparated in England.

Tha largazt group in which the accounts of the Bank are consolidated iz that headed by HSBC Holdings ple. The consolidated accounts of
HZBC Holdings ple are available 1o the public on the HSEC Group’s waebsite at www hsbe.com or may be obtained from 2 Canada
Square, London E14 SHO, United Kingdom.

42 Events after the balance sheet date

There have been no events after the Balance sheet date that would require disclosure in these financial statements,

43 Approval of financial statements

Tha financial statamantzs wara appreved and authorized fer izzua by tha Board of Directore on 20 Fabruary 2018
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1 29
2 28 13 29
3 28 13 29
4 29 23
5 29 26
6 29 31
7 29 31
8 28 13 29
9 29
10 29
11 28 13 29 10
12 28 13 29 10
13 28 13 29 10
14 29 13
15 28 13 29 27
16 29 28
17 28 13 29 28
18 28 13 29 28
19 28 13 29 28
20 29
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21 29
22 29
23 29
24 29
25 29 10
26 29 22
27 29 22
28 29 22
29 29 22
30 29 22
31 29 22
32 28 13 29 29
33 29
34 29 18
35 29 25
36 28 13 29 28
37 29
38 29 23
39 28 13 29 31
40 28 13 29 31
41 29
42 28 13 29
43 29
44 29
45 29 20
46 29 20
47 28 13 29 27
48 28 13 29 30
49 29
50 29 19
51 29 20
52 29 14
53 29 31
54 28 13 29 31
55 28 13 29 11
56 19

29 19
57 29 19
58 28 13 29 19
59 28 13 29 19
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60 29 21
61 29 21
62 29 26
63 29 26
64 29 29
65 28 13 29 10 13
66 28 13 29 10 17
67 29 11

68 29 11

69 29 11

70 29 11

71 29 11

72 29 11 13
73 29 11 17
74 29 11 29
75 28 13 29 11 29
76 28 13 29 11 29
77 28 13 29 11 30
78 29 12

79 29 12

80 29 12

81 29 12

82 28 13 29 12 14
83 29 12 19
84 29 12 19
85 29 12 21
86 29 12 22
87 28 13 29 12 26
88 28 13 30

89 28 13 30

90 30 10
91 30 10
92 30 10
93 28 13 30 15
94 28 13 30 15
95 30 17
96 30 19
97 30 19
98 30 23
99 30 24
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100 30 25
101 30 25
102 30 29
103 30 31
104 30
105 30
106 30
107 19 30 21
108 28 13 30 21
109 28 13 30 21
110 28 13 30 23
111 28 13 30
112 30
113 30
114 30 12
115 30 12
116 30 16
117 30
118 30 16
119 30 17
120 30 20
121 30 20
122 30 26
123 28 13 30 27
124 30
125 30
126 30
127 30 22
128 30
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2018 20 2016 19 300,000,000
2018 21 2016 20 300,000,000
2018 10 26 2016 10 25 300,000,000
2018 11 28 2016 11 29 300,000,000
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2018 14
2016 12 13 250,000,000
LINE
2018 12 21 2016 12 20 400,000,000
2019 25 2017 24 500,000,000
2018 20
2017 17 300,000,000
2019 21 2017 20 510,000,000
2019 27 2017 24 510,000,000
2018 10 12
2017 11 300,000,000
2018 10 12 2017 11 300,000,000
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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
2018 12 20

2017 22 640,000,000

2019 28 2017 27 500,000,000

2019 26 2017 25 300,000,000

2019 30 2017 30 300,000,000
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2019 19 2017 15 310,000,000
2019 10 18
2017 10 17 300,000,000
2019 10 18
2017 10 17 200,000,000
2019 10 18 2017 10 18 300,000,000
2019 28
2017 11 27 300,000,000
2019 11 29 2017 11 28 300,000,000
2019 12 20
2017 12 19 300,000,000
2018 21
2017 12 20 400,000,000
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2019 28
2017 12 27 400,000,000
2019 28
2017 12 27 500,000,000
2018 29
2017 12 28 500,000,000
LINE
2018 12 28
2017 12 28 2,000,000,000
2019 16
2018 15 500,000,000
2020 30
2018 29 310,000,000
2019 25
2018 30 315,000,000
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2019 30 2018 30 1,662,000,000
2018
2018 31 600,000,000
2018
2018 500,000,000
2019 15
2018 14 500,000,000
2019 16
2018 15 500,000,000
2020 19 2018 16 310,000,000
2018 20
2018 19 500,000,000
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2020 23
2018 22 300,000,000
2019 27
2018 28 615,000,000
2019 27
2018 28 730,000,000
2020 27 2018 26 300,000,000
2019 30
2018 26 300,000,000
2018 11 2018 300,000,000
LINE
2019 11
2018 300,000,000
2019 11 15 2018 14 300,000,000
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2018 11 16 2018 15 300,000,000
2020 25 2018 24 305,000,000
2019 11 29 2018 28 300,000,000

2019 11 29
2018 28 300,000,000

2017

1
27
30 13
1,655,446,177 1,000

274/332



EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

OooooOodd
30 14
13,900,028,020 100
() 29 11 14 30 22
127,666,900
( )
16
30
337,364,781 100
() 29 22 92 29 10 10
3,036,283,032 337,364,781
29 30 29 10 1,000
100
30
167,080,532 100
() 29 28 194 10
10 3,360,000,000 336,000,000
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1,503,724,788 167,080,532
10 1,000 100

30

4,833,463,387 1,000

30 30

LINE

30 10

240,020,642 100

30 30 10

30 25 1,172,332

30 31

260,473,263 100
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8
717
30 13
106,073,656 100
() HDR
9
20
30 14
769,175,873 100
10
30 15
288,410,000 100
11
30 14
3,643,562,601 100
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() 30 30 14
12
30 14
1,100,660, 365 100
() 30 30 14
13
106
30 14
125,953,683 100
14
17
30
532,463,527 100
() 29 12 29 10 1,000 100
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15

30 13

5,696,816,300 100
) 30 30 13

16

30

502,664,337 100
17

11

30 13

141,669,000 100
18

30 30

266,690,497 100
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19
30
950,321,402 100
)
20
30 14
476,085,978 1,000
21
13
30 14
1,198,023,000 100
)
22
30 13
971,967,660 100
)
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23
4560
30 13
325,080,956 100
29 28 118 29 10
1,000 100
650,161,912 325,080,956 100
24
30
551,268,104 100
30 30
25
39
30 18
114,443,496 100
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30 11

349,914,284

100

27

32

30 13

199,566,770

100

(

)

28

30

30

3580

13

30

204,059,017

100

29

30

543,341,400

100
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30 30
EDINET
136 28 29 31
29 21
137 29 10 29 12 31
30 13
() 19
29 23
(b) 19
29 11 17
©) 19
30
(d) 19
30 18
12 28 29 31
29 29
13 29 10 29 12 31

30 14
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() 19
29
(b) 19
30
20
28 28 29 31
29 22
29 29 10 29 12 31
30
€)) 19
29 26
(b) 19
29 11
(©) 19
29 11
()] 19 12
30
@ O 29 11 29 12

® O 29 11 30
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© (© 29 11 30
20
14
14
194 28 29 31
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30
€)) 19
29 29
(b) 19 12
19 29 12 26
©) 19 12
19 30 30
(d) 19
30
®©) 19
30 22

14

285/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

12
20
148 28 29 31
29 21
149 29 10 29 12 31
30
() 19
29 22
(b) 19
29 22
(©) 19
30 31
(d 19
30 11
(@) 30 11 30 27
20

LINE

18 29 29 12 31
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56 28 29 31
29 11 30
57 29 12 30 28
30 13
19
29 11 30
86 28 29 31
29 26
87 29 10 29 12 31
30 14
@) 19
29 26
(b) 19 12

19 29 25
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169 29 29 12 31
30 29
170 30 30 31
30 15
19
30
28 12
113 28 29 31

29 26
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(b) 19
29
©) 19 16
30 22
(b) 29 29 24
148 28 29 31
29 19
149 29 10 29 12 31
30 13
€)) 19
29 22
) 19 12
29 15
118 28 29 31

29 28
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119 29 10 29 12 31
30 13
19
29 29
156 28 29 31
29 23
157 29 10 29 12 31
30
19
29 26

298/332



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

46 29 21 30 20
30 18
19
30 22
14
83 29 29 12 31
30 26
84 30 30 31
30 11
19

30 27
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75 28 29 31

29 28

76 29 10 29 12 31

30 13

@) 19
29 11
(b) 19
29 11 29
(b) 29 11 29 29 12 15
48 28 29 31
29 29

49 29 10 29 12 31
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30
19
29 30
69 28 29 31
29 30
70 29 10 29 12 31
30
19
29 30

2018 19 11
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OooooOodd
4) 6) 8) 9) 11) 18) 29) 32) 34) 38) 30) 44)
51) 53) 59) 61)
1) 3) 7) 10) 12) 15) 16) 19) 21) 26) 30) 31) 43) 47)
50) 52) 56) 58) 62) 64)
S&P500
13) 37)
NY 30
14)
TOPIX
17) 20) 22) 23) 25) 27) 28) 35) 36) 40) 42)
45) 46) 54) 55) 57) 60)
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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OoooOdd
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
)
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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OoooOdd
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)
2019 29
2016 28 1,965,000, 000
S&P500
16)
2021 29
2016 28 1,000,000, 000
S&P500
17)
2021 29
2016 28 3,000,000,000
50
18)
2019 30[ 2016 29 2,510,000,000
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OoooOdd
19)
2021 10 28
2016 10 27 1,054,000,000
S&P500
20)
2021 10 28
2016 10 27 3,974,000,000
50
21)
2019 10 28
2016 10 27 3,100,000,000
S&P500
22)
2021 11 12
2016 11 11 1,500,000,000
50
23)
2021 11 26
2016 11 28 1,000,000, 000
50
24)
2019 11 28
2016 11 28 700,000,000
50
25)
2021 12 10
2016 12 1,000,000, 000
50
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26)
2019 12 20
2016 12 21 2,530,000,000
S&P500
27)
2021 12 29
2016 12 28 6,100,000,000
50
28)
2019 12 27
2016 12 28 3,800, 000,000
50
29)
2019 28] 2016 12 28 2,400,000,000
30)
2020
2017 5,405,000, 000
S&P500
31)
2018 14| 2017 15 6,223,000,000
65
32)
2018 14| 2017 15 12,627,000,000
65
33)
2018 21| 2017 20 500,000,000
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34)
2020 13| 2017 10 2,260,000,000
35)
2020 13
2017 10 2,270,000,000
50
36)
2022 11
2017 10 5,832,000,000
50
37)
2022 18
2017 21 7,778,000,000
NY
30
38)
2020 27
2017 29 1,745,000,000
39)
2020 30[ 2017 30 1,122,000,000
40)
2020 30
2017 30 2,313,000,000
50
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41)
2022 30
2017 30 6,411,000,000
50
42)
2022 27
2017 26 5,538,000,000
50
43)
2020 28
2017 30 2,800,000,000
S&P500
44)
2020 29| 2017 28 650,000,000
45)
2022 29
2017 28 7,000,000,000
50
46)
2022 28
2017 27 6,834,000,000
50
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47)
2020 28
2017 27 5,340,000, 000
S&P500
48)
2020 29
2017 28 4,189,000,000
S&P500
49)
2022 10 2017 10 1,942,000,000
S&P500
50)
2022 11 15
2017 11 14 1,250,000,000
S&P500
51)
2020 11 18| 2017 11 28 2,012,000,000
65
52)
2020 11 18| 2017 11 28 2,081,000,000
60
53)
2020 11 27
2017 11 28 1,225,000,000
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OoooOdd
54)
2022 12 28
2017 12 27 4,301,000,000
50
55)
2022 12 28
2017 12 27 5,395,000,000
50
56)
2023 17
2018 16 1,350,000, 000
S&P500
57)
2023 27
2018 29 1,777,000,000
50
58)
2021
2018 9,100,000, 000
S&P500
59)
2021 12
2018 410,000,000
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OoooOdd
60)
2023 13
2018 1,000,000,000
50
61)
2021 16
2018 15 3,480,000,000
62)
2023 15 2018 15 6,957,000,000
S&P500
63)
2021 29
2018 28 6,611,000,000
S&P500
64)
2021 28
2018 29 3,959,000,000
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
2013 2014 2015 2016 2017
16,291.31 17,935.64 | 20,868.03 | 19,494.53 22,939.18
10,486.99 13,910.16 | 16,795.96 | 14,952.02 18,335.63
2017 2017 2017 2017 2017 2017
10 11 12
20,195.48 | 20,080.04 | 20,397.58 | 22,011.67 | 22,937.60 | 22,939.18
19,925.18 | 19,353.77 | 19,274.82 | 20,400.78 | 22,028.32 | 22,177.04
S&P500
2013 2014 2015 2016 2017
1,848.36 2,090.57 2,130.82 2,271.72 2,690.16
1,457.15 1,741.89 1,867.61 1,829.08 2,257.83
2017 2017 2017 2017 2017 2017
10 11 12
2,477.83 | 2,480.91 | 2,519.36 | 2,581.07 | 2,647.58 | 2,690.16
2,409.75 | 2,425.55 | 2,457.85 | 2,529.12 | 2,564.62 | 2,629.27
NY 30
2013 2014 2015 2016 2017
16,576.66 18,053.71 | 18,312.39 | 19,974.62 24,837.51
13,328.85 15,372.80 | 15,666.44 | 15,660.18 19,732.40
2017 2017 2017 2017 2017 2017
10 11 12
21,891.12 |22,118.42 | 22,412.59 | 23,441.76 | 24,272.35 | 24,837.51
21,320.04 | 21,674.51 | 21,753.31 | 22,557.60 | 23,271.28 | 24,140.91

312/332




EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

oOoOooodn

TOPIX
2013 2014 2015 2016 2017
1,302.29 1,447.58 1,691.29 1,552.36 1,831.93
871.88 1,132.76 1,357.98 1,196.28 1,459.07
2017 2017 2017 2017 2017 2017
10 11 12
1,633.01 1,639.27 | 1,676.17 | 1,771.05 | 1,817.60 1,831.93
1,607.06 1,592.20 | 1,590.71 | 1,673.62 | 1,744.01 1,765.42
50
2013 2014 2015 2016 2017
3,111.37 3,314.80 3,828.78 3,290.52 3,697.40
2,511.83 2,874.65 3,007.91 2,680.35 3,230.68
2017 2017 2017 2017 2017 2017
10 11 12
3,527.83 3,515.63 | 3,594.85 | 3,673.95 | 3,697.40 3,609.42
3,449.36 3,388.22 | 3,420.86 | 3,591.46 | 3,545.72 3,503.96
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46 97

2017 12 31

HKICPA
HKFRS 2017 12 31

HKICPA HKSA

HKICPA
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IT
BoCom

PVIF

HKFRS

HSBC
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2017

16 28
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BoCom
BoCom
BoCom
2017 12 31
59.7
HKFRS
BoCom 12 31
BoCom BoCom
BoCom
2017 BoCom
2017 BoCom
2017
11
53
15 72-75
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PVIF
2017 12 31 44,621
PVIF 391,348 PVIF
PVIF
PVIF
2017
30-33
58
16 76
24 79
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2017

17-24

55

61

11 70
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HKFRS

HKFRS
2017

HKFRS

HKFRS

HKFRS

2017

51-52
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HSBC
2017
HSBC
2015
HSBC

2017

28

2017
(Banking disclosure statement 2017) 2017

2018 20
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(Banking disclosure statement 2017) 2017 2018 20

HKICPA HKFRS

405

HKSA

HKSA
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2018 20
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I auditor's r to the shareholder of The Hongkong and Shanghai

Banking DOI'HIOI'I Limited (incorporated in Hong Kong with limited liability)
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 46 to 97, which comprise the:

consolidated balance sheet as at 31 December 2017;

consolidated income statement for the year then ended;

consolidated statement of comprehensive income for the year then ended;

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

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

notes on the consolidated financial statements, which include a summary of significant accounting policies.

Our opinion

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial position of the group as at 31
December 2017, and of its consolidated financial performance and consolidated cash flows for the year then ended in accordance with
Hong Kong Financial Reporting Standards (‘HKFRSSs') issued by the Hong Kong Institute of Certified Public Accountants (‘HKICPA") and
have been properly prepared in compliance with the Hong Kong Companies Ordinance.

Basisfor 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 judgement, 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 matters identified in our audit are summarised as follows:
IT access management
Investment in associate - Bank of Communications Co., Limited (‘BoCom’)
The present value of in-force long-term insurance business (‘PVIF’) and liabilities under non-linked life insurance contracts
Impairment of loans and advances to customers
HKFRS 9 expected credit losses
The impact of HSBC's strategic actions
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IT Access Management
Nature of the Key Audit Matter Matters discussed with the Audit Committee
All banks are highly dependent on technology due to the significant number The status on remediation of access controls was discussed at several
of transactions that are processed daily. The audit approach relies Audit Committee meetings during the year.
extensively on automated controls and therefore on the effectiveness of ~ Controls were enhanced during 2017 to respond to our audit findings and to
controls over IT systems. reduce the risks over privileged access to IT infrastructure such as
In the previous year, we identified and reported that the entity’s controls databases and operating systems. However, given the scale and
over access to applications, operating systems and data in the financial complexity of the remediation, there were still actions to be taken during the
reporting process required improvements. Access management controls  year to ensure that controls are fully embedded and operate effectively.
are critical to ensure that changes to applications and underlying data are By the end of the financial year, management had put in place controls to
made in an appropriate manner. Appropriate access controls contribute to address the critical operating system and database related matters
mitigating the risk of potential fraud or errors as a result of changes to previously reported. Management continue to progress remediation relating
applications and data. to the management of business application access.
Management implemented several remediation activities that contributed to
reducing the risk over access management in the financial reporting
process. These included implementation of group-wide preventative and
detective controls across critical applications and infrastructure. However,
due to the pervasive nature of access management issues, we continued to
assess the risk of a material misstatement arising from access to
technology as significant for the audit.
How our audit addressed the Key Audit Matter
Access rights were tested over applications, operating systems and databases relied upon for financial reporting. Specifically, the audit tested that:
new access requests for joiners were properly reviewed and authorised;
user access rights were removed on a timely basis when an individual left or moved role;
access rights to applications, operating systems and databases were periodically monitored for appropriateness; and
highly privileged access is restricted to appropriate personnel.
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 system
or databases in the production environment.
As a consequence of deficiencies identified in the controls, a range of other procedures were performed:
where inappropriate access was identified, we understood the nature of the access, and obtained additional evidence on the appropriateness of the
activities performed;
additional substantive testing was performed on specific year-end reconciliations (i.e. custodian, bank account and suspense account

reconciliations) and confirmations with external counterparties;
testing was performed on other compensating controls such as business performance reviews;
testing was performed over controls that prevent inappropriate combinations of access; and
a list of users’ access permissions was obtained and manually compared to other access lists where segregation of duties was deemed to be of
higher risk, for example users having access to general ledger systems.
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 also performed in the shared service centre locations.
Relevant referencesin the Annual Report and Accounts 2017

Risk: Top and Emerging Risks, page 16; Operational Risk, page 28

Investment in associate - Bank of Communications Company, Limited (‘BoCom’)

Nature of the Key Audit Matter Matters discussed with the Audit Committee
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The Bank's investment in BoCom is accounted for as an associate, using
the equity method.

For seven consecutive year ends, the market value of BoCom has been
below the carrying value. At 31 December 2017, the market value based
on the share price was HK$59.7bn lower than the carrying value.

This is considered an indicator of potential impairment under HKFRS. An
impairment test was performed by the Bank using a value in use model to

estimate the investment's value assuming it continues to be held in

ooooOoog

Discussions with the Audit Committee were focused on:

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;

the key assumptions used in the model with a particular focus on the
assumptions with the highest level of uncertainty. Following these
discussions, the long-term profit growth rate, discount rate and long-term
asset growth rate assumptions were reassessed and updated; and

the reasonably possible alternative assumptions, particularly where they

perpetuity rather than sold. On this basis, no impairment was recorded and had the most impact on the value in use calculation.

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.

How our audit addressed the Key Audit Matter

At 31 December, the Bank confirmed its view that the model and
assumptions were appropriate and not inconsistent with information

obtained in its capacity as a shareholder and board member of BoCom.

With the assistance of our valuation experts, the appropriateness of the model was reviewed and the discount rate used within the

model was independently recalculated.

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 publicly available BoCom

information.

The controls in place over the model were tested, including senior management review controls over the inputs, assumptions and

output of the model.

A meeting in September 2017 between management 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 2017 in relation to BoCom were reviewed.

Relevant referencesin the Annual Report and Accounts 2017
Financial Review, page 11
Note 1: Basis of preparation and significant accounting policies, page

53 Note 15: Interests in associates and joint ventures, page 72-75

The present value 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$44,621 million and
liabilities under non-linked life insurance contracts of HK$391,348 million
as at 31 December 2017.

The determination of these balances requires the use of appropriate

actuarial methodologies and also highly judgemental assumptions. Such

Maiters 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 determination of key assumptions.

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 liabilities under non-linked life insurance contracts.

How our audit addressed the Key Audit Matter

The controls that management had established over the valuation 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 results.

The appropriateness of the models, methodologies 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 challenge and
evaluation included whether these judgements were supported by relevant experience, market information and formed a reasonable basis for setting
the assumptions.

Relevant referencesin the Annual Report and Accounts 2017

Risk: Risks of insurance manufacturing operations, page 30-33
Note 1: Basis of preparation and significant accounting policies, page 58 Note 16: Goodwill and intangible assets, page 76
Note 24: Liabilities under insurance contracts, page 79

Impairment of loans and advances to customers

Nature of the Key Audit Matter Matters discussed with the Audit Committee
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Impairment allowances represent management’s best estimate of the We discussed with the Audit Committee details of our testing procedures
losses incurred within the loan portfolios at the balance sheet date. They  and our findings over individual and collective impairment allowances.
are calculated on a collective basis for portfolios of loans of a similar nature we also discussed with the Audit Committee changes to risk factors
and on an individual basis for significant impaired loans. The calculation of relevant to the collective allowance models as well as judgements made on
both collective and individual impairment allowances is inherently individually significant loan impairments and the compliance of these
judgemental for any bank. changes and judgements with accounting standards.
Collective impairment allowances 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 impairments, judgement is required to determine when an
impairment event has occurred and then to estimate the expected future
cash flows related to that loan. The audit focus was primarily on wholesale
impairment due to the materiality of the loan balances and associated
impairment allowances, and the subjective nature of the impairment
calculation.
How our audit addressed the Key Audit Matter
For collective impairment allowances, controls over the completeness and accuracy of the data input to the models were tested. Controls over the
appropriateness of the models used to determine the impairment allowance and management review controls of key assumptions to the models were
tested.
The appropriateness of the collective modelling methodology was independently assessed by reference to the accounting standards 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 judgemental overlays, the period of historical loss rates and loss emergence periods used.
For impairment allowances on individual loans, the controls over credit file review processes, the reasonableness of cash flow assumptions for
impaired loans, the approval of external collateral valuation vendors, and controls over the approval and recording of significant individual impairment
charges were tested.
For impairment allowances on individual 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 allowances 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 within a sample of discounted cash flows were re-performed.
Relevant referencesin the Annual Report and Accounts 2017

Risk: Credit Risk, page 17-24

Note 1: Basis of preparation and significant accounting policies, page 55

Note 2: Operating profit - Loan impairment charges and other credit risk provisions, page 61 Note 11: Impairment of loans and advances to customers,

page 70

HKFRS 9 Expected Credit Losses

Nature of the Key Audit Matter Matters discussed with the Audit Committee
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This is a new and complex accounting standard which has required
considerable judgement and interpretation in its implementation. These
judgements have been key in the development of the new models which
have been built and implemented to measure the expected credit losses

on loans measured at amortised cost.

ooooOoog
Status updates were provided during the year due to the complexity and
size of the implementation program. The Audit Committee reviewed the
Global Public Policy Committee paper issued in July 2017 which promotes

the high-quality audit of the accounting for expected credit losses.

An assessment on the more judgemental interpretations made by

There is a large number of data inputs required by these models. The data management was shared with the Audit Committee. These included the

is from a number of systems that have not been used previously for the
preparation of the accounting records. This increases the risk of

completeness and accuracy of the data that has been used to create

determination of what constitutes a significant increase in credit risk for
retail portfolios, the life of retail and wholesale revolving products and the

judgements made in applying forward economic guidance to the

assumptions and is used to operate the models. In some cases, the lack of impairment calculation.

available data and quality of data has led to reasonable alternatives being e highlighted significant post model adjustments that had been recorded

sought to allow calculations to be performed

How our audit addressed the Key Audit Matter

to address challenges in data availability and quality or areas of model
weakness. Perspectives were shared on the control environment over the

disclosure of the impact of adopting HKFRS 9.

Controls over the selection and approval of the accounting policy were tested. Thisincluded our assessment of the compliance of the technical accounting papers
prepared by management with the HKFRS 9 requirements for expected credit losses.

Controls over model governance and model development were tested. Our modelling specialists tested the modelling methodology for material portfolios.

Risk based testing of models, including independent validation of certain assumptions and model effectiveness tests, was performed.

Testing of the review controls performed by management to assess the reasonableness of the disclosed impact of adopting HKFRS 9 was performed.

Relevant referencesin the Annual Report and Accounts 2017

Note 1: Basis of preparation and significant accounting policies, page 51-52

The impact of HSBC's strategic actions

Nature of the Key Audit Matter

Auditing standards require that we consider the inherent risk of the
potential for management override of controls. 2017 was the final year for
HSBC Holdings plc (‘(HSBC') to achieve the outcomes set out in the
strategic actions communicated to shareholders in June 2015. We
considered whether this increased the incentive for management to over-
ride controls given the external pressure to meet the targets.

We assessed such plans inherently increase the incentive that controls

Matters discussed with the Audit Committee

An initial view of the impact of the strategic actions was agreed with the
Audit Committee during the planning stage of the audit. At that time we set
out a test plan around financial numbers in the consolidated financial
statements that were inherently subject to the risk of override.

The initial view was re-assessed as certain key performance indicators
became more sensitive to underlying changes in revenue and costs.

Certain additional procedures relating to cost recognition were agreed with

may be overridden, and this inherent increase in incentive does not reflect the Audit Committee.

other specific concern about the Bank or its management.
Achievement of these strategic actions is not subject to audit. However,
some of the key performance indicators used to track HSBC's
performance are derived from the group’s consolidated financial
statements and our test plan was established to reflect the risk that the
group's financial numbers may be misstated.

How our audit addressed the Key Audit Matter

Reviewed and challenged changes to accounting policies, judgements and their application.
Performed additional substantive tests on journals, specifically considering cut off of revenue and expenses.
Tested the clearance of long outstanding reconciliation differences, such as those in intercompany reconciliations, including the

appropriateness of the classification and reporting period.

Relevant referencesin the Annual Report and Accounts 2017
Report of the Directors: Asia Strategy, page 3

Risk: Operational Risk, page 28

Other Information

The directors are responsible for the other information. The other information comprises the information included in the Financial
Highlights, Report of Directors, Financial Review, Risk, Capital and Statement of Directors’ Responsibilities sections of the Annual Report
and Accounts 2017, 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. The other information also includes the Banking Disclosure Statement 2017 and the list of the

directors of the Bank’s subsidiary undertakings (consolidated in the financial statements) during the period from 1 January 2017 to 20
February 2018, which are expected to be made available to us after the date of this auditor's report.
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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 Banking Disclosure Statement 2017 and the list of the directors of the Bank’s subsidiary undertakings (consolidated in
the financial statements) during the period from 1 January 2017 to 20 February 2018, 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 realistic alternative but to do so.

The Audit Committee is responsible for overseeing the group's financial reporting process.
Auditor's Responsibilities for the Audit of the Consolidated Financia 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 material 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:
Identify 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. The risk 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.
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.
Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by the directors.
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.
Evaluate the overall presentation, structure and content of the consolidated financial statements, including the disclosures, and
whether the consolidated financial statements represent the underlying transactions and events in a manner that achieves fair
presentation.
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 in internal 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
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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 this independent auditor's report is Mr. Mervyn Robert John Jacob.

PricewaterhouseCoopers
Certified Public Accountants
Hong Kong, 20 February 2018
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