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2018 2017 2016 2015 2014
210,469 186,443 168,152 183,514 173,389
134,583 115,619 102,707 117,279 111,189
103,013 88,530 78,646 89,533 86,428
752,758 696,480 628,006 584,201 557,835
812,920 752,986 679,136 635,886 608,346
557,180 522,244 491,302 468,863 425,037
5,207,666 5,138,272 4,900,004 4,640,076 4,479,992
8,263,454 7,943,346 7,548,952 6,953,683 6,876,746
14.8 13.7 13.0 15.9 16.9
1.4 1.2 1.1 1.4 1.4
41.5 43.5 44.5 42.0 42.1
2.06 1.88 1.75 1.78 1.91
67.8 64.8 57.8 59.5 62.8
Tier 16.5 15.9 16.0 15.6 14.4
Tier 17.8 17.0 17.2 16.6 14.4
19.8 18.9 19.0 18.6 15.7
1 2018 HKFRS
2017
2019
HKFRS HKFRS
HKFRS HKAS 39
HKFRS
2018 12,313
HKFRS 15
2 2017 HKFRS
HKFRS
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62.14 9,658
100 15,400
100 1,046
100 811
1
100 34,800
1
100 1,530
100 4,178

2018 12 31 124

2018 12 31 68,675
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CCyB D-SIB RWA
3.5 HLA 2016 2019
CCyB 2018 1.875 2019 2.5
CCyB 2015 16
HKMA D-SIB HLA RWA 2.5
2016 0.625 2019 2018 12 21 HKMA
D-SIB HLA
Tier
12 31
2018 2017
6.5 6.3
Tier 501,503 468,021
7,741,301 7,477,306
2017 12 31 2018 12 31 Tier
www . hsbc . com._hk
Regulatory Disclosures 2018
Banking Disclosure Statement 2018
2018 12 31
c(C ) HKMA
RWA
www . hsbc.com. hk
Regulatory Disclosures 2018 Banking Disclosure

Statement 2018

2018 12 31
26,883 2017 12 31 27,703
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12 31
2018 2017
Tier CET 16.5 15.9
Tier 17.8 17.0
19.8 18.9
12 31
2018 2017
2,290,786 2,205,845
79,956 134,793
117,826 115,081
325,344 302,890
2,813,912 2,758,609
12 31
2018 2017
481,268 404,771
988,602 927,472
896,143 951,294
37,022 29,983
410,877 445,089
2,813,912 2,758,609
2018 12 31
2018 12 31
12 31
2018 2017
Tier CET
645,810 610,307
752,758 696,480
(1,454) (1,454)
(35,879) (14,737)
(69,615) (69,982)
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26,034 24,416
60,162 56,506
(9,316) (8,590)
(24,812) (23,500)
(208,070) (196,030)
(1,599) (1,485)
(17,215) (15,347)
(2,378) (2,237)
63 135
(198) (183)
@49 (79)
(99,407) (86,046)
(60,429) (63,085)
(26,883) (27,703)
463,774 438,693
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Tier
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Tier

1 HKMA

CET AT Tier
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2018 Banking Disclosure Statement 2018

CET 16.5

2017
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37,729 39,203
35,879 14,737
- 19,367
1,850 5,099
- (9,875)

- | 9,875
37,729 29,328
501,503 468,021
61,178 67,874
- 1,563
3,133 3,126
13,944 18,418
27,847 29,043
16,254 15,724
(5,501) (13,651)

5,500 | (13,651) |
55,677 54,223
557,180 522,244

Regulatory Disclosures

2018 12 31
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Tier

Tier
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12 31
2018 2017
463,774 438,693
- (19,750)
463,774 418,943
37,729 29,328
- (19,367)
- 6,406
- (3.469)
- 9,875
37,729 16,367
55,677 54,223
(3,133) (5,287)
- (1,563)
(3,133) (3,126)
- (598)
- 9,875
52,544 58,811
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DoJ
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2012 12 FRB
AML
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AML
FCA
166 FRB
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FCA FRB
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2018 2017

205,660 208,073
25,380 25,714
280,854 267,174
439,363 389,133
292,869 300,243
33,023 18,656
406,327 330,890
338,151 433,005
3,528,702 3,328,980
1,865,168 1,711,598
70,455 227,729
159,483 93,610
291,915 288,779
2,879,365 2,779,845
12 31 10,816,715 10,403,429
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2018
2018 HKFRS HKFRS
FVOCI
PD LGD
EAD ECL
HKFRS
ECL HKFRS ECL
HKAS 39
HKFRS
/ 1
2018 12 31 ECL
3,545,258 (16,556)
338,177 (26)
1,436,433 (167)
205,660 -
25,380 -
280,854 -
406,327 .
367,521 (120)
150,601 @7
58,631 -
1,490,711 (376)
50,307 (280)
ECL
2018 12 31
FVOCH
2 1,497,767 4
1 £cL
£cL £cL £cL
2 Fwct £cL £cL
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ECL
12 ECL
ECL
ECL
POCI ECL
FVOCI ECL
pocCl
2018 12 31
3,345,371 180,142 19,024 721 3,545,258
1,219,173 42,395 5,431 - 1,266,999
1
1,919,264 131,234 13,407 721 2,064,626
2
206,934 6,513 186 - 213,633
337,079 1,098 - - 338,177
1,427,193 9,170 70 - 1,436,433
1,464,749 25,847 115 - 1,490,711
1,024,061 8,102 4 - 1,082,167
1
384,855 15,559 1 - 400,525
2
55,833 2,186 - - 58,019
43,261 6,349 697 - 50,307
4,562 1 5 - 4,568
1
34,978 6,254 692 - 41,924
2
3,721 94 - - 3,815
ECL
pocl
2018 12 31
(3,014) (3,713) (9,549) (280) (16,556)
(1,625) (2,763) @1,412) - (5,800)
1
(1,297) (920) (8,017) (280) (10,514)
2
92) (30) (120) - (242)
(D) @ - - @6
(140) @n - - (167)
(75) (101) - - (376)
(©) ® - - (6]
1
(262) ©n - - (359)
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ooooooo
2
(12) @ - - (13)
26) [€5)) @D - (280)
- - @ - @D
1
5 33) (220) - 78)
2
(D) - - - (€))
ECL
poCI
2018 12 31
0.1 2.1 50.2 38.8 0.5
0.1 6.5 26.0 - 0.5
1
0.1 0.7 59.8 38.8 0.5
2
0.0 0.5 64.5 - 0.1
0.0 0.2 - - 0.0
0.0 0.3 - - 0.0
0.0 0.4 - - 0.0
0.0 0.0 - - 0.0
1
0.1 0.6 - - 0.1
2
0.0 0.0 - - 0.0
0.1 0.5 31.7 - 0.6
- - 20.0 - 0.0
1
0.1 0.5 31.8 - 0.7
2
0.0 - - - 0.0
30
30 30
30 30
ECL ECL
29 30 29 30 29 30
2018 12 31
180,142 7,632 3,733 (3,713) (70) (332) 2.1 3.5 8.9
42,395 6,366 3,443 (2,763) (229) (310) 6.5 3.6 9.0
131,234 1,264 80 (920) 1) @) 0.7 3.2 27.5
6,513 2 210 30) - - 0.5 - -

ECL
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ECL
ECL
ECL
HSBC
10
80
ECL
HKFRS
GDP
HSBC
GDP
GDP 10

2018

ECL HSBC
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2019 2023
GDP 2.9 2013 2017
2019 2023 GDP 2013 2017
2013 2017
GDP
FRB
WTI1 63
2019 2023
GDP 2.6 5.9
2.3 2.5
3.1 4.0
2.6 4.0
10 3.1 N/A
1.0 5.8
3.8 9.6
80.0 80.0
N/A
GDP
2018
2019 2023
GDP 2.9 6.1
2.6 2.7
2.9 3.7
2.6 4.1
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10 3.3 N/A
1.4 7.3
7.1 13.6
10.0 10.0

N/A
GDP
2019 2023

GDP 2.2 5.8
1.9 2.2
3.5 4.2
0.6 3.6

10 1.6 N/A
(0.8) 3.3
(1.6) 2.0
5.0 5.0

N/A
2018
2019 2023

GDP 1.5 5.4
1.6 2.1
4.7 4.3
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1.0 3.1
10 2.0 N/A
2.0) 2.9
(3.5) 1.1
5.0 5.0
N/A
ECL
PD LGD
ECL
PD
LGD
PD LGD
LGD
ECL
ECL
ECL
PD
HKFRS ECL
PD
LGD
LGD
LTV
ECL
ECL
ECL

100 ECL

ECL

ECL
ECL
HSBC ECL  ECL
ECL ECL

ECL
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ECL 2018 12 31

2018 12 31
ECL
ECL
1
ECL
ECL
2018 12 31
ECL
ECL
ECL
ECL
ECL

HKFRS

ECL

HKFRS

PD

ECL

ECL

ECL

ECL
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ECL
ECL GDP
ECL
ECL
1
1,267 647
2,542,747 526,996
0.05 0.12
0.05 0.12
0.05 0.12
0.05 0.13
0.17 0.23
2,671 60
723,351 72,039
0.37 0.08
0.37 0.08
0.35 0.08
0.37 0.09
0.43 0.09
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PD
2018
ECL
ECL
2018 12 31
/
ECL
ECL
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ECL
ECL ECL 12
CRR
ECL
POCI

ECL ECL ECL ECL ECL
4,852,623 (3,365) 280,319 (4,217) 17,713 (9,239) 1,231 (185) 5,151,886 (17,066)

(33,980) (2,276) 21,399 3,214 12,581 (938) - - - -

(324,248))| 789 324,248 (789) - - - - - -

295,728 (3,109) (295,728) 3,109 - - - - - -

(5,481) 50 (8,862) 1,064 14,343 (1,114) - - - -

21 ) 1,741 (170) (1,762) 176 - - - -
- 1,819 - (1,800) - (262) - - - (243)

466,876 (872) (83,068) 173 (5,105) 2,434 (500) 1 378,203 1,746
- 1,170 - (,177) - (7,040) - (114) - (7,161)

- - - - (4,974) 4,973 ®) 6 (4,980) 4,979

(95,123) 185 (5,216) 18 (379) 300 ® 3 (100,722) 506
5,190,396 (3,339) 213,434 (3,849) 19,836 9,772) 721 (279) 5,424,387 (17,239)
(5,658)

940
(21)
(4,739)

HKFRS
HKFRS

55/370



EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

oOoOooodn

HKAS 39
HKFRS
12 PD
12 12
PD
A- CRR 0.000 - 0.169 0.000 - 0.500
CRR
BBB+ BBB- CRR 0.170 - 0.740 0.501 - 1.500
BB+ B CRR 0.741 - 4.914 1.501 - 20.000
CRR
B- C CRR 4.915 - 99.999 20.001 - 99.999
CRR
CRR 100.000 100.000
CRR10
ECL
HKFRS
1,867,142 881,026 758,398 19,123 19,569 3,545,258 (16,556) 3,528,702
1,052,365 116,821 88,755 3,627 5,431 1,266,999 (5,800) 1,261,199
713,295 702,871 619,057 15,451 13,952 2,064,626 (10,514) 2,054,112
101,482 61,334 50,586 45 186 213,633 (242) 213,391
311,304 22,434 4,439 - - 338,177 (26) 338,151
200,977 3,890 793 - - 205,660 - 205,660
25,380 - - - - 25,380 - 25,380
280,854 - - - - 280,854 - 280,854
294,944 68,872 42,511 - - 406,327 - 406,327
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321,495 41,084 4,982 - - 367,521 (120) 367,401
83,748 32,197 34,283 303 70 150,601 @n 150,644
1,422,307 67,108 9,111 - - 1,498,526 44 1,498,482
HKFRS
381,629 37,719 19,717 298 - 439,363 - 439,363
22,286 3,183 3,159 - - 28,628 - 28,628
165,327 43,362 5,011 159 - 213,859 - 213,859
2018 12 31 5,377,393 1,200,835 882,404 19,973 19,639 7,500,244 (16,793) 7,483,451
72.0 16.0 12.0 0.0 0.0 100 - -
2 2,139,267 261,579 145,681 2,248 115 2,548,800 (376) 2,548,514
97,697 104,379 69,593 1,628 1,169 274,466 (314) 274,152
1
Fvocl
2 HKFRS 1,058
HKFRS
ECL
311,304 22,434 4,439 - - 338,177 (26) 338,151
311,012 22,022 4,045 - - 337,079 D) 337,055
292 412 394 - - 1,008 @ 1,09
poct - - - - - - - -
1,867,142 881,026 758,398 19,123 19,569 3,545,258 (16,556) 3,528,702
1,861,473 840,372 639,812 3.714 - 1| 3.345.311 (3.014)| [ 3.342,357
5,669 40,654 118,586 15,233 - 180,142 (3,713) 176,429
- - - - 19,024 19,024 (9,549) 9,475
Poct - - - 176 545 721 (280) 441
1,207,398 146,003 82,569 393 70 1,436,433 (167) 1,436,266
1,204,886 143,493 78,720 94 - || 1,427,103 @o)| [ 1,427,053
2,512 2,510 3,849 209 - 9,170 @n 9,143
- - - - 70 70 - 70
poct - - - - - - - -
1,081,090 261,578 145,681 2.247 115 1,490,711 (376) 1,490,335
1,078,356 250,973 134,399 1,021 - || 1,464,740 @5)| | 1,464,474
2,734 10,605 11,282 1,226 - 25,847 (101 25,746
- - - - 115 115 - 115
poct - - - - - - - -
14,791 19,700 14,675 444 697 50,307 (280) 50,027
14,370 18,051 10,779 61 - 43,261 (26) 43,235
421 1,649 3,89 383 - 6,349 (33 6,316
- - - - 697 697 @21 476
PoCI - - - - - - - -
2018 12 31 4,481,725 1,330,741 1,005,762 22,207 20,451 6,860,886 (17,405) 6,843,481
FvoCt
1
1,422,307 || 67,108 || 9,110 | | -1 - || 1,498,525 | | @] | 1,498,481
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- - 1 - - 1 - 1
POCI - - - - - - - _
2018 12 31 1,422,307 67,108 9,111 - - 1,498,526 (44) 1,498,482
Evoct

CDS

CDS

LTV
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ECL

LTV

70

71
91

LTV
70
71
91

LTV
70
71
91

2018

LTV

90
100

®

90
100

®

90
100

©

12 31

965,164 0.0
859,476 0.0
89,821 0.0
15,867 0.1
3,121 0.0

2,792
968,285 0.0
20,638 0.4
15,913 0.2
4,217 0.7
448 2.9
93 4.3

83
20,731 0.4
1,694 9.3
1,210 4.9
371 16.4
113 32.7
88 43.2

80
1,782 10.9
990,798 0.0
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ECL
352,258 0.0
363,729
Q) 31,107 0.1
A 17,246
747,094 0.0
10,228 0.2
19,440 0.6
®) 1,235 0.8
B 702
30,903 0.5
129 0.8
© - -
C -
129 0.8
pocl
(®) - -
D -
2018 12 31 778,126 0.1
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2017
2017
CRR/EL 10
ECL

2,082,196 0.0
352,225 0.1
* 260,184 0.1

A 108,264
2,694,605 0.1
144,940 0.4
34,740 0.6
®) 27,608 0.4

B 10,987
207,288 0.5
8,339 69.1
2,536 34.8
© 3,361 51.6

c 1,237
14,236 58.9

POCI

204 20.1
243 0.8
O 274 86.5

D 269
721 38.8
2018 12 31 2,916,850 0.4
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CRR 10
1SDA
0TC
1SDA
CSA CSA
CSA
32
ABS ABS
CDS
30
2017
2017 HKFRS
HKFRS 2018
2017 2018

2017 12 31
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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 - - - - 1,711,508
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
1
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
1
2017 12 31
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
2017 8,059 4,633 12,692
(2,189) (2,806) (4,995)
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LTV 100

LTV 70
LTV 71
LTV 91

LTV 100

2017 12 31

CRR/

Q)
A
CRR/EL

(®)
B
CRR/EL

©
c
2017 12 31

1

CRR/EL

10

Q)

90
100

®
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180
2,194

(235)
220

oOoOooodn

713 893
2,136 4,330
an (252)
157 377

8,229

4,816 13,045

905,997

420

378

44

906,461

2,223

1,635
498
90

80

69

1
2,304

908,765

597,335

288,424
293,069
15,842
8,297

1

1

133

10
123

597,469

1,494
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331
70
» 1,093
A 97
CRR/EL 10 12,769
7,236
2,807
B) 2,726
B 1,658
2017 12 31 14,263
1
HSBC
LFRF
LFRF GMB
RMM
LFRF
ALCM LFRF
LFRF
ALCO
1LAA
ALCO
ALCM
ALCO
TALCO TALCO
ALCO RMM
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ALCM BSM
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HSBC
HSBC
HSBC LFRF

LCR

NSFR

12

1LAA

LCR 30
HQLA
HQLA

2018 12 31

NSFR
NSFR LCR
2018 12 31 LFRF
NSFR

HSBC

LFRF
BSM BSM
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LFRF
BSM
HSBC
ILAA LFRF

1LAA

ILAA
LCR
2018 12 31

LFRF
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LFRF
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100

LCR

31
LCR

2A
2B
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BLR
BLR 11( )
2018 90 LCR
2018
NSFR
LCR
2018 2017
12 31 12 31
161.0 153.6
2018
2017 12 31
161.0
HQLA BLR
HQLA
2018 2017
12 31 12 31
1,489,744 1,405,999
67,333 65,248
9,638 20,071
1,566,715 1,491,318

LCR

2014

2019
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LCR

BLR 11( )

153.6

7.4
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LCR

2015

100
NSFR

LCR
2018 12
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NSFR
2018 2017
12 31 12 31
149.7
2018 NSFR
2018 12 31 149.7 NSFR
2018 2017 12 31 NSFR
NSFR
I1SDA CSA
www . hsbc . com. hk
Regulatory Disclosures 2018 Banking

Disclosure Statement 2018

2018
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GB&M BSM GB&M BSM GPB CMB RBWM
VaR VaR
GB&M BSM
GMB
VaR
GB&M ALCO
MOC

MOC

72/370



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

MOC
MOC
MOC MOC

VaR

VaR
VaR VaR

VaR VaR

VaR
VaR 99
VaR
VaR

73/370



VaR
VaR

99

VaR

VaR

VaR

VaR

VaR

VaR

VaR

RNIV

VaR RNIV
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VaR
VaR
VaR
RNIV LIBOR
VaR

RNIV
VaR RNIV

RNIV

VaR
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VaR
VaR
2018
2018
2019
VaR 2018 12 31
VaR 2017 12 31
VaR VaR
VaR
1
99
2
2018 12 31
43 123 51 42 (123) 136
35 150 30 33 163
59 199 58 75 222
2017 12 31
48 128 19 69 (123) 141
48 118 13 28 111
84 202 25 73 189
1
2
VaR VaR
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BSM
BSM BSM
ALCO
ALCO
BSM
10

2018 12 31

189,054 215,266
2017 12 31

181,740 218,262

76/370



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

HSBC

HSBC ORMF

ORMF

10,000

10,000

2018 ORMF

2018

2018
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RC

HSBC

RC

RMM

2018

2018

HSBC
2017

2018
2018
2013

2019
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DoJ
166
2012
FCA FRB
2018
HSBC
2019

2018
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AML
FCA

HSBC

HSBC
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2018
2018

2019

RMM RMM

HSBC

HSBC
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HSBC

RBWM

140 110

92 2017
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2018 12 31

447,459 41,325 34,503 523,287

82,266 40,106 1,206 123,578

912 - 1 913

347,804 547 32,023 380,464

3,444 - - 3,444

12,943 672 1,273 14,888

19,045 39 - 19,084

PVIF - - 48,522 48,522

14,879 - 3,230 18,109

481,383 41,364 86,255 609,002

30,420 6,218 - 36,638

433,668 34,921 - 468,589

224 109 7,890 8,223

- - 15,109 15,109

464,312 41,248 22,999 528,559

- - 80,443 80,443

464,312 41,248 103,442 609,002
2017 12 31

415,609 54,807 32,680 503,096

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

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
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DPF

DPF HSBC

HSBC

DPF

ALCO
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-100
10
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2018 12 31 2017 12 31
(229) (47) 97 (4,525)
81 399 (651) 4,976
1,433 1,433 1,534 1,643
(1,366) (1,366) (1,560) (1,669)
10 267 267 177 177
10 @67) @67) Q77 Q77
PVIF
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100 2017 100

2018 12 31
28
15 15

2018 12 31
42,868 144,817 291,726 383,026 862,437
6,999 19,350 16,285 11,040 53,674
49,867 164,167 308,011 394,066 916,111

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

85/370



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooood
HSBC
PVIF
PVIF
PVIF
PVIF
PVIF
12 31 PVIF
PVIF
2018 2017
100 228 166
100 3,136 1,513
PVIF
2018 2017
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10
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10 (448)
10 454
(408)

468
(304)

297
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2018
2018 18,964 16 134,583
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1

2018 12 31
62,829 39,004 22,590 2,683 (643) 126,463
21,087 10,598 9,794 2,650 102 44,231
(3.731) 2,604 18,283 800 7,919 25,965
109 <) 104 - 322 501
- - - - 164 164
57,301 3,441 - - 69 60,678
5,851 508 737 110 3,100 10,306
143,446 56,211 51,508 6,243 10,900 268,308
(54,539) (3,300) - - - (57,839)
88,907 52,911 51,508 6,243 10,900 210,469
(2,019) (2,315) (394) (13) 21 (4,720)
86,888 50,596 51,114 6,230 10,921 205,749
(38,946) (17,878) (21,807) (3,479) (5,314) (87,424)
47,942 32,718 29,307 2,751 5,607 118,325
247 - - - 16,011 16,258
48,189 32,718 29,307 2,751 21,618 184,583

2018 12 31
1,146,689 1,223,999 1,035,629 120,985 1,400 3,528,702
2,750,104 1,306,775 949,812 196,413 4,562 5,207,666

1

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
17,959 2,560 16,180 963 928 38,590
149 64 1 - 1,894 2,108
36 1 - - 195 232
53,275 2,933 - - (32) 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) (451) @ 80 (4,437)
76,543 42,568 45,002 4,79 13,007 182,006
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(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 - - - 14,594 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
134,583 2017
16
2017 16,226 15 RBWM CMB
2017 1,081
2017 12,625 33
2018
2017
2017 1,607 76
2017
2017 4,502 2017
2017 5,566 117
2018 PVIF

2017
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PVIF
2017
2017
2018 PVIF
HKFRS
CMB RBWM
CmB GB&M
HKAS 39 2017
CMB RBWM
CMB
6,357
IT
2017
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2018

126,463
6,151,920

1.93
0.13
2.06

NI 2017 16,226

2017 302

2017 18

25

25
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2017
110,237
5,850,010
1.80
0.08
1.88
15
NI
NI



NI

2017
PVIF

2017
PVIF
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2018 2017

13,650 12,571

3,162) (2,487)
(6,279) 15,475
60,713 56,176
4,629 305
529 470
70,080 82,510

(57,839) (68,790)
12,241 13,720
1 -
12,242 13,720

(2,217) (1,967)
10,025 11,753
246 86
10,271 11,839
5,726 5,301

2017 2018
1,568 13
2018
2017
2018
2018
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2018
2018 12 31
2018 HKFRS 2017 12
31 14
2018 2018 12 31
241 53
294
2018 0.56
2018 0.13 2017 0.14
2018 12 31
BoCom
15
BoCom 2019
BoCom
2018 85 5,208
2018 64.2 67.8
68 2018 12 31 753
Tier

29

)
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2018 12 31 65,104
2017 12 31 59,865
16
2018 12 31 112,080
2017 12 31 116,336
17
2018 12 31 229,949
2017 12 31 158,511

18
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)
2019 31
Q) O Q)
46,440,991,798
0
0
0
2019 31
)
46,440,991,798
0
0
0
46,440,991,798
2018 12 31
46,440,991,798 172,335
116,103 56,232
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32
870
100
8,700,000
2018
2,478 2,478 19,409
200 200 1,566 2018
12 31
)
)
(@) )
2014 26 4,293,500,000 38,420,982,901 10'733’750‘000_002 96,052,457,252.50 3’745'000’000.001
2016 2 3,875,000,000 42,295,982,901 | g car 500 000007 | 105+739,957,252.50 3,745,000,000.00
2016 18 3,447,508,897 45,743,491,798 8,618,772,242_504 114,358,729,495.00 3,745,000,000.00
2017 28 45,743,491,798 114,358,729,495.00 | 775 000 000007 | 4+520,000,000.00
2017 24 697,500,000 46,440,991,798 1'743’750‘000.006 116,102,479,495.00 4,520,000,000.00
2018 11 20 46,440,991,798 116,102,479,495.00 | 5 &7a 000 000.00" |  7+198.000,000.00
(@) (@D)
(@D) (@D)

2014 26 (700,000,000) 3,253,000,000 (700,000,000. 00)2 3,253,000,000.00

2017 28 (775,000,000)|  2,478,000,000 (775,000,000.00)°| 2,478,000,000.00

2018 11 20 (2,478,000,000) 0 (2,478,000,000.00)7 0

(@) (@)
2014 26 (685,000,000) 400,000,000 (685,000,000. 00)2 400,000,000.00
2016 22 (200,000,000) 200,000,000 (200,000,000. 00)3 200,000,000.00
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2018 11 20 (200,000,000) 0 (200’000,000_00)7 0

2013
3,745,000,000

2013

(a) 2013 20 1.00
1,045,000, 000

(b) 2013 28 1.00
900,000,000
(c) 2013 26 1.00
900,000,000
(d) 2013 21 1.00
900,000,000
2014 26 700
2014 26 685
4,293.5
2.50
2016 22 1,050
2016 22 200
3,875
2.5
2016 18 3,448
2.5
2017 28 775
2017 24 698 2.5
2,478 2018 12 31

200 2018 12 31
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)
)
2019 31
(@)
46,440,991,798 100
0 0
)
0 0
2018
HSBC
)

40
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HSBC
2004 10

2006 12
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2005

2012 11 26

2017 14
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1997 11 25
2017 10
2010
HKMA
2005 2007
HKMA
1993 2005

HKMA

2014 22
ABB
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1992 26
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PwC
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2016

2000 HSBC

1996
1992
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2018 12
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2018 10
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CG-1
2018

2018

HSBC

HKMA CG-5

2018 12 31
PwC 2019 2019
PwC

)
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122 65 125 60

2018
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2018 12 31
38
59 131
2019 19
193
b.
2019 UFJ
1411 110.69
2018 Annual
Report and Accounts 2018 2017 12 31
2018
2018 1.1(d)
Annual

Report and Accounts 2018
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OoooooO
12 31
2018 2017
3a 126,463 1,784,393 110,237 1,555,444
170,065 2,399,617 138,081 1,948,323
(43,602) (615,224) (27,844) (392,879)
3b 44,231 624,099 43,150 608,847
54,585 770,194 52,312 738,122
(10,354) (146,095) (9,162) (129,276)
3c 31,723 447,612 23,098 325,913
3c (5,561) (78,466) 15,607 220,215
3c 20 282 (115) (1,623)
3c @17 (3,062) N/A N/A
3d 501 7,069 2,108 29,744
164 2,314 232 3,274
4a 60,678 856,167 56,176 792,643
3e 10,306 145,418 4,740 66,881
268,308 3,785,826 255,233 3,601,338
4b (57,839) (816,108) (68,790) (970,627)
210,469 2,969,718 186,443 2,630,711
3f (4,720) (66,599) N/A N/A
N/A N/A (4,437) (62,606)
205,749 2,903,118 182,006 2,568,105
5a (40,793) (575,589) (40,095) (565,740)
3g (39,989) (564,245) (34,786) (490,830)
17 (4,686) (66,119) (4,650) (65,612)
(1,956) (27,599) (1,536) (21,673)
(87,424) (1,233,553) (81,067) (1,143,855)
118,325 1,669,566 100,939 1,424,249
16,258 229,400 14,680 207,135
134,583 1,898,966 115,619 1,631,384
6 (22,467) (317,009) (19,601) (276,570)
112,116 1,581,957 96,018 1,354,814
103,013 1,453,513 88,530 1,249,158
9,103 128,443 7,488 105,656
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12 31
2018 2017
112,116 1,581,957 96,018 1,354,814
N/A N/A 1,609 22,703
N/A N/A 3,346 47,212
N/A N/A (1,667) (23,521)
N/A N/A 5 71
N/A N/A 75) (1,058)
826 11,655 N/A N/A
908 12,812 N/A N/A
142 2,004 N/A N/A
© @z2n N/A N/A
(15) (3,034) N/A N/A
131 1,848 607 8,565
1,264 17,835 (6,780) (95,666)
(1,125) (15,874) 7,506 105,910
®) (113) (119) (1,679)
(146) (2,060) (852) (12,022)
(18,098) (255,363) 25,387 358,211
8,826 124,535 8,864 125,071
10,626 149,933 10,442 147,337
(1,800) (25,398) (1,578) (22,266)
(581) (8,198) N/A N/A
(576) (8.127) N/A N/A
®) D N/A N/A
(199) (2,808) (209) (2,949)
(241) (3,401) (250) (3,528)
42 593 41 579
(910) (12,840) 1,371 19,345
(1,091) (15,394) 1,640 23,140
181 2,554 (269) (3,796)
(10,151) (143,231) 36,777 518,923
101,965 1,438,726 132,795 1,873,737
92,796 1,309,352 123,739 1,745,957
9,169 129,375 9,056 127,780
101,965 1,438,726 132,795 1,873,737
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12 31
2018 2017
205,660 2,901,863 208,073 2,935,910
25,380 358,112 25,714 362,825
280,854 3,962,850 267,174 3,769,825
8 558,838 7,885,204 496,434 7,004,684
9 292,869 4,132,382 300,243 4,236,429
10 132,859 1,874,640 N/A N/A
10 N/A N/A 122,646 1,730,535
406,327 5,733,274 330,890 4,668,858
338,151 4,771,311 433,005 6,109,701
11 3,528,702 49,789,985 3,328,980 46,971,908
12 1,871,026 26,400,177 1,720,873 24,281,518
34 70,455 994,120 227,729 3,213,256
15 142,885 2,016,107 144,717 2,041,957
16 65,104 918,617 59,865 844,695
17 112,080 1,581,449 116,336 1,641,501
6 2,315 32,665 2,156 30,421
18 229,949 3,244,580 158,511 2,236,590
8,263,454 116,597,336 7,943,346 112,080,612
280,854 3,962,850 267,174 3,769,825
33,806 477,003 38,283 540,173
70,279 991,637 47,170 665,569
164,664 2,323,409 201,697 2,845,945
19 5,207,666 73,480,167 5,138,272 72,501,018
20 81,194 1,145,647 231,365 3,264,560
9 295,553 4,170,253 309,353 4,364,971
21 161,143 2,273,728 49,278 695,313
22 58,236 821,710 38,394 541,739
5b 3,369 47,537 2,222 31,352
34 396,487 5,594,432 265,688 3,748,858
23 196,665 2,774,943 110,687 1,561,794
4 468,589 6,611,791 438,017 6,180,420
6 3,337 47,085 3,242 45,745
6 24,513 345,878 24,391 344,157
24 4,081 57,583 4,090 57,710
25 98 1,383 21,037 296,832
7,450,534 105,127,035 7,190,360 101,455,980
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26 172,335 2,431,647 151,360 2,135,690
27 35,879 506,253 14,737 207,939
114,949 1,621,930 123,417 1,741,414

429,595 6,061,585 406,966 5,742,290

752,758 10,621,415 696,480 9,827,333

60,162 848,886 56,506 797,300

812,920 11,470,301 752,986 10,624,632

8,263,454 116,597,336 7,943,346 112,080,612
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12 31
2018 2017
134,583 1,898,966 115,619 1,631,384
6,657 93,930 6,202 87,510
(1,071) (15,112) (3,564) (50,288)
(16,258) (229,400) (14,680) (207,135)
(38) (536) 186 2,624
4,720 66,599 N/A N/A
N/A N/A 5,330 75,206
51 720 (618) (8,720)
881 12,431 970 13,687
(3.861) (54,479) 510 7,196
15,723 221,852 (36,213) (510,965)
(65,937) (930,371) (55,262) (779,747)
(299,137) (4,220,823) (491, 235) (6,931,326)
(61,887) (873,226) (75,091) (1,059,534)
1,176 16,593 N/A N/A
N/A N/A (16,630) (234,649)
113,636 1,603,404 144,752 2,042,451
71,688 1,011,518 247,486 3,492,027
23,109 326,068 19,360 273,170
19,842 279,971 13,159 185,673
(8,605) (121,417) (1,838) (25,934)
166,634 2,351,206 63,627 897,777
4,948 69,816 4,556 64,285
(576) (8,127) (722) (10,187)
(18,216) (257,028) (14,674) (207,050)
88,062 1,242,555 (88,770) (1,252,545)
(822,067) (11,599, 365) (721,925) (10,186,362)
756,630 10,676,049 749,277 10,572,298
(1,646) (23,225) (2,997) (42,288)
11,820 166,780 5,572 78,621
2,542 35,868 2,004 28,276
(4,691) (66,190) (2,831) (39,945)
1,757) (24,791)
(57,412) (810,083) 27,343 385,810
21,142 298,314 1,744 24,608
(20,975) (295, 957) (6,022) (84,970)
79,834 1,126,458 76,433 1,078,470
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1 (42,986) (606,532) (18,737) (264,379)
(52,508) (740,888) (60,892) (859,186)
(15,493) (218,606) (7,474) (105,458)
/ 15,157 213,865 (68,901) (972,193)
2 718,038 10,131,516 752,705 10,620,668
(11,586) (163,478) 34,234 483,042
12 31 721,609 10,181,903 718,038 10,131,516
3
205,660 2,901,863 208,073 2,935,910
25,380 358,112 25,714 362,825
179,952 2,539,123 293,499 4,141,271
165,654 2,337,378 152,104 2,146,187
178,769 2,522,431 76,931 1,085,496
(33,806) (477,003) (38,283) (540,173)
12 31 721,609 10,181,903 718,038 10,131,516
166,441 2,348,483 2017 136,539 1,926,565
41,583 586,736 2017 28,324 399,652 178
2,512 2017 175 2,469
1 280
3,951 353 4,981
2 2018 HKFRS
14
32018 12 31 122,899 1,734,105 2017
199,336 2,812,631 71,783 1,012,858 2017 82,667
1,166,431
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OooooOodd
2018 12 31
FvoCH
7 1

14,737 406,966 58,381 6,825 Q@97 (6,948) 65,356 696,480 56,506 752,986
(7.478) (4,512) (11,990) (329) (12,313)

14,737 399,488 58,381 2,313 Q9N (6,948) 65,356 684,490 56,183 740,673
103,013 103,013 9,103 112,116
(890) 8,050 228 98 17.701) @ (10,217) 66 (10,151)

734 734 92 826

(367)) (367)) (19) (581),

98 98 33 131

@97), @97), [0) (199))

8,050 8,050 776 8,826

(688), (688), @22 (010),

©) (139)) ) (146), (146),

(17.701) (17,701), @) (18,098)|

102,123 8,050 28 98 (@17,701) @ 92,79 9,169 101,965

21,142 21,142 21,142
(47,440) (47,440) (5,068) (52,508)

34) 246 12 10 2

(24,342) (8.517) 412 13,230 1,758 @32 1,626

35,879 429,595 57,914 2,953 ©9) (24,649) 78,830 752,758 60,162 812,920
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2018 12 31
Fvocl
7 1
2017 12 31
2,135,690 207,939 5,742,290 823,756 96,301 (2.780) (98,036) 922,173 9,827,333 797,300 10,624,632
HKFRS
(105,515) (63.664) (169,179) @.558)  (173,736)
2018
2,135,690 207,939 5,636,776 823,756 32,636 (2.780) (98.036) 922,173 9,658,154 792,742 10,450,896
1,453,513 1,453,513 128,443 1,581,957
/
(12,558) 113,586 3,217 1,383 (249,761) @28) (144,162) 931 (143,231)
10,357 10,357 1,298 11,655
(5.178) (5,178) (3.020) (8,198)
1,383 1,383 466 1,848
(2,780) (2.780) (28) (2.808)
113,586 113,586 10,949 124,535
/
(9,708) (9,708) (3.,132) (12,840)
) (1,961) 28) (2.060) (2,060)
(249,761) (249,761) G.600)| | (255.363)
/
1,440,956 113,586 3,217 1,383 (249,761) @8) 1,309,352 129,375 1,438,726
) 298,314 208,314 298,314
3 (669,378) (669,378) (71.509)  (740,888)
(3,302) 3,471 169 141 310
56 295,957 (343,466)  (120,175) 5,813 186,675 24,805 (,863) 22,943
2018 12 31
2,431,647 506,253 6,061,585 817,167 41,667 (1,397)  (347,797) 1,112,291 10,621,415 848,886 11,470,301
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2017 12 31
Fvocl
7 1
2017

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 11 607

07) (207) Q@) (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 9,056 132,795

1,744 1,744 1,744
3 (56,260) (56,260) (4,632) (60,892)
@3) (324) (397) ©) (406)

456 35,257 (39,231) (3,526) 7,148 (352) 961 609

2017 12 31

151,360 14,737 406,966 58,381 6,825 97) (6,948) 65,356 696,480 56,506 752,986
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2017 12 31
Fvocl
7 1
2017
1,613,605 207,939 5,827,769 758,596 87,327 (11,189)  (449,559) 826,677 8,861,165 721,444 9,582,609
1,249,158 1,249,158 105,656 1,354,814
/
13,771 114,912 8,974 8,410 351,522 (790) 496,799 22,124 518,923
20,064 20,064 2,639 22,703
8,410 8,410 155 8,565
(2,921) (2,921) (28) (2,949)
114,912 114,912 10,159 125,071
/
16,833 16,833 2,512 19,345
(141) (11,090) (790) (12,022) (12,022)
351,522 351,522 6,688 358,211
/
1,262,930 114,912 8,974 8,410 351,522 (790) 1,745,957 127,780 1,873,737
24,608 24,608 24,608
3 (793,829) (793,829) (65,358) (859,186)
(1,030) 4,572) (5,602) @27 (5,729)
456 497,476 (553,549) (49,752) 100,858 (4,967) 13,560 8,593
2017 12 31
2,135,690 207,939 5,742,290 823,756 96,301 (2,780) (98,036) 922,173 9,827,333 797,300 10,624,632
1
2 2018 Tier 2,700 298,863
3 HKFRS
4 / 2018 20,975
295,957 2017 35,257 497,476
5
6 2018 2018
7,169 101,155 2017
2,100 29,631
7 2017 12 31 HKAS 39 2017 12 31

122/370



1.1
@

2018 12 31

HKFRS

HKFRS

HKFRS
HKFRS

2018

2019

2018

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

HKFRS

HKFRS

HKFRS

2018
HKFRS 15

2018

HKFRS

123/370

HKAS

12,313

HKFRS

oOoOooodn

HKICPA

622

2017

HKFRS
39



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

HKFRS
2018

HKFRS 2017

HKFRS

(®)
HKFRS

HKICPA 2019 HKFRS

HKFRS
HKICPA HKFRS 16 HKFRS 17

HKFRS 16
HKFRS 16 2019 HKFRS 16
HKAS 17
ROU

HKAS 17
2019

9.2
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HKFRS

18

29
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16.3 2.7
HKFRS 17
HKFRS 17 2021
HKICPA
HKFRS 17
2018
2019

14 15
32 33 34 35 38 41
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15
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SPPI
©)

1.2()

©

HKFRS
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O) FVOCI
ECL
ECL 12 12
12 ECL
ECL
ECL
12 ECL

POCI
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90

180
90

ECL
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ECL
30
CRR
PD CRR 3.3
PD
CRR PD
0.1 1.2 15bps
2.1 3.3 30bps
CRR 3.3 PD
PD
HKFRS PD
TTC PD TTC
CRR PD
CRR

CRR
CRR

0.1
1.1 4.2
4.3 5.1
5.2 7.1
7.2 8.2
8.3

CRR 23 25
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12 ECL 12 PD LGD EAD ECL

PD 12 PD PD 12

EAD
LGD

EAD

IRB
HKFRS

HKFRS

PD

PD PD
90

90

EAD
LGD LGD LGD

LGD

12 PD PD

12 PD PD

CRR
ECL DCF

ECL

ECL ECL
ECL

12

ECL
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ECL ECL

80 10

ECL

ECL

ECL

PD LGD EAD
HKFRS

PD
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100
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PVIF
PVIF

PVIF PVIF

PVIF

PVIF

()

50

50
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2 HKFRS
2017 12 31 2018
HKFRS
HKAS 39 HKFRS
HKAS 39  HKFRS HKFRS
2017 2018
12 3 4
208,073 208,073 Q) 208,072
25,714 25,714 25,714
267,174 267,174 267,174
1,3 FVPL FVAL 496,434 36,282 (26,572) 506,144 9 506,153
FVPL FVAL 300,243 300,243 300,243
2,5,
g FVPL FWPL 122,646 12,130 (899) 133,877 158 134,035
330,890 330,890 330,890
1,2,3 433,005 (37,095) (4,667) 301,243 (s3) 391,190
1,2,
iy 3,328,980  (35,406) (2.654) 3,200,920  (3,492) 3,287,428
FVoCH
5 FVOCI 1,410,655 “n (50,699) 1,359,909 1,359,909
FVOCH
6 FVoCH 9,275 (3,083) 207 6,479 6 6,485
5 300,943 51,508 352,541  (4,457) 348,084
. o 221729 207,729 ©@6) 227,703
8 N/A NA 144,717 144,717  (6,029) 138,688
9 N/A /A 59,865 59,865 (616) 59,249
N/A NA 116,336 116,336 116,336
N/A N/A 2,156 2,156 383 2,539
1,7 N/A VA 158,511 36,219  (1.669) (97) 26,572 219,336 (32) 219,304
7,943,346 7,943,346  (14,150) 7,929,196
73
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HKFRS
HKAS 39 HKFRS
HKFRS
HKAS 39  HKFRS
2017 2018
12 3 4
267,174 267,174 267,174
38,283 38,283 38,283
47,170 47,170 47,170
1 201,607  (24,023) 177,674 177,674
1 5,138,272  (15,303) 5,122,969 5,122,969
1,10 FVPL FVPL 231,365  (147,654) 83,711 83,711
FVPL FWPL 309,353 309,353 309,353
9,10 FVPL FVPL 49,278 120,397 169,675 73 169,748
38,394 38,394 38,394
N/A N/A 2,222 2,222 2,222
- Jep 265,688 265,688 265,688
1,4 N/A N/A 110,687 66,583 177,270 487 177,757
9 N/A N/A 438,017 438,017 (536) 437,481
N/A N/A 3,242 3,242 3,242
N/A N/A 24,391 24,391 (1,861) 22,530
4,090 4,090 4,080
21,037 21,037 21,037
7,190,360 7,190,360  (1,837) 7,188,523
HKFRS
HKAS 39
HKFRS
2017 12 31 2018
151,360 151,360 151,360
14,737 14,737 14,737
11 123,417 (4,569) 118,848 57 118,905
406,966 4,569 411,535 (12,047) 399,488
696,480 696,480 (11,990) 684,490
56,506 56,506 @23) 56,183
752,986 752,986 (12,313) 740,673

73
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HKAS 39 HKAS 37 HKFRS
HKAS 39

2017 12 31
HKAS 39 13,046
1 1
53 53
827 2,665 3,492
23 99 122
32 32

2018

16,746

2017 12 31
HKAS 37 54
N/A N/A N/A N/A 1 486 487

2018
541
HKFRS 4,187
3,700 487
2018 16,746
541
HKFRS
/
2018 12 31 2018 12 31 /

41,704 42,448 N/A (3.427)
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1 HKFRS
27,257
15,303
2 2,654
3 36,262
4 HKFRS
3,492
487
5 HKAS 39
HKERS
HKAS 39
6 3,093
7 HKAS 39
SPPI
8
9
PVIF
PVIF
10
11 HKFRS ECL
Fvoct ( AFS )
HKAS 39
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26,572
28,032
8,187
24,023
4,667 HKFRS
SPPI
4,187
47 Fvoci SPPI
50,699 HKFRS
4,335
HKFRS
6,182 HKFRS
default fund 1,669
HKFRS
6,029
HKFRS ECL
616
73
120,397
Fvoci HKFRS
HKFRS
HKFRS
55 HKFRS
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@
2018 2017
276 277
143,709 N/A
Fvocl 26,412 N/A
(41,259) N/A
()
2018 2017
1
1,434 979 337 55 3 2,808 2,863
4,122 724 1,749 910 1 7,506 7,000
6,552 1,788 74 - - 8,414 7,622
242 1,568 1,360 9 1 3,180 2,886
3,397 73 702 507 - 4,679 4,386
/ 2,909 723 - - 3,632 3,627
6,381 172 - 558 [0 7,107 6,987
5 3 1,111 - (©) 1,112 1,477
333 2,183 625 3 ©) 3,138 3,316
713 51 3,025 95 (18) 3,866 3,626
2 1,510 142 4 94 ©) 1,741 1,528
1,816 2,020 5,087 719 (2,240) 7,402 6,994
26,505 12,612 14,797 2,950 (2,279) 54,585 52,312
(5.418) (2.014) (5,003) (300) 2,381 (10,354) (9,162)
21,087 10,598 9,794 2,650 102 44,231 43,150
1
2
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2018 2017
11,583 11,031
16,368 15,443
(4,785) (4,412)
9,653 8,904
10,787 9,843
(1.134) (939)
2018 2017
32,567 23,432
38
122) 14)
1
122) (15)
(209) (246)
(513) (112)
31,723 23,098
(6,104) 18,162
543 (2,555)
1 (5,561) 15,607
20 (115)
17) N/A
25,965 38,590
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OooooOodd
2018 2017
501 N/A
N/A 2,113
N/A )
501 2,108
2018 2017
4,629 305
639 416
(69) 77
38 (186)
416 426
4,653 3,702
10,306 4,740
2017 75
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0.14

EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

ooooooo
2018 2017

4,611 4,330

5,551 5,224
(940) (894)

N/A

123 107

asH

4,720 4,437

2018 0.13 2017
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@
2018 2017
8,208 7,814
4,134 3,717
4,074 4,007
2,940 2,785
28,841 24,187
12 31 39,989 34,786
35
2017 32
2017
3,550 2017
3,598
®
125 2017 122
@
63,462 1,586 65,048
(4,349) @D (4,370)
2018 12 31 59,113 1,565 60,678
61,577 1,669 63,246
(7,052) (18) (7,070)

2017 12 31 54,525 1,651 56,176
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()
65,002 (3,080) 61,922
27,086 7,598 34,684
37,916 (10,678) 27,238
(4,155) 72 (4,083)
(1,930) (1,394) (3.324)
(2.225) 1,466 (759)
2018 12 31 60,847 (3,008) 57,839
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)

2017 12 31 58,777 10,013 68,790
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HKFRS

12 31
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2018 2017
2 2
391,348 (15,624) 375,724 342,134 (10,077) 332,057
(535) (535)

390,813 (15,624) 375,189 342,134 (10,077) 332,057
(27,086) 1,930 (25,156) (19,765) 1,727 (18,038)
65,002 (4,155) 60,847 65,671 (6,894) 58,777
4,939 01 5,030 3,308 (380) 2,928
433,668 (17,758) 415,910 391,348 (15,624) 375,724
46,669 (110) 46,559 44,036 (1,291) 42,745

(7,598) 1,394 (6,204) (7,239) 1,715 (5,524)
(3,080) 72 (3,008) 8,841 1,172 10,013
(1,070) (1,390) (2,460) 1,031 (1,706) (675)
34,921 G5 34,887 46,669 (110) 46,559
468,589 (17,792) 450,797 438,017 (15,734) 422,283
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2018 2017

36,972 36,485
1,249 1,110

2,572 2,500

1,804 1,685

768 815

40,793 40,095

968 2017 1,052

HSBC

1999

65 35
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2018 1 1 15,167 (17,308) (2,141)
(697) (697)
(684) (684)
! 13) 13
289 (338) (49)
(692) (399) (1,091)
(692) (692)
(399) (399)
(80) 74 O)
576 576
(1,404) 1,471 67
2018 12 31 13,856 (17,197) (3,341)
(3,369)
28

(16,848)

19

(330)
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2017 1 1

2017 12 31

2 2017

2019

HSBC
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14,755 (18,552) (3,797)
(722) (722)
(748) (748)
1 26 26
281 (362) (81)
1,633 7 1,640
1,633 1,633
7 7
(450) 482 32
722 722
1,778) 1,839 65
15,167 (17,308) (2.141)
(2,222)
81

(17,044)

(264)

581
2019 2020 2021 2022 2023 2024-2028
612 988 1,090 1,051 825 3,783
2017
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2018 12 31 2017 12 31
HSBC HSBC
13,856 13,856 454 15,167 15,167 321
4,390 4,390 4,791 4,791
8,448 8,448 9,539 9,539
1 1,018 1,018 454 837 837 321
HKAS 19
9,739 2017 10,086
2018 2017
1.95 1.70
3.0 3.0
1 2
HKLT2017 HKLT2016
1 HKLT2017 2017 Hong Kong Life Tables 2017
2 HKLT2016 2016 Hong Kong Life Tables 2016
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25
25

2017 108

2017
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2018 2017 2018 2017
(167) (183) 172 189
176 193 @172) (188)
10 2017
105 2017 99
2017 2018

34
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1.2(m)

12 31

12 31

2018
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2017
2018 2017

20,413 18,801
12,155 10,489
(11) (©)
8,471 8,588
(202) 273)
2,054 800
1,938 805
62 3

54 ®)
22,467 19,601

2018 2017

134,583 115,619
25,232 21,915
(2,683) (2,333)
3.412) (2,623)
1,470 810
1,132 1,001
728 831
22,467 19,601
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0000000
93 1,296 491 2,154 4,034
(751) (7,417) (13,667) (4,435) (26,270)
2017 12 31 (658) (7,417) 1,296 491 (13,667) (2,281) (22,236)
HKFRS
® 103 ® 873 1,321 2,293
2018 (660) (7,314) 1,294 1,364 (13,667) (960) (19,943)
3 27 (60) 117 1,484 51 1,622
/
185 (@770) 185 @67) 310 @,797) 2,054)
, (1,800) @3) (1,823)
2018 12 31 472) (8,057) 1,419 1,314 (13,673) 2,729) (22,198)
1 111 1,419 1,314 1,870 4,714
1 (583) (8,057) (13,673) (4,599) (26,912)
1 108 961 674 2,415 4,158
1 (626) (7,323) . - (12,768) (3,339) (24,056)
2017 (518) (7,323) 961 674 (12,768) (924) (19,898)
9 (44) 84 18 396 (15) 448
/
(149) (50) 251 (201) 283 (934) (800)
, (1,578) (408) (1,986)
2017 12 31 (658) (7,417) 1,296 491 (13,667) (2,281) (22,236)
1 93 1,296 491 2,154 4,034
1 (71 (7,417) (13,667) (4,435) (26,270)
1 2,315 2017 2,156
24,513 2017 24,391
3,626
2017 2,572 1,950 2017 1,898
10
2,261 2017 2,321
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2018 2017
0.36 16,559 0.56 25,438
0.22 10,000 0.22 10,000
0.22 10,000 0.22 10,000
0.22 10,000 0.22 10,000
1.02 46,559 1.22 55,438
2018 12 31
0.47 21,958 2017 0.36 16,559
2018 2017
1,900
881 822

LIBOR 3.84
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2018 2017
140,050 100,566
283,506 250,730
119,475 107,301
1,2 15,807 37,837
12 31 558,838 496,434
1
2 HKFRS 2018
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21,492,856 91,274 187,746 909 188,655 186,776 1,529 188,305
32,926,700 365,130 196,720 2,924 199,644 197,904 2,790 200,694
574,411 17,302 17,302 18,619 18,619
926,082 5,967 5,967 5,904 5,904
112,386 1,710 1,710 2,440 2,440
56,032,435 456,404 409,445 3,833 413,278 411,643 4,319 415,962
(120,409) (120,409)
2018 12 31 292,869 295,553
18,928,664 132,198 198,483 2,449 200,932 201,829 3,575 205,404
26,655,864 298,036 145,569 2,431 148,000 147,460 702 148,162
762,895 22,116 22,116 25,106 - 25,106
659,200 5,501 5,501 5,970 - 5,970
82,181 1,228 1,228 2,335 - 2,335
47,088,804 430,234 372,987 4,880 377,867 382,700 4,277 386,977
(77,624) (77,624)
2017 12 31 300,243 309,353
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10
2018 2017
107 220 327 514 N/A 514
13,380 6,134 19,514 18,142 N/A 18,142
1 99,836 99,836 103,990 N/A 103,990
2 13,182 13,182 N/A N/A N/A
12 31 13,487 119,372 132,859 122,646 N/A 122,646
1 HKFRS
2
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2018 2017
3,545,258 3,342,025
/ (16,556) (13,045)
12 31 3,528,702 3,328,980
2018 2017
937,666 855,788
93,200 89,368
236,133 230,119
1,266,999 1,175,275
626,120 563,921
433,734 460,347
424,813 411,225
95,773 95,834
484,186 429,800
1 2,064,626 1,961,127
213,633 205,623
12 31 3,545,258 3,342,025
2
2,282,909 2,107,700
1,262,349 1,234,325
1 2018 ( NACE )
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2018 2017
2,990 (640) 2,350 2,552 (584) 1,968
8,622 (2,097) 6,525 8,504 (1,922) 6,582
23,346 (3.819) 19,527 22,823 (3,594) 19,229
34,958 (6,556) 28,402 33,879 (6,100) 27,779
/ ain (82)
12 31
28,285 27,697
12
2018 2017
1,503,625 N/A
660,871 N/A
836,896 N/A
5,858 N/A
367,401 N/A
3,624 N/A
363,777 N/A
N/A 1,419,930
N/A 539,014
N/A 871,641
N/A 9,275
N/A 300,943
N/A 699
N/A 300,244
12 31 1 1,871,026 1,720,873
12018 12 31 HKFRS HKAS 39
2017 12 31
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2018 12 31
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5,137 155

356 3

365 5
5,858 163
2018 2017

195,688 225,590

162,036 169,722
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2018 2017
70,492 59,118 77,151 45,778
6,702 870 3,209 63
77,194 59,988 80,360 45,841
2018 2017
512,242 642,318
112,832 102,382

171/370



14

HSBC

HSBC

HSBC

HSBC

HSBC

HSBC

31
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62.14

100

100

100

100

100

100

12

HSBC
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2018 2017
37.86 37.86
9,144 7,579
58,750 54,919
5,066 4,632
1,571,297 1,478,418
1,409,190 1,326,339
41,493 35,498
24,188 20,003
400 3,969
24,588 23,972
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15
2018 2017
139,052 140,670
3,857 4,071
(€2)) (€]
12 31 142,885 144,717
19.03
2018 12 31 86,086 2017 81,987
BoCom
BoCom BoCom BoCom
TCEP
TCEP BoCom HSBC
HKAS 28
BoCom
2018 12 31 BoCom 80
VIU
2018 12 31
2018 12 31 2017 12 31
VIU VIU
BoCom 141.3 139.6 86.1 143.2 141.7 82.0
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VIU
VIU BoCom
BoCom
VIU
BoCom
VIU BoCom
VIU HKAS 36
VIU
BoCom
VIU
BoCom
CmC

CmC

VIU VIU
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VIU
HKAS 36 VIU
2022 (2017 ) GDP
2022 2017
11.82 2017 11.85 BoCom
CAPM CAPM
10.4 15.0 2017
10.2 13.4
0.73 0.79 2017 0.66
0.82 2022
0.7 2017 0.7
62 2017 62
BoCom
38.7 39.0 2017 37.1 38
13.8 22.3 2017 18.2 22.5 2022

22.5 2017 22.5

11.5 2017 11.5
Tier 9.5 2017 9.5
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VIU

10

12

58
37
92
11

69

1771370
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VIU
VIU
VIU ViU ViU ViU
2018 12 31
+100 20.2 161.5 -10 aa.n 139.6
-10 2.0 143.3 +100 (1.7 119.6
-142 25.4 166.7 +28 (4.0) 137.3
2018 2022 2018 2022
0.70 7.0 148.3 0.83 7.9 133.4
2023 0.65 2023 0.77
-140 4.1 145.4 +80 .3) 139.0
-160 8.8 150.1 +200 (10.9) 130.4
-280 5.3 146.6 +250 (4.6) 136.7
1 +204 12.2 153.5 -366 (19.9) 121.4
141.3 +258 (39.9) 101.9
Tier
141.3 +243 (25.2) 116.1
2017 12 31
+200 51.5 194.7 143.2
-20 4.2 147.4 +200 (55.4) 87.8
-35 5.7 148.9 +65 (9.5) 133.7
2017 2020 2017 2020
0.71 1.1 144.3 0.90 (10.0) 133.2
2021 0.70 2021 0.77
-60 1.9 145.1 +30 (1.0) 142.2
-173 11.7 154.9 143.2
-120 2.5 145.7 +250 (5.2) 138.0
1 +288 22.0 165.2 -311 (28.1) 115.1
143.2 +248 (43.8) 99.4
Tier
143.2 +234 (27.9) 115.3
VIU 121.4
153.5 2017 115.1 165.2
2018 LIC /
VIU
cmC
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BoCom
BoCom 12 31 2018 12 31
2018 30 12 2018
10 2018 12 31
BoCom
30
2018 2017
982,268 1,141,256
806,561 940,983
5,380,339 5,179,210
3,196,602 3,017,209
332,795 458,039
10,698,565 10,736,697
2,384,086 2,868,142
6,497,116 5,844,883
743,278 967,143
284,560 254,525
9,909,040 9,934,693
1 789,525 802,004
1 HKFRS BoCom 2018 31,672
BoCom
30
2018 2017
135,871 137,769
3,753 3,958

139,624 141,727
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/
BoCo
BoCom
2018 12 31

303,541
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ooooOoog
30 12
2018 2017
151,223 148,688
48,949 44,401
(43,907) (33,400)
(6,012) (10,460)
(12,178) (17,411)
87,122 80,172
1,490 (4,860)
88,612 75,312
4,792 4,401
12 31
2018 2017
3,261 2,990
7,618 7,465
4,461 4,588
327 160
327 160
24 24
319,469 2017
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PVIF
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2018 2017
5,932 7,128
48,522 44,621
10,650 8,116
65,104 59,865
PVIF
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12 31 PVIF
HKFRS
PVIF
PVIF
12 31 PVIF
PVIF

PVIF
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2018 2017

44,621 44,077

(616)

44,005 44,077
4,629 305
8,138 6,597

(4,650) (3,687)

(165) (180)

(1.,877) (1,685)

3,052 (638)
143 (178)
12 76

112) 239
48,522 44,621
2017
2.29 2.02
5.90 6.20
3.00 3.00
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17
2018 2017
97,619 12,617 22,617 95,134 10,629 22,092
(497) 1 (342) 621 2 585
271 278 1,097 765 2,232
(361) (644) (312) (2,292)
1 (11,126) (464) (5.,106)
(2,613) (2,353)
10,626 639 9,479 1,379
118 (196) (609) 607
12 31 94,037 12,875 22,728 97,619 12,617 22,617
210 16,307 169 16,046
() (251) 22 469
2,643 2,043 2,678 1,972
(165) (612) (306) (2,180)
(2,613) (2,353)
12 31 73 17,487 210 16,307
12 31
93,964 12,875 5,241 97,409 12,617 6,310
12 31 112,080 116,336
12017 2018 10 11
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1.2(K)

8,853

93

20
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2018 2017
16,281 19,358
2018 11 2018 12 31
8,374 2017
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18
2018 2017
27,897 24,541
50,058 44,555
44,401 36,720
17,792 15,734
1,517 2,485
1,2 23,683 N/A
1.2 30,378 N/A
34,223 34,476
12 31 1,2 229,949 158,511
1 2018 HKFRS
2 2018
159,483

2017 93,610
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2018 2017

3,797,807 3,728,687

358,026 359,428

331,479 321,548

161,726 157,959

111,297 103,264

108,899 109,626

106,537 105,189

29,843 32,907

202,052 219,664

12 31 1 5,207,666 5,138,272

12018
2018 2017

1,2 1,162 9,984

12,3 773 117,602

3 20,755

79,259 83,024

12 31 81,194 231,365
1
2

2018

3 2018
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21
2018 2017
1 82,136 N/A
42,369 11,010
36,638 38,268
12 31 161,143 49,278
1 2018
2,232
2017 27
177 2017
22
2018 2017
75,980 59,266
24,625 10,893
100,605 70,159
20 (20,755)
21 (42,369) (11,010)

12 31 58,236 38,394
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23
2018 2017
26,932 25,880
44,438 36,720
! 37,833 N/A
: 36,613 N/A
1,923 2,268
47,521 45,193
1,405 626
12 31 1 196,665 110,687
1 2018
184,221

2017 102,902
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2017 12 31 192 380 572

11 469 480

©@n D) (188)

@GN (83) (120)

5 (35) (30)

2018 12 31 74 640 714

1

2017 12 31 54

HKFRS 487

150

2018 12 31 691

2018 12 31 1,405

12017 12 31

HKAS 37 2018 1 HKFRS

2017 786 381 1,167

110 232 342

(728) (84) (812)

14) (109) (123)

38 14 52

2017 12 31 192 434 626
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400

500

12 31

1 500

25

12 31

2018 12 31

2018 12 31

HSBC
HSBC

CCPS 8.7

HSBC
HSBC
CCPS 0.001
HSBC

2018

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

5.05 2022
2027 1
30
2,478
200
870
CCPS 2009
CCPS

HSBC

190/370

OooooOodd
2018 2017
3,133 3,126
948 964
4,081 4,090
5.05 2027 2022 11
2018 2017
21,037 26,879
(20,975) (6,022)
36 180
98 21,037
2017 775
2017 2,478
2017
2017 200
100
2017 870
100
CCPS 10
10 ccPs
CcPs (2017
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2018 12 31 CCPS 8.7 2017 8.7
CCPS 2017
26
2018 2017

116,103 116,103

1 56,232 35,257

12 31 172,335 151,360

2018 2017
151,360 46,440,991,798 114,359 45,743,491,798
1,744 697,500,000
/ 20,975 35,257
12 31 172,335 46,440,991,798 151,360 46,440,991,798
1

2018 2017 698
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1,000

900

900

500

700

600

12 31

1 LIBOR
2 LIBOR
3 LIBOR
4 LIBOR

Tier

3.84
3.51
4.98
3.62

EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

2019 12

2019

2023

2023

2023

2024

12

11

11

12

11

192/370

oOoOooodn

Tier
2018 2017
1 7,756 7,756
1 6,981 6,981
2 7,048
2 3,915
8 5,481
4 4,698
35,879 14,737
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9
205,660 205,660
25,380 25,380
280,854 280,854
554,886 1,359 1,723 870 558,838
201,515 a3 117 247 17 324 318 248 292,869
9,308 24 1,108 615 1,121 3,839 11,210 105,634 132,859
250,550 87,939 15,059 4,326 7,71 37,682 3,000 406,327
177,476 56,118 17,869 11,374 19,247 22,912 26,835 6,320 338,151
638,718 323,164 268,711 159,123 145,495 350,859 767,323 875,309 3,528,702
235,488 409,356 185,205 84,225 75,210 218,508 297,627 365,407 1,871,026
63,150 6,477 649 28 2 149 70,455
102,461 33,492 14,830 2,189 1,178 1,071 584 3,678 159,483
2018 12 31
2,835,446 918,012 505,271 262,127 250,039 636,067 1,107,046 1,356,596 7,870,604
392,850 392,850
2018 12 3 2,835,446 918,012 505,271 262,127 250,039 636,067 1,107,046 1,749,446 8,263,454
280,854 280,854
33,806 33,806
63,273 723 1,159 4,555 569 70,279
154,915 2,415 3,923 2,018 1,260 53 80 164,664
4,547,352 342,264 150,739 72,992 61,663 16,011 16,570 75 5,207,666
81,194 81,194
294,112 304 157 250 207 209 314 295,553
22,524 23,447 21,021 7,873 10,014 18,541 18,314 39,409 161,143
2,631 6,287 9,810 859 519 15,913 19,053 3,164 58,236
120,904 93,361 1,299 50 27 15 77,508 103,323 396,487
115,539 40,894 16,241 3,542 4,423 1,718 1,154 710 184,221
2 948 3,133 4,081
98 98
2018 12 3 5,717,104 509,695 204,349 92,139 78,682 52,460 133,941 149,912 6,938,282
512,252 512,252
2018 12 3 5,717,104 509,695 204,349 92,139 78,682 52,460 133,941 662,164 7,450,534
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1
6
208,073 208,073
25,714 25,714
267,174 267,174
492,178 4,121 135 496,434
295,653 827 503 644 178 768 1,487 183 300,243
1,145 294 1,515 1,156 446 3,150 7,893 107,047 122,646
212,556 62,050 5,381 3,437 7,654 6,972 32,840 330,890
282,259 74,043 20,088 10,398 6,724 14,877 15,997 8,619 433,005
656,101 315,163 227,683 149,786 156,397 334,895 676,249 812,706 3,328,980
205,553 351,781 197,723 75,119 91,276 186,116 303,034 310,271 1,720,873
74,484 151,749 100 318 442 446 110 80 227,729
49,384 27,632 10,733 1,810 809 446 382 2,414 93,610
2017 12 31 2,770,274 987,660 463,861 242,668 263,926 547,670 1,037,992 1,241,320 7,555,371
387,975 387,975
2017 12 31 2,770,274 987,660 463,861 242,668 263,926 547,670 1,037,992 1,629,295 7,943,346
267,174 267,174
38,283 38,283
45,000 2,170 47,170
192,187 2,840 5,079 1,045 313 94 139 201,697
4,727,204 217,307 94,791 42,207 40,152 9,456 6,881 274 5,138,272
212,618 2,493 2,321 2,722 841 2,491 7,857 22 231,365
305,014 361 950 368 636 1,333 343 348 309,353
199 2,621 6,182 1,940 38,336 49,278
1,189 2,677 5,331 301 3,363 3,963 17,151 4,419 38,394
119,364 1,919 168 27 324 34 47,609 96,243 265,688
43,617 35,430 12,236 3,502 2,625 2,071 1,016 244 100,741
2 964 3,126 4,090
21,037 21,037
2017 12 81 5,951,849 265,197 123,497 50,172 48,254 25,624 83,900 164,049 6,712,542
477,818 477,818
2017 12 81 5,951,849 265,197 123,497 50,172 48,254 25,624 83,900 641,867 7,190,360
1
2
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29
12

2018 12 31
280,854 280,854
33,806 33,806
12,492 51,591 6,464 70,547
146,159 12,019 7,221 137 165,536
3,941,160 953,242 289,185 34,197 80 5,217,864
81,194 81,194
293,073 1,679 403 1,754 296,909
463 46,394 40,498 39,723 39,474 166,552
9,329 12,028 37,140 3,521 62,018
38,093 176,357 885 88,418 137,417 441,170
81,633 68,515 22,377 2,850 1,194 176,569
22 65 1,294 3,995 5,376
98 98
4,875,121 1,352,954 379,224 205,513 185,681 6,998,493
1,950,956 612,015 237 2,563,208
57,964 57,964
6,884,041 1,964,969 379,461 205,513 185,681 9,619,665

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 5,094
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
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30
2018 2017
1 57,964 57,124
2 234,265 231,709
3,416 1,059
12 31 295,645 289,892
3
23,258 28,045
14,087 8,198
2,525,863 2,445,468
12 31 2,563,208 2,481,711
1
2
32018 12 31 HKFRS
1,490,711
HSBC
2018 12 31 39
31
2018 12 31 7,912

2017 7,097
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10
2018 2017
2,925 2,948
3,967 4,277
1,391 874
12 31 8,283 8,099
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1
2018 12 31
2
380,939  (120,409) 260,530  (208,893) (5.637)  (31,801) 14,199 32,339 292,869
444,711 (31,283) 413,428 (413,374) “2) 12 29,862 443,290
23,112 23,112 (23,100) 12 23,112
421,599 (31,283)| | 390,316 (390,274) “2) 29,862 || 420,178
( )
825,650  (151,692) 673,958  (208,893)  (419,011)  (31,843) 14,211 62,201 736,159
3
391,064  (120,409) 270,655  (208,893) (9,558)  (18,754) 33,450 24,898 295,553
146,026 (31,283) 114,743 (114,548) @ 191 26,560 141,303
2,023 2,023 (2,007) 16 2,023
144,003 (31,283)| | 112,720 (112,541) @ 175 26,560 | | 139,280
( )
537,090  (151,692) 385,398  (208,893) (124,106)  (18,758) 33,641 51,458 436,856
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) 62) 66 23,487 || 551,007
( )
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
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103,358 2017 262,159
139,410 2017 132,091
EXCO
HKFRS
EXCO HKFRS
RBWM
CmB
SME
GB&M
GBE&M

GPB )
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2018 12 31
195,249 75,297 (2,238) 268,308
88,017 46,566 134,583

2018 12 31
6,036,854 2,939,955 (713,355) 8,263,454
5,590,770 2,573,119 (713,355) 7,450,534
1,584,981 1,273,872 2,858,853

2017 12 31
187,935 70,397 (3,099) 255,233
73,577 42,042 115,619

2017 12 31
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
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1 2
12 31 12 31
2018 2017 2018 2017
142,665 125,698 110,125 111,164
17,653 14,264 147,444 150,778
7,658 6,636 825 871
7,880 8,372 1,934 2,108
3,702 4,395 3,566 3,851
6,330 5,663 962 833
10,053 9,054 1,415 1,404
3,509 3,295 2,201 2,325
11,019 9,066 3,075 2,963
210,469 186,443 271,547 276,297
1
2
34
HKAS 24 KMP KMP
KMP
@
2018 11
100
2018 12 31 1,098

2017 238
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IT
2018 2017
1,220 2,447
1 1,563 5,545 1,681 2,739 1,709 625
43 2,547 41 2,605
1,153 1,100
5 1,289 2 27
1,348 2,531 1,201 2,506
2 3,405 13,682 2 2,879 9,632
12 31
327 149,122 1 713 306,099
8 123 11,586 202 8,270
78,994 79,084
3 204 58,542 1 511 218,745
254,547 212,358 71,700 94,460 190,831
3 15 97 2 12,994
- 87,065 298 35,866 15
70,320 70,266
3 96,000 120,551 515 1,067 107,449
3.5 71,467 20,994 50,255 57,525
98 20,930 107
17,763 17,908
14,319 14,372
1
2 2018 459
2017 432
3
4 TLAC 87,065 2017
35,866
5 TLAC 78,450 2017 89,889
()
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HSBC
HSBC
2018 12 31
3,147 1,923 2017 2,901
2,268
©
2018 12 31 12.3 2017 15.1
2018 29 2017 27
2018 12 31
486 2017 370
2017
@
15
2018 2017
12 31 12 31
30,411 23,487 24,178 19,793
15,821 2,141 20,454 9,632
1 1 1 1

®

2018 2017
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337 308
10 10
1 92 94
1 439 412

1 2017

206/370



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

35

®

17

oOoOooodn

2018 2017
47,132 36,413
48,251 55,629
936 899
7,060 10,249
3,841 2,961

2017
12 31

2018 2017 2018 2017
857 1,090 7,986 1,213
8 10 1
865 1,090 7,996 1,214
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GB&M GB&M

LIBOR
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2
2018 12 31
1 395,769 162,841 228 558,838 558,838
3,219 209,450 1,206 213,875 78,994 292,869
75,105 36,599 21,155 132,859 132,859
1,146,426 352,490 4,709 1,503,625 1,503,625
1 74,376 6,818 81,194 81,194
3,348 220,043 1,842 225,233 70,320 295,553
139,782 21,361 161,143 161,143
1
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
49,278 49,278 49,278
1
1 HSBC
2 HSBC
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2018 12 31
9,955 1,389 349
121,667 18,109 376
2017 12 31
5,424 9,402
63,280
/ /
2017
12,200 2017 4,577
10,954 2017

HKFRS 13
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CVA DVA
CVA
0TC
DVA
oTC
CVA
DVA CVA DVA
CVA
PD
DVA
PD
CVA
PD
FFVA
FFVA  OTC

FFVA DVA
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95

95
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36
2018 12 31
406,327 396,061 10,723 406,784
338,151 322,443 15,531 337,974
3,528,702 52,262 3,473,497 3,525,759
367,401 8,543 356,836 365,379
70,279 70,282 70,282
164,664 164,662 164,662
5,207,666 5,207,871 5,207,871
58,236 58,808 58,808
4,081 960 2,919 3,879
98 98 98
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
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HSBC HSBC
0 4 38 39 97 36 210
4 15 7 18 84 1 110
15 39 1 4 38 43
39 196 1 21 22
196 1 5 6
2018 12 31 46 63 245 37 391
17,907 20,540 40,101 15,598 94,146
76 76
19,292 40,101 59,393
17,907 15,253 33,160
1,172 1,172
345 345
19 8,905 6,877 15,801

2018 12 31
17,926 20,540 49,006 22,475 109,947
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HSBC HSBC

0 4 36 39 92 25 192
4 15 4 16 75 1 96
15 39 8 36 44
39 196 2 2 29 33
196 1 4 5
2017 12 31 42 66 236 26 370
20,201 28,160 44,854 8,578 101,793
874 874
26,016 44,463 70,479
1 1
20,200 8,281 28,481
1,270 391 1,661
297 297
18 6,265 3,120 9,403

2017 12 31
20,219 28,160 51,119 11,698 111,196
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HSBC

HSBC

HSBC

2018 2017
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0000000
38
2018 12 31
12 31
2018 2017
147,447 149,529
18,021 19,172
280,854 267,174
439,155 354,114
276,558 281,552
6,298 N/A
N/A 463
243,203 203,031
159,636 187,495
1,947,307 1,832,490
866,566 796,384
347,652 486,744
88,169 89,418
39,830 39,830
8,419 5,542
75,897 83,520
682 738
130,057 87,287
5,075,751 4,884,483
280,854 267,174
22,786 28,217
55,142 12,243
121,618 154,728
3,186,542 3,179,845
47,491 101,529
279,056 289,649
42,545 7,838
41,398 27,865
2,085 1,675
439,262 337,344
98,983 51,929
1,600 1,099
8,836 8,758
3,133 3,126
20,930
4,631,331 4,493,949
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172,335 151,360
35,879 14,737
23,346 18,855
212,860 205,582
444,420 390,534
5,075,751 4,884,483
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Ooooooog
31
Fvocl
7 1

151,360 14,737 205,582 39,799 1,688 (118) 9,473) (13,041) 390,534
(896) (356) (1,252)

151,360 14,737 204,686 39,799 1,332 (118) 9,473) (13,041) 389,282
75,742 75,742

(535) 8,410 (295) 3 (3,373) 4,241

(©61) (261)

(D) (D)

34 L)

(208) (208)

8,410 8,410

@2n @2n

(3,373) (3,373)

75,207 8,410 (295) 34 (3,373) 79,983

21,142 21,142

(47,440) (47,440)

(213) 215 2

20,975 (19,380) (8,703) 8,559 1,451

172,335 35,879 212,860 39,506 1,087 84) (12,846) (4,267) 444,420
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1
2017 114,359 14,737 232,782 35,816 2,262 (675) (13,734) (15,226) 370,321
62,511 62,511
/
707 7,252 (538) 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 (538) 557 4,261 74,750
1,744 1,744
3 (56,260) (56,260)
(103) (311) (414)
a6 35,257 (34,055) (3,269) (36) 2,496 393
2017 12 31 151,360 14,737 205,582 39,799 1,688 (118) (9,473) (13,041) 390,534
56
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HNAH

HSBC

2018 12 31
0cc
HNAH
2012
BSA
HSBC
2012 HSBC
HSBC 0cc
HSBC
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FCA
HSBC AML
OFAC OFAC
AML
HSBC FRB FCA
FinCEN
HSBC
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Consolidated Financial Statements

Consolidated Financial Statements

Consolidated income statement
for the year ended 31 December

Fa il 2017

Hetam HeL§m HEEm

Hat nteres meoma & 126,463 110237
— nmarest Monma 'IMDHJ 128081 |
= mtaraEt aXpared (43,802 &7 )
Nat faa MoomnE X 44231 43,180
= Sdm rssamg 54,585 B2a12
= iy axpirid |'IU,§J i3, 162)
Nt wcoms Trom Ddncal satiumants beld Yo trad ng o managsd on a e vales boes e ,723 Z23.a8
r{:mzﬁfr\:;lﬁr{m assate and kebilibes of meumnc businesses, nopdng misted dermmtves, messgd Bt foir - @561 16,807
Changss oo whbua of long-tirm dabl ebusd and rebabed dadimtones b 20 [11&)

Changas i fae valie of other fmencel mstruments mendatonby mesmeed ot for vaius through profit or loss L] 217 A
Gans as beses frem firencsl imvestmants =) 501 2.17048

DOnacand inopma 164 iy

Mk FHEIrENcE DReIm LT nooma £ GO.E6TE [
Cthar operatng incoma Lol 10,306 &, 740
Tatal aperating income 268,308 266,233
Mat wviurance chaime and banalits pasd and ovemsnt in labildas o poboyholdars - (57.839) |68, 780)
Nat operating incom e before change in expected credit losses and other cradit impairment charges 210,469 1 G443
Changs in axpected credt laepet and othed Sredit impaiment charpes x {4,720 [
Lonn impairmant chargas and othar cradi nek provesons A [a.407)
MNat aperating incam e 205,749 152008
Emplinyes cormpaneation and benalite a (40,793) [&0, 6]
Careral snd sdmanmteatvg sxpansas E ] M [, FEE)
Dupreamtion end snpeamaent of proparty, plant snd qupmant rr IM |4 850}
Srnortaemteon mnd amparmant of imtengibls secats {1,9586) 11,6381
Total operating expenoes (BT A24) (81 57}
Oparating profit 118,325 100239
Shinrs of prodit in sesocates snd it venbres 16,258 14,860
Prefit bafore tax 134,583 116519
Tox axpanss C {22, 467) [15.807)
Prafit for the year 'IE._“S 018
Prafit attributabla o gharaboldars of S parent company 103013 BE.5I0
Prafit attributabls o non=contralling rrterasts 2903 7488
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Consolidated statement of comprehensive income
for the year endad 31 December

2018 amd

Higm Hdm
Profit for tha yanr 112,116 .08
Othar comprahargos noomad e paeness|
hems that will be reclassified subsequently to profit or leas when specific conditiona are met
Awmilnbla-for-galy nwsstmants PYA 1608
= faif valus pars A G345
= fai valus pare reclassdind to the moome sbetem ent MA 11557
- AT ourE s oeEdmd bo tha inSorms BADEMENT N mebscl o impanment kasas PA B
= Weooma tRxen MA 7]
Dabt instrumants ot fair voles through othar compraharsvs nooma 026 N
= fair value goms a08 LY
= far valua lossas trargfarced to the income steternant on dmposal 142 N
= smpected aredit losses recognsed = the mooma statem ent LY
- R DR ﬂ‘m i
G Thow Padges pil LLir)
— {air volus gonslcesen) 1,264 6. 760
= fwir valua [gonalicsms texlnamfiad b the neoms StaTem ent {112 7505
— M e [115]
Shars of ofhar comprabanssve axpenss of assooiates and jont vaniures {146) |
Exchangs deffarencoss {18,008} 25087
teme that will not be reclassified subsequently to profit or loos:
Proparty ravaiuston 8628 B854
= foir valua gang 10,626 oA
- EOme e [ [1.576]
Equaty mstruments messired ot fair valae Bough ctber comprahersive meoma a1} il
= fair valua lossas ﬂ'ﬂ i
= oM e N
Chiangsan i Tad vakes of finence) |atddbas damgnatad at far valua upon imthal racagidien armng from dhanges in own Sradt fmk {1999 208
= bafons moom e s @413 [250]
- iOOmE AR a2 41
Remisnsuniaant of dalrad Banddit nssatlabilty 100 1A7
- Balors Mcoms Don {1,091} 1640
= EROOUTIE tReR 181 #E9]
Orther comprehsnsive income for the yesr, net of tax liﬁ.iﬂ‘l} 22777
Total comprehensive income for the year 101,985 192,755
Artributable to
- ghafshokdan of tha patnt company 82,796 T A
- nor-coniralbng Atereets 8,163 5.065
Total comprehensive income for the year 101,965 152095
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Consolidated Financial Statements

Consolidated balance sheet
at 31 December

208 amd
Bt HE$m HESm

Asseta
Cagh end sight balancas nt cantrel banks 208,660 A0B0FS
Fams in the course of collction from ather banks 25,380 4
Hong Kong Savairmant sartficates of ndabtednans 280,854 67174
Tradng sseits L 558,836 436,454
Darvat g ¥ 292,865 00243
Frnncml sesats desigrated ond ofsranss mendaanby masiuced of fmr valus thiowgh poafit of bés L 132,859 ity
Frnncinl smats designatad st fair valse A A 133 BAG
Ravarso repurchoms sgrosmants = non-redng 06,327 felik o]
Placings with snd sdvencaes to banks w151 S0 N0
Lo and advences to customare i A58, T2 o ERR aeD
Francial mwatmants " 1,871,026 8 FE0ETD
Arnourts dud Trom Doup compan ke - 70,455 TS
Irtaraits in ARR0EinhaE Brd Rt wentuted o 142,885 (LA
Goocwnll ond niongble seets o 65,104 ]
Proparty. plam and agupmant w 112,080 MBS
Datarred inx nasats L 2,35 FAL
Prapaymants, socroad noeoma and othar assata a 239,040 1eEE11
Total sssets B.2683,454 7043 46

Liabilitias

Hong Kong cunmncy tatee o csmulation 280,854 2EF1T4
Hams in e eoursa of tenm Eeon 10 othar banks 33,808 SB 2B
Regurchass agrsmants - nontmdng T0,279 AF.170
Daposits by banka 184,664 201697
Clushomar socounia B 5,207, 666 B 1EE2T2
Tmding babitian - 81,194 231,365
Darwvatvas L 295,553 308,63
Frinncind bebiltser denigratsd ot fair vl N 161,143 43.27TH
Dbt pacurd me in saue 7 58,236 S6,.394
Astramant banafit habitss i 3,369 PR
Arnount dus to Broud Sompanan - 396,487 265,665
Aeonusla and dafarned mooma, other ebdd o and DIovVEEQnREs ] 1548, 5485 10 Eay
Lebdtien undar inesrance contracin £l AR Sk 458047
Currang tax kst liten a 3,337 SR
Dafarrad tex lnbilties L] 24,513 ad.001
Subordnated babaties - 4,081 4,050
Prafgrancs shams = 58 21067
Tatal liabilities 7,450,534 7,180,360

Equity
Shiva copitnl . 172,335 163,350
Jthar eguity nstromants £ 35,875 14 137
Othar rseres 114,948 NEE AT
Ratanad ammings AX9, 595 408 366
Total sharshaolders' squity F52,758 BaE 4ED
Man-sontralhng erbenasts 60,162 EE.G0E
Tatal equity 812,920 b
Tatal liatilities and gty 8,263,454 1045 345
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Consolidated statement of cash flows
for the year ended 31 December

2018 amd

HHEm HEdm
Profit before tax 134,583 118519
Adjustments for non-cash itema:
Dwpreciation end amorisation 8657 £.202
Mat gan fiom mwstang actnedes {1,071} [r5Ed]
Shara of profits o aesoCAbYE 8nd pant vaniites (16,258) [14.580]
{3an}ioss on daposal of subsadinies, busnasses, siesotas and gt vertuies 36} 168
Changs 0 axpectd cradit leses gross of recawa s and athar ¢ redit engasmm ant changes 4,720 el
Losn impairmant loasas gross of moovenas snd othar cradit ek provaions PA Lot
Prowgeons 51 58]
Share-besed ppyment axpansa a1 prril
Othar non-cash amn ingheded i profd bafors tax F,ﬂ'l} 510
Eliminatsin of exchenge diffarencas 15,723 e 218
Changes in eperating assets and labilities
Cnianges in net eading s it ond dafvalivas {65,937) [65.262]
Changs in leane and sdvarcas to banks and sustomars (299,137} [491 235]
Cnangs in rvadBa Faputchiigs Sgisernants - non-tinding 161, 887) [#5.091]
Changs in fnancnl sesis dasignated nnd othanwse mandetonly massdred ot far valkie throwgh profs snd loss 1,176 i
Changs in fmancsl sessts dasigreted % fair vaios PR [18830]
Changs in other assats 113,636 144 PR2
Changas in depagils by banks and custormaer aocourrts 71,688 247 ABE
Cheangs in repurchass sgragmaents - non-trading 23,109 18,380
Cnangs in et sacur e i maue 19,842 13168
Gnangs in fnangal babilites depgrated of foir velhes {8,505} 118586
Crengs i other labiitas 166,634 B3E27
Dividands racaived from nesocetes 4,948 4555
Contrbuticna paid to defnaed benelit pians 576} 1121
Taix poid {18,.216) [14.674]
Net cach from operating activities BE,0682 (58,7 70
Purcham of fnandial rvdmants (822,067} [#21.825)]
Froceade lnom Boe eak and mstiedy of fnancn| imaetm snle T56,630 FaE 2Ty
Pursham of propsrty, pant and aqupmaent {1,646) L2547
Proceads from sak of proparty, plent and souipment snd seeats held for nok 11,820 LEL
Proceads from deposal of customar boan portfolions 2,542 2 004
et mvastmant N mengibbs nesots [m'll R2EE1]
Capgh outflow on purchase of subsidisnen - 1.
Net cash from immesting activities {57,412) £ 143
e of grdnany shom capial and other aquty metumenia 21,142 1744
Recsmnpton of prefarance ahared and ofar Sy NBTRUM e {20,975 [G.H2]
Subordnntad loan chpinl ssad 79,834 JE.435
Surordnnted lonn capanl rapnid’ (42,586} ME.37]1
Diwidands paid to sharehalders of the pannt company snd non-cortrollng interests {52, '508) [&0, 8521
Met cash from financing sctivities {15,453) |7.474)]
MNet increasal|decreass] in cash and cash squivalents 15,157 [E8.801]
Cagh and cesh aquastents st 1 Jan® 718,038 752,705
Exchangs defferences o reppact of cash and cash equvalants {11, 586) aa 204
Cash and eazh squivalenta at 31 Dee 721,609 Fal T
Caan and cash agquvalant COMpras
= cngh nnd balances st centrad banks 205,660 208,083
= itama n the cowrss of polkeoton from othar benka 25,200 2E,.14
= losn and achmncas b banks of ore month o lees 179,952 28T A5D
= ravEred fepuichas Sjndmiets wath benks of ong month or lees 165,654 162,104
= trawmiry bills. othar bils and certdsoatan of dapasit legs than thesa monthe 178,769 TEAN
~ luea. e i e Sounss of irardm aaion 10 ot banks {33, 606) [305.283]
Cash asd ﬁﬁhﬁmﬂ 31 Dec ?yﬂ i"'lﬁﬁ

Interest received was HKS166,44 1m (2017 HK$136,539m), interast paid was HK341 583m (2017 HK328,324m) and dividends receved
wara HKE178m (2017 HK3175m).

r mﬂmm AR DA A’ B R0 QOATEanAR JUVERG 100 Wear Anok ot SMOUAL B0 SECRN0S A0S FeiayIEnT aF Feasanted Show, and son-can
freen faroarn r g (M 280rn and G vakus s TS )
2 kr#mﬂmwwmmmwﬂuMmemauma' wEan tha 1o HKFRS & Favpncdd Wiromsdds” wes 3 ke of HES fm

A A2 3T FPecerbar 2010 JEE 122 850w (2011 HEZ Iﬂ.ﬂaﬂ.w“mtlumbrumwmm dmmnmﬂmr MR G286 ) rafated o randaiony deposts af
cmnprs hanks
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Consolidated Financial Statements | Motes on the Consclidated Financial Statements

Consolidated statement of changes in equity

for the year ended 31 December

Orther nesenes
Fimnncial
Other Cazh Total
oquity Property  stcets st flow  Forsign shiare- MNoa-
Share nstrumen  Aeteined revslustion FVOC!  pedge wxche , holders' controliing Total
Hegm HKEm HHgm HKSm HESm  HKEm HESm  HEEm HKEm HESm HKSm
At 31 Dae 2007 151,360 14,737 406,966 58,381 5,825 197)  (5,248) 65356 596,480 56,506 752,986
Imphct on traniton to HKERL 9 - - 'ﬂ-w - H.!‘ﬂ - - = {11,990} [323) {u.!‘a
Ax 1 Jan 2016 151,380 14,737 ¥D.488 58,3681 2,313 {187} {6,248} 65356 684,490 56,183 740,673
Prafit for the year — — 103.013 — — - — — 103,013 2103 112,116
Cihar compralsanans sooma’
feopansa] [net of tax) = = {85} 8,050 228 28 {17,701} 2] (10,217 &8 (10,181}
E dabt lr;!-r-':r;;ﬂu at. fair valios
through b com prehanang
il | — = = — T4 - - - 734 9 38
= sty INEUMantE SEgnated &t
Tair v luss e ey OB T
comprahaneNe NoNTE = - - - [36T) = e = {367) 214y (a1
— o o Pacges = - - - - ag - - a8 x| 1
— ChEGED N T80 vikes of hirgneal
ltriltigs dasignatied ot foir valie
upan inibal ecogndon aneng
from changas o own cradit sk - - 147y - - - - - {197} 2y (1aay
~ prepaity rvalualon - - - 2,050 - - - - 8,050 776 8,826
— dgennBunarmant of Galmed Demiit
nnsatfistikty = = = = = = = { 222y (210
= gham of othar comprahanswve
e of assoontan and f =L
__wanhyras - = = [l - - 23 i - i
= gxchangs diffaoendas - - - - - = 7701} = 17.7m 37y (18,09
Total comprehensive incoma’
{expanze) for the year - = 102,123 8,050 228 a8 (17.7F01) @) 92,796 85,168 101,965
Cha# ity NS L = 21,142 = - - - - - 21142 - 21,142
Dvndinds e = — (47,240} — = = = —  (47.440) (5.068) [(52,508)
Baiwmiaid & fdapest of @ang
bagsed parynant armngamants = — {234) = = — - 248 12 10 22
Tmnsfers and othar movements™ > 20,878 = (24,342} (8,517} az - = 13230 1,758 (132 1,626
Ar 31 Dec 2016 172,335 35,6879 429,595 57,914 2,953 {99 (24,649} 78,830 7T52.758 60,162 812,920
A Jan 2017 114,569 V4 FET 100024 B, TE3 B.-":';!? 1783] [B21.861) SRGEE BREO0S 81,130 675,136
Prafit Tar the year - - BEG3D - - - - - BEGI] 7 AR SEME
Qthgr comprahangive incoemal
tenpanaa] |rat of tnxd = = are B14d =i EOE 24018 B8 2E209 1550 26,377
= eyadab-foreals yweetmants - - - - 1,488 - - - 5457 187 | 1,608
— st (o hmdpes - — - - - 826 - - 5a5 1" 07
= chancgas i1 fer vakes of Hinenceal
babihtag Saaiatad ol oy valug
upon edial rcognition anang
fram changss i awn crede nak - - wod - - - - - o ui| L205)
= propasty reveluaton = - - B144 - - - - B144 m-[ BBEd
= tereasunarmant of delmed banalit .
nasatimbility - = 1 - - = — - 1153 i 131
= gham of othar comprahenswa |
axpanms of erpszintlad and @i
wrnturas = = 11 - [FaEN - s ] w2y - | [ ]
= gxohanga differences - - - - - E 24,933 - 24853 a4  B5IE7
Total comprehansva incomaf
feogansa] for the year = = Bo506 B44 =3} 206 £4.513 BE TEME A6k 13205
Lhniren g 1744 = - - - - - - 1,744 = i rdd
Drvidande pawd” - = BE2680] - = = = - mE2E0] [4,632]  pE0BER)
Mot n raapact of shanae.
bueod paymant armngamants - - [#3] - - - - [E2a] (<L 1] L] 140E]
Trensters and othar movements™>* o IRT - Ha2a 1 EAE] - - - PR [<1] i forE
A2 81 Dez 2017 161,560 14,757 £06568 BRAET (] 11571 (G40 B5.556  ESE4EQ E5606  TRLGEE

T Tha o Moo/ Mamiy conpnss Shan of FEsocmies oiher Iiserves, Povohass [anvsim Mg Fon an e of bosnass from Sl s baoker s, Doy rovaiba Do fasan
Seslating 0 Iraa s S o gpe Dk B3 Faltey subaciavy S0 Db shave-based payrrant raddr e Tha Siir b Coyran ! i i rasd 16 racee g B Sencucal faelabing 5 shard Sdaang
and optans (AR 0 e yees of B Qvoup aech by HSEC Hoklings oiz

A L Ry

(T G, 25Ty of el Ghca Shasas

St Lol

M 2078 thaa weer DSR2 PO addionsl B T capetsl menvmants maued
Al dteng Jaruriens Pary on PP Seborda g s Sl 59 sy coaker KRR
Crofwary shave capetal frokoas revarancs shaes whsh heve boan recernod or bought beck we payrnant ool of deiabuieble profits in 2078 D Bank recearsad S 20 37 5m

Tha movamant from ralanad’ sarengs 15 Oihar resenas molnaas 350 relnant ransis 41 SS00atas c0onng I Eal ragul vy e s
THoi Fresolian T Fem o Eoie Ty vl Ficie v X0 0D i i 20 T8 wncik ok’ FICES, 16 G20 170 HICRE 100y taliang &0 [rinafer of e Dl 00 & Mk snleisledry’ @5 forr of
e Becowery and Foootebon Fan ac s oot e Repoet of Drsciors & S Annual oot and Accounts 2016

Then Bl 80 37 Dot 2007 papv sl tha MICAS 53 St bes-foy-sal 150 vilnd ciares g 50 37 Decaentar 2017
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MNotes on the Consolidated Financial Statements

1 Baszis of preparation and significant accounting policies

1.1 Basis of preparation
{a) Compliance with Hong Kong Financial Reporting Standards

The conzolidated financial statements of The Hongkong and Shanghai Banking Corperation Limited {'the Bank') and itc subcidianes
(tegather “the group') have been preparad in accordance with Hong Kong Financial Reporting Standards ("HKFRS:') as issued by the
Heng Keng Institute of Certified Public Accountants {'HKICPA') and accounting principles generally accepted in Hong Kong. These
financial etatements also comply with the requirements of the Hong Kong Companias Ordinance (Cap. 622} which are applicable to tha
praparation of financial statemants.

Standards adopted during the year ended 31 December Z018

The group has adopted the requirements of HKFRS 9 'Financial Instruments’ from 1 January 2018, with the exception of the provisions
ralating te the presentation of gains and leczes on financial liabilniez designated at fair value, which were adopted from 1 January 2017,
Thizs includes the adeption of ‘Prapayment Features with Negative Compansation (Amendmeanis to HKFRS 8)° which iz effactive for
annual parieds beginning on or after 1 Januwary 2013 with early adoption parmitted. The effect of adepting the amendmants to HKFRS 5
iz nat considared 1o ba sighificant. HKFRS 9 meludez an accounting policy cholce to remaln with HKAS 29 hadge sccounting, which the
group has exercized, The classification and measurement and impairment requirements are applied retrospectively by adjusting the
opening balance chaet at tha date of initial application. Az permitted by HKFRS 9, the group has not rectated comparatives. Adeption
reduced net assets at 1 Janwary 2018 by HK312,313m as set out n note 2,

In addition, the group has adopted the requirements of HKFRS 15 'Revenue from Contracts with Customers’ and a number of
interpratations and ameandments to standards which have had an inzignificant effect on the group’s conzolidated financial statemeants.

HKFRS 2 transitional requiremants

Tha transition requiraments of HKFRS 9 have necessitated a review of the designation of financial instruments at fair valua. HKFRS 9
requires that the dezignation is revoked where there is no longer an accounting mismateh at 1 January 2018 and pearmits dasignations to
ba revoked or additional designations created at 1 January 2018 if there are accounting mizmatches at that date. Az a result, fair valus
designations fer financial labilties have bean revoked whare the accounting micmatch no longer exists, as required by HEFRS 9.

The reculiz of thasa changes are included in the reconciliation set cut in nota 2,
Changeas in accounting policy

Whika not naceszarily required by tha adeption of HKFRS 8, the following weluntary changas in accounting palicy and prazemation have
bean made as 8 result of roviews carried out in conjunction with its adoption. The effect of presentational changes at 1 January 2018 s
included in the reconciliation cet cut in note 2 and comparatives have not bean ractated,

* Wa have considered market praciices for the prasentation of certain financial liabilities which contain both deposit and derivative
components, YWe have concluded that a change in accounting pelicy and presentation from Trading liabilities' would be appropriate,
zinca it would bettar align with the prazantation of zimilar finanzial instrumeants by peers and tharefors previda more ralavant
infarmation about the effect of these financial labities on our financial postion and performance. As a result, rather than being
classified as held for trading, we designate these financial labilities as at fair value through profit or logs since they are managed and
thair parformance evaluatad on a fair valus basiz. A further consequance of thiz change in prasentation i that the affectz of changes
intha habilitsas’ credit rizk will be presented in "Cthar comprehanzive income’ with the remaining effect presanted in profit or loss in
accordance with group's accounting policy adoptad in 2017 (fellowing the adoption of the requiremants in HKFRS 9 relating to the
presentation of gaing and losses on financial labilities designated a1 fair value),

* Cash cellateral, margin and settlement accounts have been reclassified from Trading assets’, ‘Placings with and advances to banks'
and 'Loans and advances to customers’ to 'Prapaymaents, accrued incoma and other assats’ and from Trading liabilties” and 'Deposits
by banks" and ‘Custemer accounts’ to "Accruals and defarred income, other liabilities and provigionz’, The change in prezantation for
financial assats iz in accordance with HKFAS 9 and the change in presantation for financial liabilities is considered to provide more
ralevant infermation, givan the change in pragentation for the financial aszats. The changa in prazentation for financial liabilitias has
had no effect on measurement of these items and therefore on retained earnings or profit for any period,

* Cartain stock borrowing assets have been reclassified from 'Placings with and advances to banks' and 'Loans and advances to
customers’ to Trading azecate’. The change in measurameant iz a result of the detarmination of tha global businese medal for thiz
activity and will align to the global presentation,

{b)} Future accounting developments
Minor amendments to HEFRS:

The HKICPA hat publizhed a number of minor amendmeants to HKFRS: which are effective from 1 January 2019, The group axpects they
will have an insignificant affect, when adepted, on the consolidatad financial statameants.

Major mew HKFRSs

Tha HKICPA has published HEFRS 16 ‘Leages’ and HEFRS 17 ‘Insurance contracts’.

HEFRS 18 "Loases’

HEFRS 16 'Leases” has an effectiva date for annual periods beginning on or after 1 January 2019, HKFAS 16 results in lessess accounting
for most leaces within the scope of the standard in a mannar similar to the way in which finance laazes are currantly accounted for under

HKAS 17 ‘Leazez’. Lesseas will recognise a right of use ("ROU’) asset and a commesponding financial liability on the balanca sheat. Tha
aszet will be amortized ovar tha length of the leaze, and the financial liability measured at amortized cost. Lessor accounting remains

The Hongkeng and Shanghai Banking Corporation Limited Annual Repert and Acceunts 2018 57

231/370



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

MNotes on the Consolidated Financial Statements

substantially the same as under HKAS 17, At 1 January 2013, the group expects te adept the standard using a modified retrospective
approach whare the cumulative effect of intially applying the standard iz reacognised az an adjustment to the opaning balanca of retained
earnings and comparatives are not restated, The implameantation = expacted 1o incresce assets by approximataly HESS 2bn and increace
financial liabilities by the zama amount, with ne affact on net assets or retained eamings.

Az & concaquence of HKFRS 18, prepenties currently reported under ‘Prepayments, accrued income and other agoets’ ac cparating leaces
and hald at cost will ba reclazzified 10 "Proparny, plant and equipment” and ba measured at fair value. The implamentation iz axpected to
increase ‘Propenty, plant and equipment’ by HE316.3bn and increase deferred tax Rabilities by HK32.7bn, with the net impact taken to the
'Praparty Ravaluation Recerva’,

HKEFRS 17 ‘Tnsurance Contracts”

HEFRS 17 'Insurance Contracts’ wae issued in January 2018 and cets out the requirements that an entity should apply in aceounting
for insurance contracts it iszuas and reinsurance contracts it holds. HEKFRS 17 is effactive from 1 January 2021, Howevar, tha HKICPA
iz concidering delaying the mandatory implamantation data by ona year and may make additional changas to tha standard. The group
iz in the process of implementing HKFRS 17, Industry practice and interpretation of the standard i still developing and there may be
changes to the standard, therafore the likely impaet of it implamentation remainz uncanain.

Ameandmeant ta HKAS 12 lnoome Taxesz'

An amandmeant to HKAS 12 wac izzuad in Fabruary 2018 az part of the Annual Imprevement Cyelas. The amandmant clarifies that an
entity should recognise the tax consequences of dividends where the transactions or events that generated the distributable profits are
racognized. Thiz amandmeant will ba effactive for annual paricds baginning on or after 1 Januvary 2015 and iz applied 1o the income tax
econcarquancas of distributions recogniced on or after the beginning of the earliast comparative paricd. As a conzaquance, INcame tax
ralated to distributions on perpetual subordinated kans will be presantad in profit or loss rather than equity.

{c) Foreign currencies

ltems included in each of the group's antities are measured using the currency of the primary sconomic environment in which the entity
oparates (the ‘functional curraney’). The group’s consolidated financial statemants are prazantad in Hong Kong dollars.

Transactions in forekgn currencies are recorded at the rate of exchange on the date of the transaction. Assets and liabilities denominated
in foreign currencies are translated at the rate of exchangs a1 the balance sheel date except nen-monetary assets and liabilties measured
at hictorical coct that are tranzlatad using the rate of exchange at the initial tranzaction date. Exchanga diffarancas are includad in cthar
comprehensive income or in the income statement depending on where the gan or loss on the underlying fem is recognised,

In the conzolidated financial stataments, the aszets, lmbilities and results of foreign oparations whose functional currency is net Hong
Keng dallars are translated into the group's precentation currency at the reporting date. Exchange diffarences arizing ara recognised in
ather comprehensive income. On disposal of a foreign operation, exchange differences previously recognised in other comprahensive
income are raclazsified to the incomea statamant.

{d} Presentation of information
Cartain dizsclesures requirad by HKFRSs have baen included in the audited section: of the Annual Report and Accounts as follows:
* Consolidated income ctatemant and balance chaet data by global buzineze are included in the 'Financial Review' on page 8.

* Dizclogures concarning the nature and extant of ricks relating to banking and insurance activitias are included in thae 'Risk’ cection on
pages 1410 15, pages 1210 29, page 32, page 33, page 34, page 35 and pages 3210 41 as specified as “audited”.

* Capital disclosures are included in the ‘Capital” section on page 42,

In accordance with the group's policy to provide disclozures that help other stakeholders to understand the group's perfarmance,
financial pozition and changes therato, the infermation provided in the Rizk zection and the Capital zection goez bayond the minimum
levels required by accounting standards, statutory and regulatory requirements. In addition, the group assesses good practice

racarm mendations iscuad from tima to time by relevant ragulators and standard cetters and will aszesc the applicabiliy and relevance of
such guidance, anhancing diclosuras whara apprapriata.

(e} Critical accounting estimates and judgements

The preparation of financial infermation requires the use of estimates and judgements about future conditians. In view of the inherent
uncartaintias and the high lavel of subjectivity invobead in the recognition or measurement of dems highlighted as the critical acsounting
astimatas and judgemants in note 1.2 balow, it iz poceibla that the outcormaeas in the nesxt financial year could diffar frem thess en which
managemant’s astimates are basad. Thiz could result in materially different estimates and judgements from those reached by
rmanagamant for the purposes of the 2018 Financial Statamantz. Managemant’s selaction of the group’s accounting policias which
contain critical estimates and judgements reflects the maternality of the items te which the palicies are applied and the high degras of
judgemeant and astimation uncerainty invohead.

{(f} Segmental analyzis

The group's chief aperating decision-maker iz tha Exacutiva Committas which oparates as a genaral management committes undar tha
direct authority of the Board and operating segments are reponted in @ manner consistent with the internal reporting proveded to the
Executive Commities,

Measurement of sagmental azsets, liabilties, incoma and axpanzes i m accordance with the group's accounting policies. Segmaental
incomea and expanzes include tranzfars between sagmants and theze trancfers ara conductad at arm’s langth. Shared costs are included
in segments on the basic of the actual rechargas made,

{g} Going concern

The financial statements are prepared on a going concem basis, as the Directors are satisfied that the group and parent company have
the resources to continue in business for the foresesable future. In making this aszessment, the Directors have considered a wide rangea
aof infarmation relating 1o present and future conditions, including future projectionsz of profitability, cach flows and capital resources,
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1.2 Summary of significant accounting policies

{a) Consolidation and related policies

Imeestmants in subsidiaries

Whaera an antity iz govarnad by voting rights, tha group consolidates whan it helds, directly or indirectly, the necezsany voting rights to
pass resolutions by the governing body. In all ather cazes, the aszessment of control ic more complax and requires judgemant of other
factors, including having exposure to vanability of returns, power to direct relevant activities and whether power is held as agent or
principal.

Business combinations are accountad for uzing the acquisition method. The amount of non-centrelling intarest is measured aithar at fair
walua or a1 the non-controlling interest’s proportionate share of the acquires’s identifiable net assets. This election is made for each
businass combination.

The Bank’s investments in cubsidiaries are ctated at cost lecs impairrmeant lozces.

Goodwill

Goodwill iz allocated to cash-ganarating unitz ('"CGU') for tha purpoze of impairment testing, which iz undertaken at the lowest laval &t
which goodwill & monitored for internal managemant purposas_ Impairment tasting ic parformed at least annually, or whanever thare iz
an indication of impairmaent, by comparing the recoverable amount of a CGU with its carrying amount.

Interests in associates

The group classifies investments in entities over which it has significant influence, and that are neither subsidiaries nor joint
afrfangamants, as assodiates.

Investrnents in associates are recognised using the equity method, The atiributable share of the results and reserves of associates are
included in the consolidated financial stataments of the group bazed on aither financial statements made up te 31 Decembar or pro-ratad
amounts adjusted for any material transactions or evants occurring batwean the date of financial statemantz aveilable and 31 December.

Investments in acsociates are assessad at each reponting date and tested for impairmeant when thera iz an indication that the investment
may be impairad. Gocdwill on acquizitions of interests in associates is not tasted saparataly for impairmeant but iz assessed az part of the
carrying amount of the invastmant.

Critical accounting estimates and judgements

Imparment testing of investments in pssocinies imiohves significont judgement in detmrmining the valus in use, and in particulor estimating the present
values of cash flows expectsd 10 arige from continuing 1o hold the investment The most significant judgements relate o the impaitment wating of our
investment in Bsnk of Communicatons ['Bolom']. Key assumptions used in estimatng Bolom's value m use, the senstnity of the yalue in use calculabon
1o different sgaumptions snd & gansitvity analysis thatahows the changes in Key assumpnions thet would reduce the excess of walue in uss over the
carying amount {the ‘headroom’| to ni Bre described in note 15

{b) Income and expenses
Operating incomsa
lntarest incorme and expanse

Imtarast incame and axpansa for all nancial inctrumants, axeluding thosa clazcified as hald for trading or dezignated at fair value are
recognised in ‘Interest incoma’ and 'Intarest axpense” in the incoma statemeant using the affectrve interest mathod. However, as an
axcaption to this, intarest on debt securities issued by the group that are designated undar the fair value option and derivatives managed
in cenpnction with those debt secunties are included in interest expense.

Interest on impaired financial assets is recognised using the rate of interest used to discount the future cash flows for the purpose of
rmaasuring the impairmant loss.

Non-interest income and expense

The greup genarates fes incoma from sarvices provided at a fixad price over tima, such as account service and card feaz, or when the
group delivers a specific transaction at a point in time such as broking services and im portfexport services. 'With the exception of certain
fund management and performance feas, all other fees are genarated at a fixed price. Fund managament and performance fees can ba
variable dapending on the size of the customer portfolio and the group's parformance at fund manager. Variabls fess are recogniced
whan all uncartainties are rezolved. Fes income iz genarally earned from short term contracts with paymeant terms that doe not include a
significant financing component,

The groeup acts az principal in the majonty of contracte with customers, with the axcepticn of broking cervicas, For most brokerage tradaesz
the group acts az agent in the transaction and recognises breking income net of fees payable to other parties in the armngement.

Tha group recognizes fees earmed on transaction-based arrangements at a point in tima when wa hava fully provide the sarvice to the
customer. Whara the contract requires servicas 1o be provided over time, income is recegniced on a systematic baziz over the life of the
agrasment.

Wherae the group offars & package of services that centaing multipla non-distinct performance cbligaticns, such as thoze included in
account service packages, the promised sarvices are treated a5 a single performance obligation. If 8 package of services contains distingt
parformance cbligations, such az those including both account and insurance services, the cormesponding transacticn price is allocated
to aach parformance obligation bazed on the ectimated stand-alone selling prices.

Dividend incomea is recognized when thae right to receive payment i astablished. This iz the ax-dividend date for listed equity securities,

and vsually the date when cshareholders approve the dividend for unlisted squity secunties,

Mat incomeafexpeanse) from financial instru ments measured at far value through profit or loss includes the following:

* ‘'Neat incoma from financial instruments hald for trading or managed on a fair value basiz’. This element iz comprised of the net trading
incomae, which includes all gains and losses fram changes in the fair value of financial aszets and financial habilities held for trading,

togather with the ralated interest income, expense and dividends; and it also includes all gains and losses from changes in the fair
valua of darivativas that are managed in conjunction with financial ascets and liabilties meazured at fair value through profit or less.
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* ‘Mat incomadlexpense) from assets and labilities of insurance businesses, including related derivatives, measured at fair valus through
profit or boss'. This includes interest incomae, interast expanse and dividend income in razpect of financial aszets and liabilities
maasurad at fair value through profit or logs; and those derivatives managed in conjunction with tha abova which can be ceparately
wantifiabla from cther trading darivatives.

* ‘Changes in fair vaiue of long-terrm dabt and ralated derivatives’. Intaract paid on the axtarnal long-tarm debt and interest cazh flowe
on ralated derivatives iz precentad in interast expeansa.

s ‘Changes in fair value of ether financial instruments mandatorily measured at fair value through profit or loss’. This includes interast
on instruments which fail the SPPI tast. Sea (d) babow.

The accounting palicias for insurance pramium mcome are disclozed in note 1.2()).
{e) Valuation of financial instruments

All financial instrumaents ara initially recognizad at fair value. Fair valua iz the price that would be received to cell an aceet or paid to
tranzler a liability in an orderly trancaction betwean market participants at the measurameant date. The fair value of a financial instrumeant
an initial recognition is genarally its transaction prica (that iz, the fair value of the consideration grven or recaived}, Howavar, if there iz a
differance betweaen the tranzaction price and the fair value of financial instruments whoea fair value iz based on a quetad prica in an
active market or a valuation technique that uses only data from obsarvable markets, the group recognizes the differance as a trading gain
or loss at incaption ("day 1 gain orless’). In all ether cazas, the antire day 1 gain or loss iz deferrad and recognized in the incoma
statement over the life of the transaction until the transaction matures or & closed out, the valuation inputs become abservable or the
group enters into an offsetting transaction

The fair value of financial instruments is generally measured on an individual basis. However, in cases whara the group manages a group
of financial aszets and Habilities according to its nat market or credit rick axposure, the fair value of the group of financial instruments is
rmaazurad on a net basiz but the underlying financial azzetz and kabilites are presented saparataly in tha financial statements, unless
thay satisfy the HKFRS: offsatting criteria.

Critical accounting estimates and judgements

The majonty of valesbon technsqués employ only obsérvable misrket dota. Howewved, oértiin indndmal ingttuments are valudd on the bagis of voluation
echnigues that femmie ong of mone gigninicant maket inputs that are unobse nvabls, whete the measurement of faef value & more judgemantal. An
mstrument in its entirety 1§ classifind o6 valued using significant uncbserabls mputs if, in the opmion of mansgemant & significant proporbon of the
METUMEnT’s inception poodit or greatan than 55 of the instrument’s valusbon & doven by gnobsanable inputs “Lnobssrvable’ in this oontext means that
thede @ il oF Ao cuffent markeat dats avaidable from which o determse the phce a1 whech an &im'e Eagth IenEachon would be likely 1 aour. 1t
genérally does not menn that there is no datm svislbie ot oll upon which 10 base o determination of fair value iconsensus pncing deta may, fof example,
b e |

{d} Financial instruments measured at amortized cost

Financial assets that are held to collect the contractual cash flows and that contain contractual terms that give rise on specified dates 1o
cash flows that are solaly payments of principal and interest, such as most loans and advances to banks and customers and soma dabt
secufties, afe messured at amonized cozt. |n addition, most financial liabilities ara meazurad a1 amonised cozt. The group scesunts for
regular way amortisad cost financial instruments using trade date accounting. The carrying value of theze financial assets at initial
recognition includes any directly attributable transactions costs. If the initial fair value i lewer than the cash ameount advanced, such as
in the case of come leveraged finance and syndicated landing activities, the difference iz deferred and recogniced aver the life of the loan
threugh the recognition of intarest income.

The group may commit 16 underwrta loans on fized contractual terme for epecified paricds of tima. When the loan aricing from tha
lending commitment iz axpacted 1o be hald for irading, the commitment to land iz recorded as a derivative, When the group intends 1o
held the lcan, the lean commitmant is included in the impairmant calculations sat cut balow.

Mon-trading reverse repurchase, repurchase and similar agresments

When debt sacurities are sold subject to a commitment 1o repurchase tham at a predetermined price ("rapos’), they remain on the
balance shaet and a hability iz recorded in razpect of the consideration recenved. Securitias purchased under commitments to rasall
{'reversa rapos’) are not recognisad on the balance sheet and an asset i recorded in raspect of the initial consideration paid. Nen-trading
rapes and reverse repos are measurad at amoriced cost. The differance batwean the zale and repurchaze prica or batwean the purchaze
and resale price is treated as interest and recognised in net interest income over the life of the agreement

Contracts that are aconamically eguivalent to reverse repurchage or repurchasze agreemants (such as sales or purchases of debt
sacurities enterad into togather with total return swaps with the same countarpary) are accounted for similarly to, and presantad
tegether with, reverse rapurchase or repurchase agreements.

{e} Financial assets measured at fair value through other comprehensive income {'FWOCI'}

Financial aseate hald for & businezs model that iz achisved by both collecting contractual cash flows and selling and that contain
contractual tarms that give nce on specified dates to cash flows that are solely payments of principal and interest are measured at FVWOCI,
These comprise primarily debt securities. They are recognised on the trade date when the group enters into contractual arrangements to
purchase and are norma lly derecognised when they are either sold or redeemed. They are subsequently remeasured at fair value and
changas tharein (axcapt for thees ralating to impairment, interact inceme and foreign currancy axchange gains and loscas) ara
recegrised in other comprehensive income until the assets are sold, Upon disposal, the cumulative gains or losses in other
comprehansive moome are recognised in the incoma statement as “Gainz less losses from financial instrumaents’. Financial assets
maagurad at FVOCI ara included in the impairment ealculations set out balew and impairmeant i recognized in profit or lozs,

{f) Equity securities measured at fair value with fair value movements presented in OCI

The equity sacuritias for which fair value movaments are chown in OCl are buzineszs facilitation and other similar investmants wheara the
group holds the mvestments other than to ganorate a capdal return. Gains or lozses on the derscognition of these equity securtiss are
not transferrad 1o profit or loss. Dividend incoma iz recognized in profit or lose.
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{g} Financial instruments designated at fair value through profit or loss

Financial instrumeants, other than those held for trading, are classified in this category if they meet ona or more of the criteria sat out
b lew and are so designated irrevocably a1 inseption:

& the use of the designation remaves or significantly reduces an accounting mismatch;

* when a group of financial assets and labilkties or a grouwp of financial Babilities iz managed and itz parformance is evaluated on a fair
value basis, in accordance with a documented risk management of investment strategy; and

* swhare tha financial liabilty containz ane or more non-clocaly ralated embedded derivatives.

Designated financial assets are recognised when the group enters into contracts with counterparties, which is generally on trade date,
and ara normally deracagnized whan tha rights 1o tha cazh flows expire or are tranzferred. Dazignatad financial liabilitias are recognizad
whan the group antars into contracts with counterpartiaz, which iz generally on zettlement date, and ara normally darecognized whan
axtinguished. Subsequent changes in fair values are recognised in the income statement in “Nat income from financial instruments hald
for trading or managad on & fair value Baczis” or 'Net incomafexpanca) from ascets and liabilities of inzurance businezses, including
related derivatives, maasured at fair valua through profit or lozs’.

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

The intarezt andler foreign exchange axposura on certain fived rate debt securities izzuad haz bean matched with the interest andfor
foreign exchange exposure on cerftain swaps as part of a documented risk management strategy

*  Financial azsate and financial liabilities under unit-linked and non-inked invesiment contracts

A contract under which the group does not accept significant insurance risk from ancther party i not classified as an insurance contract,
other than investmeant contracts with dizcretionary participation faaturas {'OPF'}, but iz accounted for az & financial liability. Customear
liabilitias under linked and cartain non-linked investmant contracts iscuad by insurance subzidianes are datarmined baced on the fair
value of the assets held in the linked funds. If no fair value designation was made for the related assets, at least some of tha assets would
oiherwize ba measured at aither fair value threugh other comprahansive income or amortised cost. The relatad financial ascete and
liabilites are managed and reported 1o management on a fair value basis. Designation at fair value of the financial assets and related
liakilities allows changes in fair values to ba recorded in the inceme statement and prazented in the same lina.

{h) Derivatives

Darivativas are financial instrumants that derive their value from tha price of undaerlying itams such as aquities, interast rates or other
indices. Derivatives are recognised initially and are subsequently measured at fair value, with changes in fair value generally recorded in
the incoma staterment. Derivatives are classified az assets whan their fair value iz positive or as liabilities whan their fair valus iz negative.
Thiz includes embedded derivatives in financial iabilities which are bifurcated from the host contract whan they meat the definition of a
derivative an a stand-alone basis,

Where the derivatives are managed with debt securities issued by the group that are designated at fair value, the contractual interest is
shewn in ‘Inarast expanse’ togather with the interast payabla on the mesued dabt.

Hedge accounting

When derivativez ara hald for ick management purpocas, they ara designated in hadge accounting ralationships where the raquired
criteria for decumentation and hedge effectiveness are met, The group entars into fair value hedges, cach flow hedges or hedges of net
inwvastmants in foreign cperations as appropriata to the risk being hadgad.

Fair vaiue hadge

Fair value hadge accounting does not changes the reasording of gains and lesses on demvatives and other hedging mstrumants, but results
in recognising changes in the fair value of the hedged aszets or liabilties attributable to the hedged risk that would not othensise be
recognized in tha income statement. If 8 hedge relaticnzhip ne longer meats the criteria for hedge accounting, hedge accounting ic
discontinued; the cumulative adjustment to the carrying amount of the hedged fem is amomised 1o the income statement on a
recalculated effective mterest rate, unless the hedged tem has been derecognised, in which case it iz recognized in the income
ciatameant immadiately.

Caszh fow hadge

The effective portion of gains and losses on hedging instruments is recognised in other comprehensive income; the ineffective portion

of the change in fair value of derivative hedging instruments that are pan of a cash flow hedge relaticnship is recognised immediately

in tha incoma ctatameant within 'Met incemea from financial instrumants hald fer trading or managed on a fair valua Bagiz'. Tha
accumulated gains and loszes recognised in other comprehensive income are reclassified 1o the income statement in the same perieds in
which the hadged itam affects profit or loss. In hadges of forecast tranzactions that rezult in recognition of a non-financial aszet or
liakbility, previous gaine and losses recognised in other comprehensive income are included in the initial measurement of the asset or
liakility. When a hadge relationzhip ie dizcontinuad, or partially dizcentinuad, any cumulative gain or loss recognized in cther
comprehansive income remaing in equity until the forecast tranzaction iz recognized in the income statement. When a forecact
transastion & no longer sxpectad to occwur, the cumulative gain or loss pravicusly recognised in other comprehensive income is
immadiataly reclaszifiad to the income statamant.

Denvative: that do not qualify for hedge accounting

Men-qualifying hadgez ara derivatives entered into at aconomic hedges of azsetz and liabilitiaz for which hadge accounting waz not
applied
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MNotes on the Consolidated Financial Statements

{i} Impairment of amortised cost and FVOCI financial assets

Expeacted credit losses ('ECL’) are recognised for placings with and advancas 1o banks, loans and advancas to customers, non-trading
ravarse rapurchase agreemants, ather financial assets held ot amonised cost, debt instruments measured at fair value through other
comprehanzive inceme, and certain loan commitrmants and financial guarantes contracts. At initial recognition, allowsnce (er previzion in
the case of some loan commitmeants and financia| guarantess) is requirad for ECL resulting from default svents that ara possible within
the next 12 months (or less, where the remaining life is less than 12 months) (' 12-month ECL}. In the event of a significant increase in
cradi rizk, allowance (or provigion) iz raquired for ECL rezulting from all peczible dafault eventz ovaer the expacted life of the financial
instrument {'lifetime ECL"). Financial assets where 12-month ECL is recognised are considered to be "stage 1'; financial assets which are
congidered to have expanenced a significant increase in cradit risk are in ‘stage 2'; and financial assets for which tham is objectiva
avidanca of impairmant so ara conciderad 1o be in default or stherwiza eradit-impaired ara in ‘stage 3'. Purchaced or ariginated cradit-
impaired financial agzets ('POCI'} are treated diffarently as set out balow.

Credit-impaired {stage 3)

The group determines that a finencial instrument is credit<impaired and in stage 3 by considering relevant cbjective evidence, primarly
whathar:

* gontractual paymantzs of either principal or intarast are past dua for mora than 90 daye;

+ theie are other mdications that the borrowar i unklikely 1o pay such as that & concession has been granted 1o the borrewer for
aconomic or lagal reasons relating to the borrowar's financial conditien; and

= the loan iz otharwize conciderad to ba in dafault.

If such unlikeliness to pay iz not identified at an earliar stage, it ic deamed to occur when an exposure iz 90 days past due, even whare
regulatory rules parmit default 1o be defined based on 180 days past due. Therefora the defintions of credit-impairad and default are
aligned as far az possible so that stage 3 reprazents all loans which are considerad defaulted or otharwize eredit-impaired.

Imterast income i recognized by applying the effective intarast rate 1o tha amorniced cost amaunt, Le. gross carrying amount less ECL
sllowance,

Write-off

Financial acsate (and tha ralated impairment allewances) ara nermally writtan off, aithar partially or in full, whan there iz no realictic
prospect of reacovary. Whare loans are secured, this is generally after recaipt of any proceeds from the realization of sacurity. In
circumetanceas whara the net realicable value of any collateral haz bean determined and there iz no reasonable axpectation of further
racevary, wirite-off may be sarlier.

Renegotiation

Loans are identified as renegotated and classified as credit-impaired whan we modify the contractual payment terms dus to significant
cradit distrass of the barrower. Renegotiated koans remain classifiad az credit-im paired until there iz sufficient evidence to demonstrate a
significant reduction in the risk of nen-payment of future cach flows and retain the designation of renegotiated until maturity or
daracognition.

A loan that iz ranegotiatad i derecognizad if the existing agreamant iz cancallad and a new agreement iz made on substantially diffarent
tarms of if the tarms of an axisting agreamant ara modifiad such that the ranegotiated laan iz a substantially differant financial
instrumant. Any naw loans that anse following derecognition avents in these circumstances are considerad to be purchased or originated
erada-impairad {'FOCI") and will continua to ba dizclozed a2 ranagotiated loans,

Othar than originated cradit-impaired leane, all othar medified loans eould ba trancfarred out of stage 3 if they ne longer axhibit any
evidence of baing cradit-impairad and, in the case of renegotiated loans, there is sufficient svidence 1o demaonstrate a signiﬁl:lm
reduction in tha rick of non-payrment of future cazh flows, over tha minimum cbzarvation period, and thara are no cther indicators of
impairment. Theze leans could ba tranclarred to stage 1 or 2 baced on tha mechanizm az deseribed balow by comparing the rizk of a
default cocurring at the reporting date (based on the modified contractual terms} and the risk of a default occurring at initial recognition
{bazad an the original, unmodified contractual terms). Any amount written off a2 a result of 1the medification of contractual terms would
not be reverced

Lean modifications thet are not credit-impaingd

Lean modifications that are not identified as renegotiated are considerad to be commercial restructuring. Where a commearcial
rastructuring results in & modification (whather legaliced through an amandmant 1o the existing tarmsz or the issuance of a new lean
contract) such that the group's rights to the cash flows under the original contract have expired, the old loan is derecognised and the
naw loan iz recogniced at fair value. The rights to cash flews ara generally conzidered 1o have axpired if the commarcial restructure iz at
rarket rates and no payment-ralated concescion has bean providad.

Significant increase In credit nizk (stage 2)

An aszessmant of whether credit risk has increased significantly since initial recognition iz performed at sach reponting period by
considering the change in the nsk of default ccourring over the remaming life of the financml instrument. The assescment explicaly or
implicitly comparaz tha risk of dafault cccurring at the reporting date compared to that at initial recognition, taking into account
reasonable and supportable information, including information abowt past events, current conditions and future economic conditions. The
assessmaent is unbiased, probabildyweightad, and to the extent relevant, uses forward-looking information consistant with that used in
tha measuremeant of ECL, The analysiz of cradit rick iz multifacter, The determination of whethar a specific factor iz ralevant and itz
waight compared with other factors dapands on the type of product, the characteristics of tha financial instrumant and tha borrowar, and
tha geographical ragion. Tharafore, it iz not possible to provide a zingle sat of criteria that will determine what iz considered to be a
significant ncreaze in oredit nck and these crtara will differ for differant types of lending, particularly batween retail and wholesaks,
Howravar, unless identifiad at an earliar stage, all financial assets ara deamed to hava suffered a significant increaze in cradit risk whean 30
daye past dua. In addition, wholazale loans that are individually azsaszaed, typically cerporate and commercial customars, and includad
an a watch of warry list are included in stage 2.
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Far whelesale portfolios, the quantitative companson assesses defaull risk using a [ifetime probability of default {'PD") which
ancompasses a wide ranga of information including the obligor's customer rizk rating ('CRR'). macresconomic condition ferecasts and
cradit transition probabilities. For origination CRRe up to 3.3, significant increase in cradit rick is measurad by companing the averaga PD
for the remaining tarm astimatad at origination with the equivalent estimation at reporting data. The quantitative maasure of significance
varias depanding on tha credit quality at origination as follows:

Originaticn CAR Significenca trigger - PD 1o Incresse by
01-12 15bps
2133 30bpa

For CRAs greater than 2.2 which are not impaired, a significant increase in credit risk is considerad to have cccurred when the origination
PD has doublad. The zignificance of changes in PD wasz informed by axparnt cradit risk judgamant, refarenced to historical credit
mitigations and to relatrve changes in external markel rates.

Fer bbans oniginated prior to the implementation of HEKFRS 9, the originatien PD does not include adjustments to reflect expectations of
futura macroaconamic conditiens since thesa ara not available without the uzae of hindsight. In the abzance of thiz data, erigination PD
must be approximated assuming through-the-cyels (TTC') PDs and TTC migration probabilities, consistant with the instrument's
underlying modelling approach and the CRR at onigination, For these loans, the quantitative comparizon is supplemented with additional
CRR detericration bazed threzholds az sat out in tha table balow:

Additional significa nca criteria - Mumber of CRR grade notches deterioration

Driginatan CRR required to ientty &5 significant credit deterio on [3Egs 7} = oF agual 1a)
[ 5 noiches

1142 & notches

4351 & notches

52-71 2 notches

T2-82 1 netsh

g5 0 actch

Further information about the 23-grade scale used for CRA can be found on page 25

Far cartain portfolios of debt securities where axternal market ratings are available and credit ratings are not used in credit nsk
rmanagamant, the debt securities will ba in stage 2 if their credit risk increazes to the extent thay are no longer considerad investment
grade. Investment grade is where the financial instrument has a low risk of incurring losses, the struciure has a strong capacity to mest
its contractual cash flow obligations in the near term and advarse changas in economic and business conditions in the longer tarm may,
but will not necessarily, reduca tha ability of the borrowar to fulfil thair contractual eazh flow cbligations.

Far ratail ponfolios, dafault rizk iz acceszad using a reporting date 12-month PD derived from cradit scoras which incorporate all availabla
information about the customer. Thiz PD is adjusted for the effect of macroeconomic forecasts for periods longer than 12 months and iz
concidarad 1o be a reascnable approximation of a lifetime PD measure. Retail exposuras are first segmented inte homoganeous
portfelios, generally by country, product and brand. Within each pertfolio, the stage 2 accounis are defined as accounts with an adjusted
12-month PD greater than tha averaga 12-month PD of loans in thet portfolio 12 months bafore they become 30 dayz past due. Tha
axpan cradit rick judgemant iz that no prior increaze in eradit rick iz significant. This porfelio-specific thrashold identifies leans with a PD
highar than would be expected from lsans that are performing as eriginally expacted and higher than that which would have besn
accaptable at erigination. it tharafara approximates a comparizen of origination to reponing date PDz.

Umimpaired and without significant increase in credit nsk - (stage 1)

ECL resulting from default events that are poszibla within tha next 12 meonthe {"12-menth ECL") ara recegnizad for financial instruments
that remain in stage 1,

Purchaszed or origineted credit-impaired ("POCI")

Financial assets that are purchased or onginated at a deep discount that reflects the incurred credit losses are considered 10 be POCI,
Thiz population includes tha recognition of a new financial instrumant following a renegaotiation whare conceszsiens have bean grantad for
aconomic or centractual reazons ralating to the borrower's financial difficulty that etherwize would not have baen conzidared. Tha
amount of change-in-lifetima ECL s recognised in profit or loss untd the POC iz derecognized, even if the lifetime ECL are less than the
amount of ECL included in the astimated cash flows on initial recognition,

Movement between stages

Financial azzatz can ba transferred betwean the different categories (othar than POCI) depending on their relative incraasa in credit rick
since initial recognition. Financial instrumaents are transfarred out of stage 2 if their credit rizk is no longar considered to ba significanthy
increased zinca initial recognition based on the assessmants described above. Except for renegotiatad loans, financial instreuments are
tranclarred cut of stage 3 when thay no longer axhibit any avidence of credit impairmant ac describad above, Renagotiated loans that are
not POCI will continue to be in staga 3 until thera i sufficient evidence to demonstrate a significant reduction in the risk of nan-paymant
of future cazh flows, observed over & minimum ona-year period and thare are ne other indicators of impairmant. For leans that ara
assessed for impairment on a portfalio basis, the avidénce typically comprises a history of payment performance aganst the original or
revized terms, az appropriate to the circumstances. For loens that are azseszad forimpairment en an individual basgiz, all available
avidaneca it ascacced on 8 cace-by-case Bazis,

Measurament of ECL

The azsessmant of eredit Fick, and the estimation of ECL, are unbiased and probability-waighted, and incorporate all available infarmation
which i relevant 1o the assessment inchuding information about past events, current cond tions and reasonable and supportable
foracaste of future events and aconomic conditions at the reporting date. In addition, the astimation of ECL chauld take into account tha
time value of money,

In general, the group caloulates ECL using threa main components, a probability of default, a loss given defaul ('LGD") and the exposure
at dafault 'EAD').
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MNotes on the Consolidated Financial Statements

The 12-manth ECL i calculated by multiplying the 12-month PR, LGD and EAD. Lifetime ECL i5 calculated using the lifetime PD instead.
The 12-month and |ifetime PDs represent the probability of default occurring over the naxt 12 months and the remaining maturity of the
instrurnant raspactivalby.

The EAD represents the axpecied bakince at default, taking into account the repayment of principal and interest fram the balance sheet
date to the dafault event together with any expected drawdowne of committed facilitiez. The LGD reprecentz expectad loscaz en tha EAD
givan the avent of dafauly, taking into account, among cthar attributes, the mitigating effect of collateral valus at the time it iz expected
to bae realized and the time value of monay.

The group laveragasz the Baszal [l IRB framework where possible, with recalibration to meat the differing HKFRS 9 raquirementz az follows.

Model Ftegutatory cnplial HHFRS 9
= Throuwgh the cycls [epresents long-fun svirage PD throughouts = Poant in tme (besed on curment condiions, sdjested b mks nts
PO full sconamic cycla) acount estimates of future condinons that wall impact POY
= The defniton of defsult includes n backsiop of 80+ doys past = Dotpult backstop of 80+ doys post dus for ol portiolos
dus
EAD = Cannot e lower than cument balance » Armolpeamon captuted for 1erm producis
= Downturn LGD [oonsistent leses axpecisd 1o be gulfaned s Expactied LGD [based on éstmate of loss ganen default including
dufifig & sevens but plausible sconomss downturn) the expected 1mpact of future soonomc condibons such ag
Lan * Reguiawry Moo may spply 10 mitigate nsk of wndaresnmanng changes i value of collawesal)
divwnturn LGD d wé o ek of histoncal dats = Mo floors
® Digcounted uing coat of capial * Digcounted uging the onginal affectve inerest et of the loan
= All collection coats included » Cinly costa sgsocated with obsining/eelling collatersl included
Oither + [Discounted back from point of delsult o batance sheet dane

Whila 12-month PDs are recalibratad from Bazel models where possible, the lifetime PDs are determined by projecting the 12-month PD
using a term structure, For the wholesale mathedology, the [fetime PD also takes inte account credit migration, L.e. a customer migrating
threugh tha CRR bandz ever its life.

The ECL for wholasale stage 3 ic determined on an individual baciz uging & diseounted cazh flow ('DCF’) methadalogy. Tha axpectad
future cash flows are based on the credn rizk officer’s estimates a5 at the reporting date, reflecting reasonable and suppertable
assumptions and projactions of future recoveries and expected future receipts of interazt. Collateral iz taken into account if it iz likeby that
the racovery of the cutstanding ameunt will include realization of collateral based on itz estimated fair value of collateral at the time of
sxpected realisation, less costs for abtaining and selling the collateral. The cash flows are discounted at a reasonable approximation of
tha original affective intarest rate. For cignificant cazes, each flows under four diffarant scanarios ara probability-weightad by refarance 1o
the three economic scenarios applied more ganerlly by the group and the judgement of the credit risk officer in relation to the likelihood
of tha werkout strategy succeading or recaiverchip baing requirad. Fer lass significant cazes, the aeffeet of differant aconomic scananos
and work-out strategies iz approximated and applisd as an adjustmeant 1o the most likely cutcoma,

Pengd over which ECL i measured

Expacted credit loze ic meazurad from the initial recognition of tha financial azzet. The maximum period considerad when measuring ECL
{ba it 12-manth or lifetima ECL) is tha maximum contractual pericd cver which the group is exposed to cradit risk. For wholasale
overdrafiz, credit rick management actions ara taken no less frequantly than on an annual basis and therefora this pariod iz to the
expacted date of the next substantive cradit raview, The date of the substantive credit review also represents the initial recognition of the
naw facility. Howaewar, whare the financial instrument includes both & drawn and wndrawn commitment and the contractual ability to
demand repayment and cancel the undrawn commitment dees not serve Lo lima the group's exposure 1o credit risk 1o the contractual
notice paricd, the contractual paricd doas not datermine the maximum period considerad. Instead, ECL iz measured over the pariod the
greup ramains exposed to credit rick that is not mitigated by eradit rick managemant actionz. Thiz applies to retail overdrafic and cradit
cards, where the pariod is the average time taken for stage 2 exposures to default or close as performing accounts, determined on a
portfolio basis and anging from betwean twe and six years. In addition, for these facilities it is not possible to identify the ECL on the
lzan commitment componant separataly from the financial aszet component, Az a resull, the total ECL = recognized in the loss
allowance for the financial aszet unless tha total ECL eaxceads the gross carrying amount of the financial aszet, in which cage the ECL is
recognised a5 & provision,

Forward-locking economic inputs

The group will in general apply three forecard-looking global economic scenanos determined with reference 1o external forecast
diztnbutions represantative of aur view of feracast sconomic conditions, the consenius economic scanario approach, This approach iz
congidered sufficient to calculate vnbiased expected loss in most aconomic anvirenmants. They reprezent a maost likaky cutcoma {the
Central zcananio) and two, less likely, outer scanarios refarred 1o a2 an Upzide and 8 Downside scenarie. The Central scenario iz used by
the annual operating planning precess and, with regulatory modificatiens, will also be used in enterprise-wide stress tests. The Upside
and Downzide are constructed following a standard proceczs supported by & scenaric narrative reflecting the group’s current top and
emerging risks and by consulting external and internal subject matier expers. The relationship between the cuter scenarios and Central
scanaria will generally be fised with the Central scenario being assigned a weighting of 0% and the Upside and Downside scenarios
1086 aach, with tha differance batwean the Cantral and Outer scanarios in tarme of sconamic sevarity baing informed by tha cpraad of
external forecast distributions among professional industry forecasts. The outer scenanios are economically plausible, internally
congistent states of the world and will not necessanly be as cevare as scanarios used in strass testing. Tha paricd of forecast i five years,
after which the farecasts will revert to a view based on average past expenence. The spread betwean the central and cuter scenanos =
greunded on censansus distrnibutions of projected gress domestic product of the following econemiesz: UK, France, Heng Kong, mainland
China, US and Canada. The economic factors inchude, but are not limited to, gross domestic product, unemployment, interest rates,
inflation and commercial property prices across all the countries and territonies in which the group operates.

In ganeral, the consequencas of the assessment of credit nsk and the resulting ECL outputs will ba probability-waightad using the
standard probability weightz, This probabality weaighting may ba appliad directly of the affect of tha probability weighting determinad on a
perodic basic, a1 least annually, and then applied as an adjustmant 1o the outcomes resulling from the central economic forecast. The
cantral aconamic ferecast ic updated quartarly.

The group recegnices that the conzantus econsmic scanario approach using threa seanarics will ba insulficiant in canain aconamic
environments. Addhtional analysis may be requested at management’s diseretion, including the proeduction of extra scenaros. If
conditicns warrant, this could result in alternative scanarics and probability weightings baing applied in arriving at the ECL.
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Critical accounting estimates and judgements

in demsrmiming ECL, management s required 10 exenciss judgement m dafiming what s considensd wo be s signifisany moease in credit nsk and in making
SEAUMPBONE BNd SEEMATRE 10 IRCOFPOrate tahvant informanion alsout past events, current conditions and forecasts of economic conditons. Judgement
hag been appled in determining the lifetme and point of initial recognition of revolving tecilibes

The PO, LD and EAD models which gupport thees determinanong are rewnewsd regularly in hght of différences bemween logd eatimates and sctesl loss
experience, bul gwven that HKFRS & requirements heve only just bean applied, thens has baen itde time available to make these comparsona Thenefone,
the underhing modeis and thear calibranon, includng how they react 1o forsand-Iooking ssonomic conditions, remsin aubjest to eview and refinemant
This & parbicularly relsvant for kfeume PDs, whech have not been previously used in reguismry modelling and for the ecorporabon of "Upasde acananios
wihich have not genermlly been subject o expanence gained through siress testing

The exercie of judgamant in making estmanons requites the uea of assumpeons which are highly subjectve and very sansitive 10 the rek factons, in
particuler 1o changes in ecoromic and cred T condinons scroes 8 aage number of geographical aress. Many of the isctors have a high degres of
interdependency and there @& no single factor o which loan impairment allowsnces a8 a-whole are sensitve. Pages 20 o 26 setout the assumptions
underhying the Centrsl scenand and informanon about how scenarios sre developad o refation 1o the geoup's 1op and amenging rigks and s |wdgements,
informed by consensus forecasts of profesaonal industry forecasters. The sansitivity of ECL to different economic scenarios 18 illseated by recalculaong
the ECL for selected portfolios as if 100% wewghting had been sssigned to each scenano

{i} Insurance contracts

A contract iz clazzified az an incurance contract whera the group accapts cignificant inzurance rick from ancther party by agreaing to
compansate that party on the occurrence of a specified uncertain future event. An insurance contract may also transfer financal risk, but
iz accounted for az an insurance contract if the insurance risk is significant. ln addition, the group issues investment contracts with DPF
which are alto accounted for 82 Insurance contracts as raquired by HEFRS 4 ‘Insurance Contracts’

Met insurance premium income

Pramiume for life insurance contracte are accounted for whean receivable, excapt in unit-linked insurance contracts wheare pramiums ara
accounted for whan liabilities are established.

Reinzurance premiums ara accounted for in the same accounting pariod ac tha premiums for the direct incuranca contracts to which thay
ralate.

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

Gross insurance claims for hfe insurance contracts reflect the total cost of claims arising during the year, including claim handling costs
and any pelicyhodder benuses allocated in antcipation of a bonus deckration,

Maturity claims are recognized whean due for payment. Surrenders are recognised when paid or at an sarlier date on which, following
Aetification, the policy ceazes to ba included within the caleulation of the related insurance liabilitiaz, Death clawns are recognized whan
notified.

Reinsurance recovernes are accounted for in the same period as the related claim.
Liabilites under insurance contracts

Liakilitias undar nen-linked life insurance contracts ara calculated by each life incurance cparation based on local actuarial principles.
Liabilitias under unit-linked lifa incuranca contracts ara at least equivabant 1o the currendar or trancfar value, which iz caleulatad by
raferance to the value of the relevant underlying funds or indices.

Future profit participation on insurance contracts with Discretionary Participation Feature ('DPF')

Where contracts provide discretionary preft participatien benefits to policyholders, babilities for these contracts include previsiens for the
futura dizscrationary banefitz te polieyheldars. Thasa provicions raflact the actual parfermanca of the investmant portfelio te date and
managemant’s expectation of the future performance of the assets backing the contracts, as well as other experience factors such as
maortality, lapses and oparational efficiency, where appropriate. The benefits to policyholders may be determined by the contractual
tarme, regulation, or past distribution policy.

Investment contracts with DPF

Whila investmeant contracts with DPF are financial instrumaeanis, they continua to be treated az incurance contracts az required by
HKFRS 4. The group thersfore recognises the pramiums for these contracts as revenus and recognizes as an expense the resulting
increace in the carrying amount of the liabiliny.

In the caze of net unrealized investrment gaing on these contracts, whosa discretionary banefits principally reflect the actual parformanca
of the investment partfolio, the corresponding increase in the liabilties is recognised in either the incoma statement or ather
comprehanzive income, following the treatmant of the unrealized gainz on the ralavant azcets. In the caza of net unrealized lozzes, a
dafarred participating aszcet iz recogniced only to the extant that itz recovarability iz highly probable, Movaments in tha liabilities arizing
from realisad gains and loszes on ralevant assets are recognised in the incoma statament.

Presant velua of in-force long-term insurance business

The group recegnizes the value placed on mzurance contracis and mvestment contracts with DPF, which are classified as long-term and
in-forca at the balance cheet date, as an aczet, The aczet reprasentis the prezent value of the equity holders’ intarast in the iszuing
insurance companias’ profits expacted to emarge from thase contracts writtan at the balanca shest date. The prasent valua of in-force
business ("FVIF’) iz determined by discounting those expectad future profits using appropriate assumptions in assassing factors such as
futura mortality, lBpze rates and levels of expanzes, and a rick dscount rate that reflects the rick pramium attributa ble to tha recpectivea
contracts. Tha PVIF incorporates allowances for both non-market risk and the valve of financial options and guaranteas. Tha PVIF ascet is
pracantad gross of ettributable tax in tha balance sheet and movaments in the PVIF aczet are included in "Other oparating incoma’ on &
gross of tax bazis,

Critical accounting estimates and judgements

This vaales of PYIF depends upon sssompieons regarding futuie svents The PVIF g determinsd by digoown tng thoss sxpacted future prafits usang sppiopisns
HEBUM PBONS 0 SEgeseing factors such a8 future modnahty, Iapee ratee and levels of expenses, and a rigk doount rate thatreflects the rigk premum anributable
1o the respectve contracts The FYIF incorporates allowancds o both non-market rsic and the vabus of finanoml opbans and guarintees: The ossumphions
ane remgergged at each reposting date and chamnges in the canumates which affect the vaiue of PAF are reflecied in the income stalement
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MNotes on the Consolidated Financial Statements

{k} Property
Land and buildings

Land and buildings held for own use are carriad at their revalued ameount, baing the fair value at the data of the revaluation lesz any
subsequent accumulated depreciation and impairment losses.

Revaluations are parformed by professional qualified valuers, on a market basis, with sufficient regularity to ansure that the net carrying
amount doas not differ matarially from the fair value. Surpluzes arising on ravaluation are credited firstly to the income statamant, to the
extant af any daficits arising on revaluation pravioutly charged to the income ctatemant in respast of tha same land and buildings, and
ara thareafier taken to the ‘Property revaluation reserve’. Deficits ancing on revaluation are first set off against any previous revaluation
surpluzas included in the "Proparty revaluation rezarve’ in rezpact of the =arme land and buildings, and are thereafier racognized in the
income statement,

Buildings held for own use which are situated on leassehold land where it iz possible to reliably separate the value of the building from tha
valua of the leasehold land at inception of the leaza ara revalued by professional qualified valuers, on & depreciated replacemant cost
basis or surrender value, with sufficient regulanty 1o ansure that the nat carrying amount does not differ materially from the fair value,

Leasshold land and buildings are depreciated owver the shorter of the unexpired terms of the leases or the remaining useful lves.

The Government of Hong Keng owns all the land in Hong Kong and parmits its uze under leasehold arrangements. Similar arrangemeants
exict in mainland China. At inception of tha lease, whare the cost of land is knewn or can ba raliably daterminad and the term of the leaze
iz nat less than 50 years, the group records its interests in leasehold land and land use nghts as land and buildings held for own uze
Whera the tarm i lecs than 50 years, tha group records itz intarests 8t operating leases.

Whera the cost of the land is unknewn or cannot ba reliably determined, and the leazehold land and land uze rights are not clearly hald
under an oparating laase, they are accounted for az land and buildings hald for own use

Investment properties

The group helds canrtain propanias as investmants to earn rantale or for capital appraciation, or both, and thosa investmant proparies ara
included on balance sheet at fair value with changas in fair value being recognised in the income statemant.

{I} Employes compensation and benefits

Post-employmant banefit plans

The group operates a num ber of pansion schames including definad banafit and defined contrbution, and post-employment beanafit
schamas.

Payrmaniz 1o definad contribution schames are charged ac an expance ac the amployeas render sarvica,

Deafined benefit pension obligations are calculated using the projected unit credit mathod, The net charge 1o the income statement mainky
comprises the service cost and the nat intarast on the net defined banafit aszat or liability. and ic presanted in operating expanses.

Rameasuramants af the net defined banafit asset or lmbility, which cemprize actuarial gains and losses, return on plan assets axcluding
interast and the affect of tha azzet ceiling (if any, excluding interest), are recognized immadiately m other comprahancive inceme. Tha nat
dafined bansafit azset or lia bility represents the presant value of defined benefit ebligations reduced by the fair value of plan assets, after
applying tha aczat cailing test, whara tha net defined benafit surplus i limited to the present value of available refunds and reductions in
future contributions to the plan,

{m} Tax

Income tax comprizes currént tax and defarred tax. Income tax is recognisad in the income statament except 1o the extent that it refates
to itams racognised in othar comprehensive incomea or directly in equity, in which caza the tax iz recognized in the same statement as the
ralated tem appears

Currant 1ax is the tax axpactad to ba payable on the taxable profit for the year and on any adjustment to tax payable in rezpact of
pravious years. Tha group provides for potantial current tax liabilities that may arie on the basiz of the amounts expacted to be paid 1o
the tax authorities.

Daferred tax & recognized on temporary differences between the carrying amounts of assets and labilities in the balance shest, and the
amounis attributed 1o such assets and liabilities for tax purposes. Deferred tax is calculated using the tax rates axpected to apply in the
parieds in which the aszetz will be realizad or the liabilitias cattled.

Currant and defarred tax are calculated based on tax rates and laws enacted, of substantivaly enacted, by the balince sheet date,
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{n} Provisions, contingent liabilities and guarantees
Prowisions

Prewvizions are racognized when it iz probable that an cutflow of sconomic beanefits will be required to settle a present lagal or
censtructive chligation that has arizen as a resul of past events and for which a reliable sstimate can be made.

Critical accounting estimates and judgements

Jisdgemant is mvolved in deiimining whethas a pragantobliganon exists and 0 eatmanng e probabiling vening and amount of amy outhiows
Professionsl expart adwice i taken on the sssessmant of linganon, property (including onerous contracts) and similar obligapons. Provisions for legal
procesdings and regulatony manes ypicely requite a highar degees of judgement than other types of provisions. When matiens ane a1 an earky stages,
BECOUNDNG judgements can be ddficult becauss of the high degres of woertmnty sesociated with dateominmg whether a pressnt obEGETON exiemE, and
sptmatng the probabiling and amount of sny outflows that mey anss. As matters progress, managament and kagal sdwasrs svalusts on a0 ongoing bass
whether provigions ghould be recognised, réwnging previous judgements and esumaies 83 appioprate. At more sdvanced 8Lages, 118 Typically eagsr 10
make [udgemants snd esnmates around 8 better defined set of posaible outcomes Howewver, the smount provisioned can ramain vedy sengitive to he
assumMprons used. There could be 8 wide range of poesible outcomes for sny pending legsl procesdings, investigamong or maquises. As 8 result, itis oftan
not practeabs o quantify 8 range of podaibia auteomes for individual mamera. 1018 also not pracocable to mesnnglully quantify ramngea of poten bal
ouiComes in aggregets for these types of prowsions becauss of the diverss nature and circumstances of such maters and the wide rangs of uncensne=s
invohred Provemons for customer remedmbion also requing significant levels of estmaton and pdgement The smounts of prowsions recogniged depend on
8 numbes of different sssumptions, such & the volume of inbound complam e, the projeceed penod of inbound compisint volumes, the decay rae of
complaint volumes, the popalation identified a8 systemically mis-sold and the number of policies par customer com plaint

Centingent lisbilities, contractual commitments and guarantees
Contingent liabilities

Cantingant liabilitiaz, which includa certain guarantaas and latters of cradit pladged as collateral zacurity, and contingent liabilities ralated
to lagal proceadings or regulatory matters, am not recognised in tha financial statements but are disclozed unlacs the probability of
settlement is ramote.

Financial guarantes contracts

Liabilities under financial guarantes contracts which am not classifiad as insurance contracts are recorded initially at thair far valua,
which iz genarally the fee received or pracent value of the fee recaivable.

The Bank has issued financial guarantees and similar contracts to other group entities. The group elects 1o account for certain guarantees
a8z insuranca contracts in tha Bank’s financial statements, in which caze thay ara measured and recognized az insurance liabilities. This
alaction iz mada on a contract-by-contract basic, and iz irrevocabla.

{o} Accounting policies applicable prior to 1 January 2018
Financial instruments measured at amortised cost

Laans and advancas to banks and customars, held-to-maturity investments and mast financial liabilfiez are measured at amorticed cost.
Tha carrying value of these financial assets at initial recognition inchledes any directly attributable transactions costs, If the initial fair value
is lower than the cash amount advanced, such as in the case of some leveraged finance and syndicated lending activities, the difference
iz daferrad and recognized over the life of the lean (as describad in note 1.2(c) above) through the recognition of interest income, unless
the lcan bacomes impairad.

Tha group may commit to underwriting leans on fixed contractual terms for specified pericds of ime, When the lean ansing from the
lending commitmant iz expacted to ba held for trading, the commitment 1o land iz recorded ac a8 derivative. When the group intends 1o
hold the lcan, & provizion on the loan commitment i only recorded whaere it is probable that the group will incur a loss.

Impairment of loanz and advances

Losses for impaired loans are recognised whaen thers iz objective avidence that impairment of a koan or porfolio of loans has occurred.
Losses which may ariza from future events are not recogniced

fndividually assessad foans and agvances

Tha factors considered in determining whathar a loan is individually significant for the purpeses of assessing impairmant include the size
of the lean, the numbar of loans in the portfolio, the importance of the individual loan relationzhip and how this is managed. Loans that
are determined to ba individuslly significant will be individually aszezsed for impairmaent, except when volumes of defaulis and loszes ars
sufficient to justify treatment under & collactive methodology.

Loans considered as indvidually significant ara typically to corporate and commercial customers, are for larger amounts and are
managed on an individual baziz. For theze lsans, the group conciders on a cace-by-cace baciz at sach balance sheet date whather thera
is any objactiva avidenca that a loan iz impaired.

Tha detarmination of tha realicable valua of sacurity iz bazed on the most recently updated markat value at the tima the impairmeant

aszescmant iz parformad. Tha valua iz not adjucted for axpactad futura changat in markat pricas, though adjustmants are made 1o raflact
Iecal conditions such as forced sale discounts.

Impairmeant losses are calculated by discounting the axpacted future cash flows of a loan, which include axpectad future receipts of
contractual intarest, at tha lbans original affective interect rate or an approximation thareof, and comparing the razultant prazant valua
with the loan's current carrying amount.

Collectively assessed foans and advances

Impairmeant iz azsaczed collectivaly to cover losges which have bean incurred but have not yat been identified on loans subject to
individual azzezzment or for hemogeneous groups of loans that are not cenzidered individually significant, which are genarally retail
lending portfalios.
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MNotes on the Consolidated Financial Statements

fncurred but mot yot identified impairment

Individually assassed loans for which noe evidence of impairmant has bean specifically identified on an individual basis are grouped
tegathar according to thair cradit rick charactaristies for a collactive impairmant ascazsmant. Thic aszescmant capturas impairmeant
lossas that the group has incurred as a result of events occurring before the bakince sheet date that the group is nat able to identify on
an individual loan baciz, and that can be reliably estimated. When infermation bacomas available that identifies loseas on individusl loans
within a group, thesa leans are removed from the group and accessed individually.

Homogensous groups of laans and advances

Statistical methods are used to determine collective impairmant losses for homoganeous groups of loans not consxdered indridually
significant. The methods uzed to calculate collective allowances are set out below:

* \When appropriata ampirical information iz available, the group utilizes roll-rata mathodeology, which employs statictical analyses of
historical data and experience of delinquency and default to reliably estimate the amount of the loans that will eventually be written
off ac a result of events eccurming bafore the balance sheat data. Individual loans are grouped uzing ranges of past due days, and
ztatictical astimates ara made of tha likelihood that loans in aach ranga will pregreze through the various stages of dalinquancy and
become irecoverable. Additionally, individual loans are segmented based on their crednt charactenstics, such as industry sector, loan
grade or product. |n applying thiz methodology, adjustmants are made 1o actimate the pariods of time batwean a loss avant cecurring,
for example because of a missed payment, and its cenfirmation through write-off (known as 1he loss identification period). Current
aconomic conditlions are alzo evaluated when calculating the appropriate lavel of allowance required te cover inharent loss. In cartain
highly developed markets, modals alse take inte account behavioural and account management trends as revealed in, for example
bankruptey and rescheduling statistics

* When the portfolio size iz small or when infermation is insufficient or not relia ble encugh to adopt a roll-rate methedolagy, the group
adapts a bacie formulaie approach bazad on historical loss rate axpanenca, or a diccounted cash flaw modal, Whera a bazic formulaic
approach iz undertaken, the pariod between a loss event accurting and its identification is estimated by local management, and is
typically batwean six and 12 moenths.

Wirite-off of laanz and advances

Leans and the related impairmant allowance accoums are normally written off, aither partialty or in full, whan there is no realistic
prospect of recovery. Whare loans are secured, this iz generally after receipt of any praceeds from the realization of security. In
circumstances wheara the net realizable value of any collateral haz bean determined and thera iz no reasonable axpectation of furthar
recovary, write=0ff may be sarlier,

Ravarsals al".'}ﬂpn.'rrnan!

If the amount of an impairment loss decreases in a subsequent period, and the decrease can be related objectively 1o an event cccurring
after tha irmpairmant was recagnized, the axcass iz writtan back by reducing the loan impairment allewance account accerdingly. Tha
wnite-back is recognised in the income statamant.

Bscets acquired im exchange for loans

When non-financial assets acquired in exchange for loans as part of an orderly realization are held for zale, these assets are recorded as
"Aczets hald for sale,”

Renagotisted loans

Leans subject to collective impairment assesemeant whose tarms have baan renegatiated are no longer considered past due, but ara
treated as up-to-date lkoans for measurement purposes once a minimum number of required paymenis has besn received. Whaere
collactively assessed loan portfolios include significant levels of renagotiated loans, thesa loanz are segregated from other parts of the
lsan portiolic for the purposes of collective impairmant assessment to reflect their rick profila, Loans subject to individual impairmeant
assessment, whosa terms have bean renagotiated, are subject to ongoing review to datermine whether they ramain impaired. Tha
carrying amounts of loans that have beean clazsifiad az renagotiated retain thiz clazsification until maturity or derecogniticn.

A loan that iz ranegotiated iz derecognized if the axisting agreemeant iz cancallad and a new agreemant made on zubstantially diffarant
tarms or if the tarms of an existing agreament are modified such that the ranegotiated koan iz substantially a diffarant financial
instrurmant. Any new loans that arize following derecognition evanis will continue 1o be disclosed as ranegotiated loans and are acsessed
fer impairment as above,

Non-trading reverse repurchase, repurchase and similar agreements

When debt sacurities are sold subject to a commitment to repurchase tham at a predetermined prica (‘rapos’), they remain on tha
balance sheet and a hability i recorded in respest of the consideration receved. Securties purchazed under commitments to rasall
{‘reverse rapos’) are not recognizad on the balance shest and an asset i recorded in respect of the initial consideration pard. Mon-trading
rapes and reverse repos are meazurad at amortisad cost. The differanca batwean tha zale and repurchaze price or batwean the purchaza
and resale price is treated as interest and recognised in net interest income aver the life of the agreement.

Contracts that are sconomically aquivalent 1o reverse repurchace or repurchase agreements (such as cales or purchaces of debt
sacurities enterad into togethar with total return swaps with the same countarparty) are accounted for similardy to, and prasantad
together with, reverse repurchase or repurchase agreamaents,

Fimancial inztruments measured at fair value
Avaiabia-for-cale fingncal assets

Available-for-sale financial assets are recognized on the trade date when the group enters into contractual arrangemaents to purchase
them, and ara normally deracognized whan they are either sold or redeemed. They are subsequently remeasured at fair value, and
changes therein are recognizad in cther comprehansive income until the aszets are aither sold or bacome impaired. Upon disposal, the
cumulative gains or kosses in other comprehensive income are recognized in the income statemant as 'Gains less loszes from financial
investments’.

68 The Hongkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2018

242/370



EDINETOOOO
O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)
oOoOooodn

Impairment of avadable-for-sale finencal assels

Available-for-zala financial assets are aszessaed at each balance sheat date for objactive avidance of impairmant. Impairment losses are
racagnized in tha incoma statament within ‘Lean impairmant chargaz and othar cradit rick provizionz” for dabt instrumants and within
‘Gaing less losses from financial mvestmaents’ for equities,

Available-for-sale debt securities

In aszessing cbjective evidence of impairment at the reporting date, the group considers all available evidence, including obsenvable data
of information about events spacifically relating to the sacurities which may rezult in a chertfall in the recovery of future each flows. A
subsequent decline in the fair value of the instrument is recognised in the income statement when there iz objective avidence of
impairment as a result of decreaszes in the estimated future cash flows. Whera there iz no further objective avidenca of impairmant. the
decline in the fair value of the financial aszet iz recagnizad in other comprahensive incoma. If tha fair value of a debt security ncreazes in
a8 subsenuant pericd, and the increase can be objectivaly relatad to an avent cccurnng after the impairment loss was recognisad in the
incema statament, or tha instrumant is ne longar impairad, tha impairment loes iz reversad throwgh the incoma statameant.

Availabla-for-zale aquity securities

A significant of prolonged decling in the fair value of the equity balow its cost £ abective evidance of impairmeant. In assassing whathar it
iz significant, the declina in fair value i avaluated against the original cest of the asset at initial recognition. In assessing whether it is
prelonged, the decline iz avaluated againct the continueus pariod in which the fair value of the azzet haz bean below itz original cost at
initial recognition

All gubsequent increasas in the fair value of the instrument are treated as a revaluation and are recognised in other comprahensive
income, Subsequen decraazec in the fair valus of the available-for-cale equity security ane recognised in the income ctatement 1o the
extent that further cumulative impairment losses have been incurred. Impairment losses recognised on the equity securdy are not
revarsad through the income statamant.

Financial instrurments dasignared ar fair value

Financial instrumants, cther than thoze held for trading, are clazzified in this category if they meet ona or more of the critaria sat out
balew, and are so designated irrevocably at inceplion:

* the use of tha designation removas or significantly reduces an accounting mismatch;

= whan a group of financial azzets, liabilities or both ic managed and itz performance iz evaluated on a fair value basiz, in accordance
with a documented rick managamant or investment stratagy; and

* where financial instruments contain one or moere non-closaly related embedded denvatives,

Designated fimancial assets are recognised when the bank onters inte contracts with counterparties, which is generally on trade date, and
ara normally daracegnized whan the rights to the each flows axpire or ara tranzfarred. Dezignated financial liabilitiaz are recognicaed
whan the bank enters inte contracts with counterpartias, which iz genarally on settlarnant date, and are normally derecognized when
axtinguished. Subsequent changes in fair values are recognised in the incoma statement in "Mat incomefexpansa) from financial
instruments designated at fair value’. Under this criterion, 1he main classes of financial instruments designated by the group are;

Lang-tarm dabt issuwes

The interest andlor foreign exchange exposure on certain fixed rate debt securities issued has been matched with the interest and/or
foreign axchange axposure on certain swaps as part of a documeanted risk management stratagy.

Financial azzets and fnancial Rabilties under uni-linked and nan-fnked nvastmant contracts

A contract under which the group doez not accapt significant insurance risk frem anethar panty i not classcified az an inzurance contract,
other than investment contracts with discretionary participation features {'DPF']l, but is accounted for a5 a financial lability. See note
1.2{j) fer invastmeant contracts with DPF and centraciz whara the group accepts significant insurancae risk. Custerner liabilities undar
linked and cartain non-linked invastmant contracts iccuad by incurance subcidiariaz and the corrazponding financial aczatz are
designated at fair valua. Liabilties are at least equivalent to the surrender or transfer value which is caloulated by reference 1o the value
of the ralevant underlying funde or indicas. Premiume recaivable and amountz withdrawn ara acecounted for az incraages or decraaszas in
the liability recorded in respect of investment contracts, The incremental costs directly related to the acquisition of new investment
contracts or renawing axisting invastmant contracts are dafarred and ameortized over the paried during which tha investment
managemant sarvicas ars provided,
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MNotez on the Consolidated Financial Statements

2  Effects of reclassification upon adoption of HKFRS 9

Reconcilmtion of conzolidated balance sheet at 31 December 2017 and 1 January 2018

HHEFRS 8 reclessification 1o HHFRS &
Falr value remensure-
HEAS 39 Fair  thraugh et
carrying Other wlue e Including  HKFRS @
amowt ot changes  throudh  compre- Corrying  sxpected carrying
I Dec  in chamai- profit henaive Amartised ST post ﬂ'ﬂl WATROLINT BT
H017  ficetion  and loss Incoma cost  reclassification lozses” 1 .Jan 3018
HHAS 39 HKFRS 2
MEssurement  Messursment
Fatecten category category HE§m HE$m  HK$m HHEm HE$m HESm HESm HKgm
Euﬂ':;'—::l Bt
bslarzas 8t Amortined  Amortized
el panks coat edsat 208,073 - - - - 208,073 {1y 208,072
ams n the
oo of
aalipation from Amortized  Amortized
athar banks cost coat 25714 = = = == 25,714 B 25,714
Hong Kong
Gimeamm arit
cattd eaten of Amortised  Amortized
nidabtednass coat coat 267174 - - - - 2087174 - 287174
T L FVPL PVPL 496,434 36.282 - — {28,572 506,144 9 508,153
Darmntn FYPL FYPL 300,243 o 5 == — 300,243 = 300,243
Francinl assals
dempgnatad amd
i AR
rmandatarity
masgurad At fair
WE LA EF TR APL APL 122,848 - 12130 - [l 133,877 158 134,035
Aavares
rapurchasg
pgragmants = Amortised Amortised
nan-rading coat esat 330,890 - - - - 330,890 = 330,890
Placngs with
a0 poviEv=an b HAmortised Amortised
123 coat coat 433,005  (AT.085) (4,667 - - 301,243 53 304,180
Lonne and
ecdvnncas fo Amortined  Amortized
st LEad coat eoat 3,328,980 (35408) (2,659) - - 3,250,920 {3.492) 3287428
FwaCi
[Aorailable
for sale -
dabi
s inatruments) FVOCI 1,410,855 - {47} -  [@0893 1,355,908 — 1,389,908
Fnoangl
rvantmants PoE
{Availabla
for gale -
equity
f instrumants FvoCi 9,275 = {3,083} 287 = 6,479 L 5,485
Amortized Amortised
2 cost coat 300,943 - — — 31,598 352,51 {4.457) 348,084
Amounis dus
fram Groug Amortized  Amortized
HTANES cost/ FWPL  cost/ FVPL 227,729 = % = = 227,729 28] 227,703
INtargils
aaacs dlis B
ok vanbusas a A PA 144,77 = - - = 144,717 6,029) 138,688
Goodwill ard
ritengbi nasets 'l A A 59,065 = - = = 54,065 iB16) 85,345
'Jrar-ﬁ:'h.', plard .
end aupmoent M/A BYA 116336 - - - - 116,338 — 116,336
Daferrad tax
AadilE A A 2,156 = - = - 2,158 383 2,539
Prapenyria b,
wrengad e
B SWar bRt Lr /A MYA 158,511 3219 (1,669 (2a7) 26,572 219,338 {32} 219,304
Total assels 7,943,346 = =t - = 7,943,346 (14,150) 7,929,198
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Reconciliation for consolidated balance sheet at 31 Decamber 2017 and 1 January 2018 (continuad)

HKFRS 8 reclassiflcation 1o HKFRS 9
valus reEmeasIre -
HEAS 39 Fair F':mw ment
Orher walue ater inchsding ~ HHFRS &
amoaunt st changes  through campre: Carryimg axpectod carrying
3 Dec  in clazsi- profit heansive Amortised ot post credit  mmount at
2017 fieation  mnd loas B eest  reclassification tosges” 1 .Jan 2010
HHAS 39 HHEFRS &
AEASURETENT  TERIUFETE
Shacte catmgory categary HHK$m HESm HK$m HEEm HHSm HHSm HESm HKSm
Liabilities
Hiong Kong .
PRy Notes n Amoriised Amiortised
esrcLiation cost cost 267974 - - - - 247174 - 267174
ams n tha
courss af
irnnErn o o Amortized Amortized
ottar barks oot cost 38 283 - - — —_ 36,283 —_ 38,283
RefurcPads
B AT — Amortised  Amorised
nan-treding cost cost 47170 - - - - AT AT0 - 47470
Daposita by Armortized Armortiaed
Banka ? enat et 201,697  (24,023) = - = 177,674 - 177,674
Custornar Amortised MAmortised
sooountE ' cost cost 5.938272 (15303) - - - 5,122,969 = 5,122,969
Trading linbiltias L, h FUPL FPL 231,365 (147,654 - - - 83,71 - /3,711
Daramtivas FWPL PYPL 309,353 - - - = 309,353 - 309,353
Firancal
badndil=ye
dasignstad st fair
weil a N FWPL PYPL 49278 120,307 - - - 168,675 73 169,748
Dbt gscunteas in Amortized Amariized
L oost cost 38,394 - - - —_ 38,394 - 38,3949
Ratimmant
baralit lnhilites LY A 2222 - - - - 2,222 = 2222
Amounts dus 1o
Sroup Amortised Amortisad
SO PanHE cost/ FWPL  coest/ FAVPL 265, 688 - - - - 65, GE8 - 265,688
Accrusia and
dfarred moomd,
ot ¢ ko R
SN (BIOVIBINE L4 MA A 110,687 66,583 - - - 177,270 487 1TRTET
Lisbabhas undar
NEADNGY
contrecis F 1Y LY 438,017 — — e = 438,017 (336] 43743
Cudrant hx
indlitsen [0 s 3.2az = = = = 3242 =5 3242
Deatarrad th
:,._,.M:_, A A 24,391 = = = — 24,39 {1.8461) 22,530
Zubordnated Amortised Amortised
bubyltaan oot cost 0y —_ - —_ - 4, 0 - 4,080
Prafarance Armoriked Amortiaed
P cost cost 21,007 - - - - 21,097 - 21,037
Total linbilities 7,180,360 = = = = 7,180,360 (1,837 7,168,523
HEFRS 8
FEFTHER S LIFETRENT
HHEAS 35 aarrying Carrying smont Imcluding
mmount ot 31 Dec HKFRS 9 st wxpected credit Carrying amount
207 recinssifica@on rechnssifiontion lozsen ot 1 Januery 2018
Focenorss HHgm HE$m HH$m HES$m HE$m
Equity
Called up shara dagitel 151,360 - 151,360 - 151,360
Other aguity nstrumenin 14,737 - 14,737 - 14,737
Cthar ressras i 123,417 {4,568} 118,848 57 118,905
_‘_hbunnd RTINS 06, HEE 4,569 411,535 {12,047} 00, 408
l GO8, 450 - 6048, 480 {11,850k G4, 450
56, 506 = 56,506 {323) 56,183
Tatal aquity 752,966 — 752,986 {12,313) 740,673
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MNotez on the Consolidated Financial Statements

Reconcilmtion of impairment allowance under HKAS 3% and provision under HKAS 37 to expected credit losses under HKFRS &

oOoOooodn

Redassification to Rurmsos surerment
Falr value
Fair valise  through ather
wnd lois imeame  Amertised cost Stage 3 Stage 1 B Stage 2 Tatal
HKAS 38 messursment
eategory HKgm HEgm HE$m HEEm HE$m HHEm
FAmancial sasets ot
amortized cogt
.HKR@-:!Q .rr :-sl.lm.-u-'!'.
eliawencs ot 31 Dac 2017 - - - - - 13,048
Earin gondd gight B lancan ol Amortised cost
cantral banks (Loars and recaivalles) - - - - 1 1
fam= N tha courss of Amortised oot
oollection from other banks {Losrs and receivables) - - - - - -
Hong Kong Govemmant Amertised cost
ot ates of ndabtadnass {Learns and receivables) - - - - - =
Ransurss repurchasy Amortised coxt
BErAAMANER - Non-Jradang {Loans and receivables) - - - - - —
Flacegs with and advancas Amortised cost
fo banks {Lonm and recaivables) = = — = 53 53
Loana Brd sovances o Amoertised cost
cupbarirs {Loana and recelvablea) - - = a7 2,565 3,483
Amortised cost
Frncial mysatmants [Hald te m aturnity) = = 23 = 98 122
Prapaymants, sconsad Amorized cat
ncom ard offier aesels {Loons and receivables) - - - - a2 a3
Expected cradit loss
allcwance at 1 Jan 2018 - - - - - 16,746
Lovar ecammrtm s and
financial guarantes
coniracts
HEAR 3T prowvigons ot 31
Dac 2007 = - - - = LT
.;Mh‘!jh'.l.'lﬂ flann
comen itmanis and fanencial
guenantaas] 'Y A, [, INA 1 488 487
Expected cradit lozz
provision at 1 Jan 2018 - = = = - 591

The pre-tax nat aszet impact of additional impairment allowances on adoption of HKFRS 9 iz HK34,187m; HK$3,700m in respact of
financial assets at amontised cost and HK3487m related to loan commitments and financial guarantes contracts. Total expected cradit
loss allowance at 1 January 2018 is HK316.746m in respect of financial assets at amentised cost and HK3541m related 1o loan
commitments and financial guarantee contracis.

Effects of reclassification upon adoption of HKFRS 9

Assumiing no reclsssifleation

rocognized in

Carrying other

amaant ot 31 Fair valus a1 recognised in  comprehenaive

Dz F18H 31 Dec 2018 profit oF losa [ET=15 T

HE$m HH$m HE$m HESm

Reclassified from aveilable-for-sale to amortised cost.

Dabt matumants mansuted st emortised cost 41,704 42,448 hua, (3427}

The majerity of the assets rechssified from fair value through profit and loss to amortsed cost matured during the year,
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Footnotes to Effects of reclassification upon adoption of HKFRS 9

t
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dvad adfvaracis D Qrsiovnans” dmﬂﬂﬂmmwmb\:'m 'Rmmmummm;m LT of af swGily . sl
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MNotez on the Consolidated Financial Statements

3 Operating profit

{a) MNet interest income

et interest incoma includes:

01E a7
HE§m Higm
Irtaaal Seams moopiasd oft snpasad Hinancnl st 276 277
IrtareBt ooms Moognasd on (ingnsn| Basats midssurad ol OMorTeed cor 143,709 e
Intarant ncoma moogrmad on finsncs| pssats massured st FVWACE 28412 LY
Intarant sxpensa on fnancal netumants, excluding nterast on fmancied lobilibas beld for treding or designeted or othanwnies
manduterily masedead ot far valus (91,259 M
(b} MNet fee income
Mat fee incoma by global business
200m X017
Hetsil
Bmmking snd Global
Weatth Commaercisl Bsnking and  Global Privets Comporate
Blna garmiant Banking Markits Banking Cernitra’ Tatal Teanl
HK$m HE$m HE§m HHE$m HE$m HH§m HEm
AUt darveid 1,434 ars 337 55 3 2,808 2553
Furnd® ursdar managamant 4122 724 1.743 10 1 1506 7,000
Canda 6,552 1,788 74 — — B.414 AR
Cradit Tazilitas 242 1,568 1,360 a 1 3,180 2.566
Brokng ncomas 3,597 73 To2 sa7 - 4,878 4 068
Impofafaspors - 2,900 723 - - 3,632 SERY
Unit trosts 6,381 172 - 558 {4y 7107 E.8a7
Lindansritig 5 a 1.111 - {7 1,112 1477
Hemittnncen 333 2,183 825 3 83 3,138 SHE
Slobal custody 73 51 3,025 a5 e 3,866 LEls
IVRUIANEE BEENSY SOMM EROn " 1,510 142 4 84 = 1,741 1508
Cthar 1,816 2,020 5,087 719 (2230 7,402 G
Fes ineame 26,505 12,612 14,797 2,950 (2279 54,585 P REF]
Fan axpanise (S418) (2.014) {5,003 (300} 2,381 {10,354} 12162
Mat fes incoms 21,087 10,598 9,794 2,650 102 &4,231 A3 180
T deockegles inPar o ! aliramann
P Fonmeanca s [pveveahy ipering und | ca apancy e ) s SR Aty R B0 AN WA $a GITAND'S PrRMRnItes, COMPRIS s have boon
ey i i GOV o B GOVl v eeala o
Het fea income includas:
18 7
HH$m HEm
Mat foa mooma includes the folkmwng
Faap aamad on fmences] sesets thet ase not st fee velue through profit snd koes |othar then smounts noludad m detammining tha
affactve intorest rota) 11,583 11N
— fan meoma 10..'.1;’1 16,443
— il pE 14, 8412}
Far aamad on tasst and ol Teducmry activies 9,653 .04
= @ incoms 10,787 843
= il GO ﬂ,lﬂJ (a3
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{e) MNet incomea from financial instruments measurad at fair value

010 2072
HE$m HKgm
Nat incomaloxpensa) arising ore
Tredng activitess 32,567 23T
Gain on wemination of hedges - i
Ehar tading meoma - hadgng neffectvenass i1 114]
= on cagh flow hadges e [
= an far value hadges {122} &
E;L:‘mwumun! an non-qualifynig bedgas 205} [248]
uEt\_I'm matrumante deegnated st fa valee and rlated darvntas’ (513 {112]
Mt i from fi inl inst nte hald for ling or mensged on a fair value basis 31,723 23008
Financal assets habd to meat babi8me undar rHirsncs &b SwestmenT coniracis {6, 10:4) 181682
Linbabtias 10 oUSToMars LN Myaetmiant contmets 543 [ 585
EmeEMIme Eabilitios of insurance buzinesses, including relnted dervatives, measured at 5.361) 1807
Changas in fas valus of long-teim dabt issuad end related denvates 20 |116]
Changsa i Tae vakis of othes findngoal matnim ents mendatondy mansund st fad vaks throuph profn or e 217 Ml
Yaar ended 31 Dee 25,5905 38550
P e oty fag Daein cpatiled B showe e ned mooneegoansal o sosals ang' Sabaans hacleng sananca sl S irend condrects saparsdely. Courgnara b Basi Baan
raprasantad i covkie 1o th Corrant vl % Cresantainn
{d) Gains less losses from financial investmeants
2018 T
HH$m HKgm
Gaws an diposal of dabt wetruments messured &t feer vales through othad comprabanams msoms 01 MA
Gnirg on dispossl of eveiloble-for-sole securd ke A FALE]
impasmmand of sveilabla-lor-sale aguity Mvammanta PR &1
Yoor encded 31 Dec 501 108

Tha decraace in gains on dicpocal of financial investmants waz mainly dus to the non-recurrence of dizpozal of the investrmant in
Techcom Bank in 2017.

{(8) Other operating incoma

20148 7
HK§m HESm
Movernant n prasand velus of indorce insumncs buningss 4628 b
Garee on rvastmant propartas 639 418
Garpoesss] on depossl of proparty, plart snd squeomant snd sssets hald for sa%s [%i3: 1] i
Garnlioeses] on depossl of subsdiaries, sesocistas and bunross portiolios i 1 (¥ EE]
Rantnl mooma from rvestmant propa s 416 d3E
Ot 4,653 5.0
Yaar nded 31 Dee 10,306 &40

There was a lozz on dizsposal of leans and receivables of HK3Sm in tha year (2017 lozs of HK$75m). Thare wera no gaine or lozses on
dizpozal of financial liabilities measured at amonized cost in the year (2017 ni),

(i Change in expected credit losses and other credit impairment charges

2018 amy
HKgm HKSm

Changs in axpecied cradi besesl losn enpasment dyarpes
Losng rnd achances to banks and customarns 4,611 4350
= naw allowencss nat of allownnca reusses 5551 L2328

= noowqris of Bmounts praveoushy weittan off ey
= modifeeton lossen and ofhar mowemarin LY
Losn commitmants end gusrentaes 123 107
Ottt Tinamsml addita 4 -
Yoor ended 31 Dec 4,720 4437

Change in axpacted credit losces as a percentage of average gross customer advances was 0,13% for 2018(2017: 0.14%),
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MNotez on the Consolidated Financial Statements

(g} General and administrative expenses

2018 2017

HH$m HE§m

Prarmimas hnd scuibmant 8,208 FE14
— tgntnl anpaness 4,134 anz
= T M Nd SuET aNT SEenbEE 4,074 4053
Minrkatng and dvartang sxpansas 2,940 L
Dthat mdmmnistretng sspansas 28,841 a1 B].
Year ended 31 Dec 39,980 a4, 766

Included in operating expanses ware direct operating expanses of HK335m (2017 HK332m) arising from investmaent proparties that
genarated rental incemea in the year. Direct operating expanczes ansing from investment proparies that did not generate rental incomea
amountad to HK$3m (2017: HKS4m).

Included in operating expanses were minimum |sase payments under opermating leases of HK33, 550m (2017 HK$3.598m).
(h} Auditors’ remuneration
Auditors” ramunaration amounted to HKE125m (2017 HK$122m).

4  Insurance business

(a) Mat inzurance pramium Incoma

Nendinked Lipsit-Binked Total
HE$m Higm HHEm

QIroBe IFUTBNSE DT N 63,462 1.586 65,048
R 8 #1850 of GIome e B fenTE [4.249) 21 {4,370}
At 31 Dac 2018 58,113 'g‘_m 60,678
CIrofs IMUrenGs DIEMum Nooma 1677 1669 3246
Rensurers’ share of gross meunsmos DIEMEIm oo {7 DEEY [18] [0
At 3 Dec 2017 54,636 1661 Lo AN

(b} Met insurance claims and benefits paid and movement in liabiltias to policyhalders

Mondinked Unie-Binked Tatal
HKgm HE$m HHgm
Grose clams and banefts paid and movemant n lisbdkbes o policyholders 85,002 {3, 080) 681,822
= glaime, barefis and swmandems pasd 27088 ?m 34,684
= movarment n abilibss IT.ai8 {10 27,238
Rangunrg’ shat of cleeme snd bensdeta poid snd mevarnant in babdoes [4.155) 72 4,083
= alnimia, banafea and surandurg pred 1,930 11,3&41 ﬂm
— FgYEmEnt o lnbilitss .22 1,466
AL 31 Dac 2018 50,847 {2.008) 57,838
Oross clme and betalts ped and movemant s sbdkhes 9 polybolders %1 85481 ?JE-_'I.?:
= glammg, barefrte and surrandan pass 18,760 T2 2004
= pavimient  abilits &6, 008 1802 47 508
AansumE shem of clerme snd banale pasd and movarnant in ebitae (G EaE) 1172 722}
= lnima, barsfoe and surandars pasd -:1,?21": 1. 1&] 13,442 )
= movamant n bt [N E?jl Faa7 [, 260
At 31 Dea 2017 BRI 10013 £, 750
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Lisbilitias under insurance contracis 2018 2m7
Gross Mﬂm Met Groge m":'lnf:llv;' i
i HHSm HK$m HESm HEET HESm HKgm
391,348 {15, 624) Irs. 74 S42, 134 [10,077) &"&.EIE?:
ol i Ll ks R ek L2l 535) - {535) - - -
Akl Jmn 390,813 {15,624) 375,189 S42, 104 (10,077} 3 0ET
Claema and banafits pasd (27, 086) 1,930 [25,156) 119, 068] 1,327 f16.0E8]
incrassedecmnsg) in abias to policyholders 5,002 {4, 155) &0,847 BB L T [E= r i
Exchange deffarences and othar movamanta 4,939 a1 5,030 a.508 [ i 2528
At 31 Dec 433,668 117,758} 415,910 a81,548 [ 16,62 4) ST
Limked inzurance cormracts
ik 1 Jmn A6, BED {110} 46,559 £ 36 1281} 42 FEE
Clarma and banafits pead {7,598) 1,354 (6.204) 17235 1.M& B, E2d]
incrampaffdacmess] in sbifae b polioyhaldars {3,000) T2 [3,008) §.B41Y 1172 10,083
Exchangs deffarences arnd otha T mavamants’ {1,0703) {1, 30} (2,460) 1,031 11,208} (BTE]
At 31 Dec 34,0921 {3} JAAETF 4R BED (110} 45 GhY
Total iabilities to policyholders 468,589 {17,792) 450,797 450,017 [ 16, 234} %id J8T

T Exchangs JTeanoes Andoiher moweananls s MERTAnts iy Sabafims Ardng T 60 G S DT D ANIE FCOfRe 40 O D COMERRan SR ACON
2 Aroents recoverabis o rasurancs of §atektes uadtr AEtrancs oonfrachs ane snckided & M Sonsolifieg Balnoaca shaa! an Frapaymant, sconrad scona and othar asmals’

The key factors contributing te the movameant in lisbilities to policyholders ineluded death claimez, surranders, lapses, lisbilities te
policyholders created at the initial inception of the policies, the declaration of bonuses and other amounts atiributable to polcyholders.

5 Employee compensation and benefits

({a) Employees compensation and benefits

2018 Foik

HK$m Hegm

Wsbir o salares 36,572 35, A5

Somel gacudity SoMs 1249 1,110

Ratriasnant banaf i coets 2572 2500
- dafmed contribution plens 1,804 1,686
= dafead bunafd plams Tea BiG |

Yeor ended 31 Dec 40,783 A 0O

Share-based payments
“Wage: and salaries” include the effect of chare-baced paymants arrangements of HKS96Em (2017 HKE1,052m).
{b) Retirement benefit pension plans

Tha group operates a number of ratiramant benefit plans for its em ployeas. *Penzion rick management’ in the Rick section containg
datailz of the policies and practices azzociated with thaze banefit planz, Soma of thase plans are defined banefit plans, of which the
largast plan = The HSBC Group Hong Kong Lecal Staff Retirement Benefit Scheme (‘the Principal Plan').

The Principal Plan

In Heng Keng, the Principal Plan covers employess of the Bank and certain other kocal employees of the Group. The Principal Plan
comprizes & funded dafined benafit zchame (which provides a lump sum benefit on retiremant but iz now clozad to new memberz) and a
dafined contribution scheme. Tha latter was established on 1 January 1929 for new employess, and the group has bean providing
definad contribution plans to all new employeas. Since the defined banefit scheme of the Principal Plan is a final salary lump sum
zechame, i1z axposurs 1o longavity rick and intarast rate rizk i limited sompared to 8 schama that provides anauity paymeants,

The investmant sirategy of the defined benefit schama of the Principal Plan is 1o hald the majerity of assets in bonds, with a smaller
portion in equities and each investment manager has been assigned a benchmark applicable to their respective asset class. The target
aszat allocation for tha portfolio iz az fellews: Bondz 65% and Equity 35%. Tha Principal Plan iz pradominantly a funded plan with azzets
which are held in trust funds separate from the group. The actuarial funding valuation of the Principal Plan is reviewed at least on a
trisnnial basis in accordance with the local practice and regulations. The actuarial assumptions used 1o conduct the actuarial funding
waluation of the Principal Plan vary sccording to the aconomic conditione,

Tha trustes assumes the overall responzibility for the Prncipal Plan and the group has established a management committes and a
number of sub-comminess to broaden the governance and manage the concomitant iscues.
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MNotez on the Consolidated Financial Statements

Defined bensafit pension plans

Mot assetd labilty) under defined benafit pansion plans

Prasent value of
Falr value of plan defined benafit Nt defined

azaEts obligations  banefit linbility

HEHgm HHfm HH$m
At 1 Jan 2018 15,167 (17, 3048) {2,141}
B v 08 pas (687 [E37)
— cutrar Banvebs el = mﬂ mﬂ
— pnat sarnce coat and gane from sttlemants’ — (3 (1
Mat mtarest sapansa on tha nat defmed benelis linbility 289 {m :ﬂj
Ra-massiramant affects recogrised n othar comprehaname incama L v {298) 1081}
= ratn on plen essats faxoksding arterest mcome) {6azy -
= motuiorinl fossis - IA m
Exchinga di famnces ond othat movamisnts (80} 74 16}
Comtributinns by the geoup 576 — 576
Hanatite pasd [1.405 1471 &7
At 31 Dac 2018 12,856 {17,197 33411
Aatramant Banstd nbilT4s recagnsad on th bainncs shaet {3.363)
Rebramant benalit pssetn recogrised on the balance shaat hwitha ‘Frepeyment, sccrsed mooma snd othar
mmaly’) 28
Prapanl wabud of dalriad bargla oibgation raatng o
— Bgtss {16, 844)
— dafutsuda nm
- PANANNATe (330)
Az 1 Jen F0AT 14,766 18, BEE ) {3787
Sanioe ooe - [Fad} [122]
= CApTAnt e ot - [F45 [Fda)
- pndt sarvica cost and gena from sittismants’ - Fi FL
Ml et axpanss on tha nat dalined benali nbilmy Aa1 e =4 81}
Rg-mansuremant aflests recognaed n other compralenems incoms L6 ¥ 1540
— tatum on plan eests ecleding mterest noome) 1633 = 1503
= mehianal gaing - ¥ ?
Exskengs diffemncas and othar miowarmats |46] &EZ i
Conitributions by tha geoup Tii - s
Banafite pacd 11.774] 1,638 L]
Az 31 Dec 2017 16,167 [17.506) #1141}
Fabramant banalt habiltas recognasd on the balancs ghast i
Ratromant benadit nssete recognised on the badance shaat fwithn “Prapeyment, sccrsed moome snd othar
Agauty’] B9
Preasant valus of defmad banela obbgaton ralating 1o
= mitn 7,044}
- PRABGOATE P

T Guawrs frory SdDRmants ks 38 e Qifirancs decimide ol o b i B SaDaDas Axbingorifad of Semivmets

2 Othe rRoWemANTS i SOLF inchnded the STERct o Tansie af Garken empdoyesd 1o 2 fiw s by,

The group sxpacts to make HK$581m of contributions to definad benefit pansion plans during 2019. Benafitz expectad to ba paid from
tha Principal Plan to retireaz over aach of the next five yearzs, and in aggragate for the five years theraafier, ara az follows:

Banaliz expectad to be paid from tha Principal Plan

018 2020 racka | 2022 2023 2024-2028

HEgm HKm HE$m HHgm HH§m HEgm
HESEC Jroup Hong Mong Loosl Staff Retiremant
Henafit Schama 612 aaa 1,090 1,051 825 3,783
T T Gt o D baelvond’ beouielilr 0 DOIOEN o6 7 s Mo S0l FEERCODGY PR oVl 20 JCald SERumEnioas sty (AT T el
Fair valus of plan sccets by acoat claczes

At 11 Dec 2018 M 37 D 2007
Ouoted market Ducitsd ot
in nctive

Value . minrket Thersof HSBC Vale R nﬁf;: Theswof MEEC

HK$m HKEm HIKEm L% 3] HEET HEEm
Far valua of plan nasats 13,656 13,656 454 16,167 15,167 kel
= wnuibes 4,350 4,380 - 4.7 &7 -
= bonds 8,448 8,448 - 8539 8538 -
- e’ 1,008 1,018 @54 Bay EIF pir g

T Cohar radinl CONSRTE of CHEh A oo,
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The Principal Plan's principal actuarial financial assumptions

The group determines the discount rate 1o be applied to ns obligations under tha defined banefit scheme as presenbead by HKAS 19 and
i esnsultation with tha Prncipal Plan's local actuary, on the basis of the currant average vields of Hong Kong Governmant bonds and
Heng Keng Exchange Fund Metaz, with maturities consistent with that of the defined benaefit cbligatien.

The present value of the Principal Plan’s oblgation was HK$9,739m (2017 HK$10,086m). The principal actuarial assumptions usad to
ealeulate the group’s abligations for the Principal Plan for the year, and uzed az tha baziz for meazuring the axpanzes in ralation to the
Principal Plan, werae as fiollows:

Kay actuarml assumptions for the principal plan

2018 T
5o P Spa
Dvacount et 1.95 1,70
Rate of poy Notansa 3.0 20
Moality bl HELT2017 WL 1201

T HELTRGTS Hong Kong Lo Tables 2017
2 HELTZETE- Hong Keng Lite Tables 2008

Actuarial assumption sensitivities

The dizcount rate and rate of pay increase are sansitive to changes in market conditions arizing dunng the raporting peried. The
fallowing table cshawe the financial impact of assumption changes on tha Principal Plan at year and:

The affect of changes in key assumptions on the principal plan

gt N parlion colgmion

Finanaal mpes of "I-'Wﬁ_rn_ Frmncal moast of Jeciass
2018 207 Zo18 o7
HE$m HICGm HH$m HKgm
Disoount mis - ingresseldecranss of 26bog {16T) 18] 172 165
Rta of piy ncsass - nosssddaoranss of 25b0a 176 199 (172} B8]

{c) Directors’ emoluments

The aggregate emoluments of the Directors of the Bank disclosed pursuant 1o section 4 of the Companies (Disclosure of Information
about Benefits of Directors) Regulation wers HKE115m (2017: HK$108m). This compreses fees of HK$10m {2017 HK39m) and cthar
amoclumantz of HK$105m (2017: HE$99m) which includes contributions te panszien schemes of HK$1m (2017; HK$1m). Mon-cazh
benefits which are included in other amcluments mainky relate to share-based payment awards, and the provision of housing and
furnishing. 2017 balances have been represented to align to the 2018 presentation. Details on lcans 1o directors are set out in note 34,

6 Tax

Tha Bank and itz subsidiaries in Hong Keng hava provided for Hong Kong profite tax at the rata of 16.5% (2017: 16 .5%) on tha profits for
the year assessable in Hong Kong, Overseas branches and subsidmries have similarly provided for tax i the countries in which they
operate at the appropriate rates of tax in force in 2018, Deferred taxation is provided for in accordance with the group’s accounting palicy
in nate 1.2{m]j.

Tax expancs

2040 2017

HHgm HKgm

Currant tax 20,413 168,801
= Hong Kong teseten = o cur remt year profit 12,155 1D.¢BBE
= Haong Kong teeation - adustmarts m raspeat of prior yasrs {11k 15
— QWArEEE TROLDN — of gurrent yaor profa 8471 BSEE |
- awarsaen menbion — adiustmants @ sepect of poo yanes (202} !i!?h:'

Datarred tax 2,054 B0
= grginabon end ravarsal of temporery diffarencas 1,938 B’]{:!
= uffectof chongen i tak retes 62 |
::Tiqj.ﬂtmnlg_li-:reﬂ:md of ﬂwun‘ o4 n__jE_f;

Yoor ended 31 Dec 22,467 18,601
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MNotez on the Consolidated Financial Statements

Tax reconciliation

The tax charged to tha incoma ctatamant differs from tha tax charge that would apply if all profite had bean taxed a1 the applicable tax
rates in the countries concerned as follows:

Reconciliation batwean taxation charge and sccounting profit at applicable tax rates

e 017
. . ] L.
Propfit alons tax 134,583 116,619
Motonal tax o profit befor tax, celouleted ot the rabes spoicebly 1o prof s » e countimes concamad 25,232 21818
Effacts of peofite © sekocatas and (ot ventunes 2,683) 2 .33}
Meri-taxabls moome and gans {3,412) 2523
Lonal tamds ard awidsass wiltholding nE 1470 810
Parmenent dsalicsmblas 1,132 1,001
Cthars 728 &1
Year snded 31 Dec 22,487 1580
BMovements of defarred tax assets and habilitias
Accelerated allowancs on
capiesl Insurance Expenzs financisl Revaluntion
nllowmners buigineas pravizions nstrumsnts af properties rther Tatal
HK$m HE§m HH HE$m HE$m HH$em HHEm
Adbh 18 23 - 1.2968 491 - 2,154 4,034
Labiitisa 751} .47 = = 13,667) 14,43%9) {26,270}
At 3 Dae 2017 (E58) {7.417) 1.296 491 [13.667) §2.281] {22,236)
Impact on brensiton to HKERS & ﬂ! 103 [F] ara — 1321 2,293
At 1 Jan 2018 (E6a) {(F.14) 1,204 1,364 [1667) (960) {19,943}
Exchenga and othar sdpsstmants a 27 LB} 117 1,484 51 1,622
Chergalforadit] 1o nooma stabamant 185 709 185 {187} o {1,797 {2,054)
Chasgaiforsdit] to ofther comprabarmws
ricome = = = = {1,800} 23 11,823)
At 31 Dec 2018 (472} B.057 1418 1,314 13873 [2,'!‘;9: n!.ﬂ
Magatn’ 111 - 1419 1.314 - 1,870 4,714
Lobdtion’ {583} (B 057} - - 1 3,673) {4,599 (26,912}
Assatn’ 108 = pal B74 = 2415 4,168
Labdtien’ (R 7585 = £ 12758 [eicl] [24.065]
A 1 Jan 210 ki) 525 961 ET4 |12.75%) [oe 4] [15.5H|
Exchangs snd other sdgaptmants @ 4] 64 L) S35 115} 448
Chapaderedit) to nooma sintamant 1145 x| =51 201 28 4| [&0:)
Chesgaffonedit] to other comprebanmve
incormia - - - - [1.678] 408} 11 85
Al 3T Des 2017 i [7.&17] 1,296 451 12657 [2.281) |2 235)
Pamata’ X - 1,256 451 - 2,164 40534
Lagdtiea {1 [7.&17] — - {13687 [4,436) 5.2

T After nfirng off Balanoms weliud Coonios, 0 DIRNCes a5 oRCeed M 00 SOCOUNET A 39 Alws SRR ed TR At MICEL 3 I5m (RO0T HKEL IS snd deterred my Bebditet HE
SE4 6T 5m (H01F HRESE 301wy

The amount of unused tax losses for which no defierred tax asset is recognised in the balanca sheet is HK33,626m (2017: HK32.572m). Of
this amount, HE$1,950m (2017: HK$1,858m) haz no expiry date and tha ramaining will expire within 10 years.

Dafarrad tax of HIC$2,261m {2017: HK$2,321m) haz been previded in recpect of distributablea rezarves or post-acquicition rezarves of
associates that, on distribution or sale, would attract withholding tax.

Daferred tax i not recognized in respect of the group’s invastments in subsidiarias and branches whare ramittance or othar realization is
not probable, and for thoze associates and intarests in point veanturas whera it has bean datermined that no additional tax will arize.
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7 Dividends

Dividends to ardinary sharaholdars of the parent company

2018 Fiith)
HES per share HESm MK par mhaig MEEm

Dividends paid on ordinary shares
In raspact of pravesus yesr
= fowth ntarm dividend i respect of the provious fmencesl yasr spproved and paid

during tha yasr 038 16,559 088 il bt
i napect of cralrart ysar
- Tegt intarim dividend poid 0.22 10, 000 0 10000
- pwcond intanm dividend paid 022 10,000 02s 10,000
= ihird nkaren davedand paed 022 10, 000 (i 10,000
Tatal 1.02 46,559 iFF EhacE

Tha Directors have declared a fourth intarim dividend in respect of the financial vear ended 31 December 2018 of HK$0.47 per ordinary
chare {(HK321,958m) (2017 HK30.35 par ordinary share (HK318,555m)).

Distributions on athar equity instrumants

08 mamy
HK§m HKgm
USH 800w oatng il paipatusl aubsad nated Iosas {nthadast rate 8t ons yead US dofiad LIBOR plus 3 Bd%)] aEl fir¥s
8 Trading assets
2018 12
HKEm HE3m
Tranmery and othar algibis bite 140,050 100585
Dabt securites 282,508 260,75
Equety sacuribas 119,475 10730
Othars 15,807 3737
‘At 31 Dec 558,538 496,474
I e e e PP, S0k Berriing Andl ouhae SCCtu it vl Banks S crsmnnans.
o Safernen! RO g recisetd o Tradveg assefs” o 'Ofer sssals’ o0 [ Janvany 015 a0 soooedanca il HEARS S
89 Derivatives
Mational contract amounts and fair values of derrvativaz by product contract type
Notonal conErnet armsunt Famir valus - Assets Fair walue — Linbilinies
Trading Hedging Trmding Hadging Totsl Trmding Hadging Totsl
HHfm Higm HHfm HHgm HHSm HHm HH$m HH$m
Fepba et Exchan (e 21,4892 68568 91,274 187,748 bk 188,855 186,776 1,529 188,305
Innrest rate 32,926,700 365,130 186,720 2,824 199,644 197,904 2,780 200,654
Equity 574,411 - 17,302 - 17,302 18,619 - 18,519
Credit 828,002 - 5,967 - 5,867 5,804 - 5,804
Comm odity snd othar 112,386 - 1,70 - 1.710 2,440 - 2,440
Groas total 56,032,435 456,404 408,445 3,833 413,278 411,843 4,318 415,962
Of fest (120.503) 120,303)
At 31 Dec 2018 292,869 295,553
Fosgn Excnanps 18,928,564 13158 196, 463 2445 Honask 201,825 2575 205, 404
intarust rete B EEG, B4 38,006 146,653 2,41 148000 147450 g 148,162
Equity 752,506 - 22118 - 22118 26,108 - 26,108
“Credit 253,200 = B,601 = 5581 6270 = Bam
Commuodiy and othar B2, 181 = 1.226 = 1,220 2005 - FEey
Orosatomt 7,080,504 430,234 372087 4,500 77867 T, I00 4277 E877
Offpat FrEdE) [F15i4)
AL 31 Dag 7 0243 G 6T

Use of derivatives

The group transacts dervatives for three primary purposes: to create risk managemant solutions for clients, to manage the portfelio risk
arnizing from client business, and to manage and hedge the group’s own risks, Denvatives (except for derivatives which are designated as
affactiva hadging instrumantz) are hald fer trading. Within the hald for trading clazsification are twe types of danvative instrumants;
those used in sales and trading activities, and those used for risk management purposes but which for various reasons do not meat the
qualifying critaria for hedge accounting. The second category includes darivatives managed in conjunction with financial instrumants
designated at fair value. These activities are described maore fully balow,
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MNotez on the Consolidated Financial Statements

The group's derrvative activities give nse to significant open positions in portfolios of dervatives. These positions are managed constanthy
to ansura that they remain within accaptable risk lavelz. When antering into derivative transactions, tha group amploys the same cradit
rick managament framework 1o acsest and approva patential credit exposuras that i uses for traditional landing.

Trading derivatives

Maost of the group's dervative tranzactions relate to sales and trading activities. Salas activities includa the structuring and marketing of
darivative proeducis 1o customers to enable them to take, trancfer, medify or reduce current or expected risks. Trading activitias include
market-making and risk management. Market-making entails quoting bid and offer prices 1o other market participants for the purpose of
genarating revanuas bazad on spread and volume. Rick managamant activity iz undartakan to managa tha rizk arizing from cliant
tranzacticns, with the principal purpose of retaining cliant margin, Other darvatives claceifiad as hald for trading include non-qualifying
hedging darivatives.

Derivatives valued using models with unobservable inputs

Any initial gain or losz on financial instruments whare the valuation is depandent on unobservable paramaters i deferred over the life of
tha contract or until the instrument ic redeamead, trancfarred or cold or thae fair value becomesz obzervabla, All derrvatives that are pan of
qualifywng hedging ralationships have valuations based on observable market paramaeters.

The aggregate unobservable inception profit yet 10 be recognised in the income statement is immaterial,

Hadge accounting derivatives

The group appliez hedgae accounting to manage the following ricks: interect rate, foreign exchange and nat invectment in feraign
aparations. The group uses dervatives (principally interest rate and currency swaps) for hedging purpeses in the management of ts own
asset and liability portfolios and structural positions. This anables the group to optimize the cvarall costs to the group of accessing debt
capital markets, and 1o mitigate the market rizk which would etherwize arice from structural imbalances in the maturity and other profilas
of itz aszets and liabilities. The accounting treatment of hedging transactions varies according to the nature of the instrument hed ged
and tha typa of hedging transaction. Darivatives may qualify as hadges for accounting purposes if they are fair value hedges, cach flow
hedges, or hedges of net investments in foreign oparations

Fair value hedges

The group anters into 1o fixed-for-floating-intaract-rate cwaps to manage the axposure 1o changes in fair value dus to movements in
rmarkat interest rates on certain fixed rate financial instruments which are not measured at fair value through profit or loss, including debt
securities hald and issued,

Sources of hadge inaflectivenass may anse from bacis rizk including but not limited 1o the discount rates used for caleulating the fair
valua of darivatives, hadges using instruments with a non-zerc fair value and netional and timing differences betwaen the hedged tems
and hedging instrumeanis.

For somae debt securities hald, the group manages interest rate risk in a dynamic sk management strategy. The assets in scope of this
sirategy am high quality fixed-rate debt securities, which may be sold to meet liquidity and funding requiremants.

The intarest rate rick of the group’s fixed rate dabt cecuritias issuad is managed in a non-dynamic rick managamant stratagy.
Cazh flow hedges

The group's cash flow hedging instruments congist principally of interest rate swaps and cross-currency swaps that are uzed to manage
tha varability in future intarest cash flaws of nen-trading financial assets and liabilities, arising due to changes in market intarest rates
and foreign-currancy basis.

The group apples macre cash flow hedging for intarest-rate ok sxposures on portfolios of replenizhing current and forecasted issuances
of non-trading azzais and liabilitiaz that bear interest at variable rates, including rolling such instrumantz, The amounts and timing of
future cash flows, representing both principal and intarest flows, ame projected for sach portfolio of financial assets and liabilities on the
basiz of their contractual tarms and other relevant factors, including estimates of prepayments and defaults. The aggregate cash flows
rapresenting both principal balances and interest cazh flows across all pontfolios are used to determing the effectivensss and
inaffectivaness. Macro cash flow hedges are considerad te be dynamic hadges.

The group alse hadges the variability in future cazh-flows on foreign-denaminated financial azcets and liabilities aricing due 1o changes in
feraign axchange market rates with cross-currancy swaps; thesa are considerad non-dynamic hedges,

10 Financial assets designated and otherwise mandatorily measured at fair value through profit

or loss
2018 2017
Mandatority Mandatonty
Dasig d ot wel it Damigriated ot [t L H
Wil Tadr valise Taotal far valse Aair valya Total
HESm HE$m HK$m Higm Hithm Higm
Trassury and cther alipbls bl 107 220 a7 G614 ) &4
Dabt sscutmn 13,380 5,134 19,514 18,142 ) 16,142
Eaquty secuntias’ = B LS8 LT A 100
Jthas* - 1:'.5"!3.? 13182 b o) WA i
Ax 31 Dec 13,487 118,372 132,559 122,546 WA 122 648

T By s v Desn reciasaed frorn Financal ety deognaied’ 57 fay vilng” 12 Fnancd §580s ma i Sdy rradsnsd 1 M vaks Mroagly ol o e’ an Socivaines
Wih HEFRS 5
2 Onher gy sacheokes s and aavaacs B Banks andf cu ey,
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11 Loans and advances to customers

018 ang
HHfm HE§m
Gross Ioans end sdvences 10 customans 3545258 S3.042 026
Expactad cradd basaafimpsirmant allowanoes {165, 558) [18.045]
At 311 Dec 3,528,702 PR ]
The following table providaz an anahlysic of loans and advances to customers by indugtry cector.
Anabysis of gross loans and advances to customears
018 amz
Hit§m HKgm
Resdentsl moripegas Q3T GEE ﬂfﬁ?ﬁf
Cradit card pdvancas 93,200 sk 1
b pamonal 236,133 23119
Total peracnal 1,256,959 1LIME2ATE
fenl sstata B26,120 B
Wiholess o and reteil treda 431,?31‘ 480343
Marufachibing A BT 411 226
Tresportabon od slonage 85,773 fr gl
Ottt 484,166 #3800
Tatal mmﬂmmnﬁﬂ‘ 2,064,626 1,581,127
Neon-bank financial inatituticns 213,633 206,523
At 31 Dec 3,545 258 o042 0%
By geography”
Hong Kong 2202 805 2,107,700
Rest of Ase Paoifc 1,262,345 1.234,035

T W afec from 20T, Semously sscioy mr dused on B Stateical Chsifcaion of sconomes achatmr a e Bvopssn Commonty FASE] oo Comparatves fpoves have bessy
FRERERTOR F0 SOy 00 O AT VAT D] (B DR

2 Thegaographical sbinaton shown aboe hes bean aussfed by 50 Doabon of He prancral sperions of e sibsgiany and By He Bcrion of the dranch responstis i advanceng
e Arofe

Finance lease receivables and hire purchase contracts

The group leases a variaty of acsets to third partias under finance lesses. At the and of laace terms, assets may be sold to third partieas or
lsasad for further terms. Rentals are calculated 1o recover the cost of assets less their residual valus, and earn finance income. Leans and
advances to customars include receivables under finance leases and hire purchase contracts having the characteristics of finance lsases.

Met invastmant in finance leases and hire purchase contracts

2018 2017
Tatal future Linesmad Teaal futurs
FrnbTI financs mimmum Linga mad
payTents income  Present velue payrmentE  fnanca noome  Presenl vaua
HESm HESm: HESm HigEm HESm HKgm

ArfiEunta Reahalie
- RPN O YasT 2,990 &40y 2,350 2,552 1G4} 1558
.'_,E':E‘:'"" wanr but within frva yasrs 8,822 (2,007 6,525 #6504 11922} E,EEE__
~ mitar fves yours 23,348 (3,819 19,527 22 823 {7,504 19228
S 34,958 16, 556) 28,402 Te7a 16,100} 7173
Expactad cradt beessimpsirm untulln_umrm: (117} [82]
Net investment in finance leazes and hire purchase contracts
at 31 Dec 28,285 215497
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MNotez on the Consolidated Financial Statements

12 Financial investments

2018 2017
HE§m HXSm
Faandnl fivealrmentils masiufad o1 faif valie Tuidudh ot i cormii hafdae fsime 1,503,625 A,
— Uramsury 0 offar ahpble Bills 650,871 A
~ dabil pasuisg BI6,696 A,
— #Quily BeGUTTHE 5,858 L)
Dabt mstumants messwed st smortised cost AET 401 iy
= trassury ard other aligble bills a6249 M,
= dubt pecuritEs IBATTT iy
HAvmilable for-eals ssountas ot fair value A 1,418 850
= 'I.luumry?ﬂHEM ahgble bille PR, aan 04
— dabit patuntag A B E41
~ WUty Seounes A 5275
Hald o ety s itss of armorasd cowt WA 200,543
= Trasgiry and ofnar ahigble Bille A 55
= dabt sscutiag A, _:':l!lD.E-H
At 31 Dec’ 1,871,026 1,720,873

T Canagonms o e et S8 ool pidle FIORRS 907 37 Decantar Z008. Mo ang 2ol obriciy COmraln with 51 Decacbear 2007, s D sinunoanls wend
catapoicad fv acooraeno WAl HIKAS 55

Equity inctruments measured at fair value through other comprehanziva incoma

Instruments held ot year end
Hvidends
Fabr vabus Fecogn sed
I_‘_rmnvn-‘l ﬂuhy instruments HE$m Wi
___E_:..':lnnu'l feailitmton 5137 155
Iwastmants reguired by certrel netibutane a54 3
Gthare Lo 5
At 31 Dee 2018 5,858 163
13 Assets pledged, assets transferred and collateral received
Asszets pledged
Financial aszets pledged 1o secura liabilities
2018 207
HHgem HK'-?:T:_
Finamcial pladiged as coll N
Tranaury bills, dabt sscuntas, sguibes and depodits 195,668 226 580
Amaunt of liabilities securad 162,008 165,12

The table abeve chows aszets whera a charge haz bean grantad to secure liabilitiez on a legal and contractual baziz. Thase trancactions
are conducted under terms that are usual and customary 1o collateralised transactions including sale and repurchase agresmants,
sacurities landing, dervative margining, and includa azsets pledged to cover short positions and to facilitate sattlement processes with
claaring houzes,

Heng Keng currency nates in circulation are secured by the deposit of funds in respect of which the Hong Kong Government cerificates
of indabtadnecs are hald.

Asszets transferred

Transferred financial assets not qualifying for full deracognition and associated financial liabilities

o8 Fad N
Camying smount of: Corprgamami ol ____
Transterred Assseiated Trmnafariid Aspoa0ed
ssseis lishilities spatn leabrilE e
HE S HE$m HEST HEgm
Ll L L kL Lo L]
_?lu:'l:l_:mw harsdirg unf_'qn_g:-?ﬂ'.u 6,702 8o S208 . 28
] 77,194 59,988 80,560 45,541

The financial assets shown above include amounts transferred 1o third parties that do not qualify for derecognition, notably debt
sacurities held by counterparties as collateral under repurchase agreemenis and equity securities lent under securities lending
agreaments. Az tha cubstanca of thece tranzactions ic cacured borrewings, tha collataral accets continue to be recognized in full and the
ralated liabilties, reflacting the group’s obligation to repurchass the transferred assets for a fixed price at a future date, are also
racognised on the balance cheet. Az a result of these tranzactions, the group iz unable to uze, sall or pladga tha transfarrad assets for the
duration of the transactions, The group remains exposed to interest rate rick, credit risk and market risk on these pledged instruments,
The countarparty’s recourss is not limited to the trancferred assets.
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Collateral received

Azzatz accepled az collataral relate primarily te standard cecunities lending, reverze repurchaze agreements and darnivative margining.
Theza tranzactions are conducted under terms that are usual and customary 1o standard secunties lending, reverse repurchase
agreaments and darivative margining.

Fair value of collateral accepted az security for asseis

2018 2013
HKSm HESm
Fair valug of coliaterml parmiated 1o sall or repledge n the abaancs of defoull 512,242 E42.018
Frir valun of cofister] netually 8okl or epladped 112,832 Ll
14 Investments in subsidiaries
Principal subsidianes of tha Bank
The group’s intesest in
Issued share copltnl!
Figlaterad oF chares
Place of Incorporetion Principal activiiy
Hong Sang Eand Limed Hong Kong Bankng G 14%
HBERC Benk [Enne] SCompearmy Lmitad Paopla's Aspubine of Shne Bunking 100%
HSEC Bank Mamyss D hed My Bankng 10086
HBEEC Bonk Australin Lemited' Aumtrebes Bmnking 100%
HSEC Bank [Taawen] Limaad' T Bankng 100%:
HSEC Bank [Sngapare] Limibed Sirgapon Bankng 10035
Ratingemeart Dar iz and
HSEC Lifa fintarrsteorsl] Lm l'.lc!'I Barmude fifa inBurancd 005G

T Ml inalraciie
All the above subsidiaries are included in the group’s consolidatad financial statements. All these subsidiaries maka their financial
statemants up ta 31 Decembar,

Tha principal places of business ara tha cama az the places of incorporation axcapt for HZEC Life (international) Limited which operatas
rmainty in Hong Kong.

The preportion of wating rights held iz the came az the proportion of ewnership intarest hald.

Tha principal subsidiarias are regulated banking and insurancs antities in the Asia-Pacific region and, as such, are required to maintain

certain minimum levels of capital and liquid assets to support their operations, The affect of these regulatory requirements is to imit the
axtant to which the subsidiaries may transfer funds to the Bank in the form of repayment of shareholdar loans or cash dividends.

Subsidiary with significant non-controlling intarast

2018 ol g
Hang Song Bank Limited
Fropormon of awadarsip ntarasts and woteng rights Mald by non-contolling inbemiste aI7.86% 37 BT
Higm Higm
Prodit ot nbutabla 10 non-conirollng Nt 9,144 1519
Accumulsted non-contioliing mteiests of the subsidmry 548,750 hal O3
Drndands paid to non=contrallng otemests 5,068 4 552
Bummarsad Tranaal sfarmation [befoie ntra-geoup akminatans|
= 1orhal pesate 1,571,297 1,478,418
= tatel labilit=e 1,409, 150 1,328,550
- nat opambng mooma Belomn loan mpromant 41,4593 95,458
= profi for S vear 24,188 20,002
= athar comprahsngss ingama Tor the yaer 400 o080
= totel compabansva mooma for B vanr 24,588 28073
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15 Interests in associates and joint ventures

oOoOooodn

Associates
2018 2017
HE$m HE§m
Shars of nat aassts 139,052 TaE0ETD
Caadwll 3857 4071
IFnpaETarT [ [FE]
At 31 Dac 1 QEEH Taa My
The abova balance rapresentad the group's interasts in aszociates.
Principal assocmte
The group’s interest in isored
Place of incarporation share capital
Bank of Cornmuncatons Co., Lirited Paople™s Repubhe of Chene 15 00%

Bank of Communications Co,, Ltd, 15 listed on recognized steck exchanges, The fair value represents valuation based on the quotad
rarkat prica of the shares hald {Laval 1 in the fair valus hisrarchy} and amounted to HEK$88,086m at 21 Decarnbar 2012
{2017 HK$81,987m).

Bank of Communications Co., Limited {'BoCom’)

The group's investmant in BoCom is classified sz an associate. Significant influence in BoCom was established vis reprezentation on
EoCom's Board of Directors and participation in a Technical Cosperation and Exchanga Programme ( TCEP'), Under the TCEP, & number
of HSBC ztaff have bean seconded to aszsist in the maintenance of BeCom's financial and oparating policies. Investmeants in associateas
ara recogniced uzing the equity mathoed of accounting in accordance with HKAS 28 wheraby the invezimant iz initially recognized at cost
and adjusted thereafter for the post-acquisition change in the group’s share of BoCom's net assets. An impairment test is required if
thara is any indicatien of impairmant.

Impairmeant tesung

At 31 Decarnber 2018, the fair value of the greup's invastmeant in BeCom had bean balow the carrying ameount for approximataly
80 months. As a result, the group performed an impairment test on the carrying amount, which confirmed that there was no impairment
at 31 Decamber 2018 a5 the recoverable amount as determined by a value-in-use {VIL'} calculation was higher than the carrying value.

A
31 Dec 2018 31 Dwt 2007
Carrying Fair Caiming Faes
wiu ‘vl whluE Wi Ll LeLTh
L Hi§tn HH4bn HH§tn Higen HIgon HitSon
Bl orn 141.3 1396 [y T 2 1417 o2

In futura pariods, the VIU may increace or decraaze depanding on the effect of ehangas to model inputz. The main modal inputs ara
described below and are based on factors observed at pericd-end. The factors that could result in a change in the VIU and an impairment
include a chort-tarm under-parformance by BaCom, a change in regulatory capital requiraments, or an increase in uncartainty regarding
tha future parformance of BaCoem rezulling in a downgrade of the future aszet growth or profitability. An increacea in the discount rate as
a ragult of an increagze in the risk pramium or risk-free rates could alse result in & reduction of VIU and an im pairment. At the peint whera
the carfying valus excesds tha VIU, impairment would be recegnized.

If the group did not have significant mfluence in BeCom, the imvestment would be carned at fair value rather than the current carrying
valus.

Baszes of recoverable amount

The impairment test was performed by comparing the recoverable amoun of BeCom, determined by a VIU calculation, with its carrying
armount. The VIU ealzulation uses diccounted each flow projectionz bazed on managemant’s bact astimates of future earmings availabla
te erdinary shareholders prapared in accordance with HKAS 36. Significant management judgement iz required in armving at the best
estimate. There are two main componants to the VIU calculation. Tha first componant i management's best estimate of BoCom's
sarnings which iz based on managemeant's axplicht foracasts aver the chort to medium tarm, This resulis in foracast sarmings growth that
iz lowver than recant historical actual growth and alzo reflacts the uncertainty ansing from the currant sconomic cutlock. Earnings bayond
the short to medium tarm are then axtrapolated in perpetuity using a long-tarm growth rate to derve a terminal value, which comprizes
the majority of the VIU, The second compenent iz the capital maintenance charge ('CMC'} which is managemaent’s forecast of the
aarnings that nead to ba withheld in ardar for BoCom to maat regulatory capital requiremants cver the forecast pariad (i.e. CMC iz
deducted when armiving 31 management's estimate of future sarnings available to ordinary shareholders). The prncipal inputs to the CMC
calculation include estimates of asset growth, the ratio of risk-weighted assets to total assets, and the sxpected minimum regulatory
capital raquiremeants. An increace in tha CMC az & result of 8 change to thess principal inputs would reduce VIU. Additionally,
managemant considars other factors (including qualitative factors) to ensure that the inputs to the VIU calculation remain appropriate.

Key assumptions in value in uze calculation
We uzed a number of assumptions in cur VIU calculation, in accordance with the requirements of HEKAS 36

* Long-tarm profit growth rate: 3% (2017 3%) for percds after 2022, which dees not excesd forecast GDP growth in mainland China
and is conzistent with forecasts by extarnal a nahysts.

* Long-term asset growth rate; 3% (2017: 3%} for paricds after 2022, which iz tha rate that acceis are axpacted 1o grow to achieve long-
tarm profit growth of 3%.
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* Dizcount rate: 11.82% (2017: 11.85%) which iz based on a Capital Asset Pricing Model [('CAPM®) calculation for BoCom, using market
data. Managemant alzo comparas the rate derived from the CAPM with dizcount rates from axternal sources. The discount rate used
iz within the range of 10,4% to 15.0% (2017 10.2% to 13.4%) indicated by axtermnal sources.

* Loan impairment charge as a parcentage of customaer advances: ranges from 0.73% to 0.79% (2017; 0.66% 1o 0.82%) in the short to
madium-tarm and reflact increazes dua to the US-China trade tensione. For pericds after 2022, the ratio iz 0.7% (2017 0.7%) which iz
clightly higher than tha historical avaraga,

* Rizk-weighted assets as a parcentage of total assets: B2% (2017: G2%) for all forecast perods. This is slightly highar than BoCom's
actual results and slightly lower than the forecazts disclesed by axtarnal analysis.

* Cost-income ratio: ranges from 38.7% to 39.0% (2017: 37.1% to 38%) in the short-to medium-tarm. This iz consistent with the
forecasts disclosad by external analystis.

* Effective tax rate: ranges from 13.8% 1o 22.3% (2017 18.2% to 22.5%) in the short to medium-term reflecting an expected increass
towards tha long-tarm assumption. For periods after 2022, the rate iz 22.5% (2017: 22.5%]) which i slightly highear than the hictorical
Bvaraga.

& Regulatory capital requirements: Capital adequacy ratie; 11.5% (2017 11.5%) and Tier 1 capital adequasy ratia: 9.5% (2017 9.5%),
bazed on the minimum regulatery requirements.

The following table chows tha change 1o sach key aszumption in the VIU calculation that on ite ewn would reduce the head room 1o nil;

Hey nasumption Changes to key sstumption to reduce besdrosm o nil

# Long-mrm peofit growth rate

Long-term asset growth e

Discount rate

Loan impasrment charge 83 8 percentage of cusiomar advances
Riskc-wnightied mssots 08 o percentage of toml assets
Costincome rato

Long-wrm effective @x rate

Reguiatory capital requirsments - capital adequacy mbo
Regulatory capital requirements - bier 1 capitel adequascy m1o

Dacrease by 10 bazis points
Incrense by B basis points
Increase by 12 basis ponts
Incrense by 2 basis poant
Incronse by 68 basis points
Increass by 37 basis ponts
Incrense by B2 basis ponts
tncrense by 11 basis ponis
Increase by BB basis points

LI I L
- R A R

The following table further illustrates the impact on VIU of reaconably possible changes to key assumptions. Thic reflacts the sansitivity
of tha VIU 1o sach key assumption on fs own and it i possible that mors than one favourable andfor unfavourable change may ocour at
the zame time. The selected rates of reasonably possible changes to key assumptions is largely based on external analysts’ foracasts
which can changs pariod 10 period.

Favourable change Unfavourasble changs
Inecrenza in VU viu Drecrease in VIL Wi
i HK §n HH§bA bsps HE§ba HH$Bn
At 31 December 2018
Laag-tarm pralit geawlh rde + 100 202 1681.5 -10 1.7} 130.8
Long-tarm st growth fate -10 2.0 143.3 +100 21.7) 118.8
Discourt mts =142 254 1667 +28 {4.01 137.3
2018 to 2018 1o
0E2: 02
0.70% 0.83%
2023 2023
onwards: onwards:
Loen impaiamant charge ap o parcentaps of custom e advendes 0.55% 7.0 148.3 0.77% {7.9) 133.4
Rai-waighted nesats mn o parcantage of tote] assats =1 48 Aad 1454 +8a (21 130
Cost mooma ratio . =180 o8 150.1 +200 [REFE: ] 1304
Lang tarm affactve tBx raba -280 "3 1486 +=250 {4.6] 138.7
Eamings in #0112 medsum teim - compound snrusl growth reta’ +204 122 1535 368 9.3 1214
Regulatony capstal luqulll'l'l'\-hl'ﬂ-! - capital sdaquecy rato - — 141.3 =258 {39, 4) 101.5
Ruguintery capstnl regquirements - tiar 1 copitl ncegquncy rets - = 141.3 +243 25.2) 11861
AL 31 Dacambar 200 F
Long-tanm profit geowth mts + 300 &6 o4 ¥ - = 1433
_‘lﬂ;-tnrfn nsEal growth mta 20 ] 147 4 +200 EE 4] Bra
Dracourtt mits -5 &7 148 2 +E5 95| 1357
2017 12
2T 020
2020 0. % 0 809G
201 bt
orvwmnda. armwards
Loan impaisment Shargs 68 0 parcantogee of cumtomar sdvancss 0 0% i1 T4a 8 077% oo 1232
Rekwaighted nesats se n parcantage of totel aosets B0 18 1454 ] 114 143 3
Cost-incoma roto 173 1.7 1649 - - 143 E
Leng termn efficteee tax reta 120 P 1467 +2B0 1521 1RO
Emmngs i st i madsim e - compound annue] giowth 1ota’ +£86 240 1662 ~311 8.1 1151
Refulntiny Shital fMauiements - capitel Adaguasy bl = 1432 +ad bl 38 ]
Ragulntony coptnl Mguirsnents - Lar 1 gopinl ndeguasy o £ 1433 +d34 27 1163

T - Bagecd £n Mmanag e s Aopibod Iracase ovilr Die Shovt 30 msolinTy-2erm
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Censkdenng the mterrelationship of the changes set out in the table above, management estimates that the reasonably pessible range of
VIU iz HK3121.4bn to HK$152.5bn (2017 HKS115.1bn to HK$165.2bn). In 2018, the range i bazed on tha favourable/unfavourable
changa in the earnings in the shon 1o medium-term and long-term LICs set cut in the table above. All cther leng-term assurm ptions, the
discount rate and the basis of the CMC havae bean kept unchanged when determining the reasonably possible range of tha VIU.

Selected financial information of EoCom
The statutory accounting referenca date of BoCom iz 31 Dacembar. For the vear ended 31 Decembar 2018, the group included the

associate’s rasultz on the bazis of financial statemants made up for the 12 menths 1o 30 Saptembar 2018, but taking into account tha
financial affect of significant transactions or events in the period from 1 October 2018 10 31 December 2018,

Salected balance chast information of BaCaom

A0 S
2018 217
HKgm HEm
Casih aewd balancok at centrel banks SE2 268 1,141 .2'5?
“’Lmr!u and adwances 1o banks and othes Tirencal netibubons w06, 561 a0 283
Loane and st b CuBlomars 5,360,339 8173210
Gthar finengil nagats 3,196,602 07208
ittt mesats 332,795 ABHED
Tatal ssasts 10,698,945 10,758.557
Dapoaits by benks and othar Teencsl ot subons 2,384 086 2850142
Customas socounts 6,457 118 & R4 SR
Dbt Tirmnca| habiltas 743,278 [EF 143
bt leaknl it i 264,560 254 525
Tatal linkilities 9,909,040 404553
Total squity’ 789,525 B2 004
T Doas 50 B adbpbon of MRS 5 the sqoudy balance of Bolom: as ab T daneay 2078 wos rectnosd By MGDST, 6F2m:
Reconciliation of BoCom's net assets (o carrying ameunt i the group's censolidated financial statementis
AL 30 S
2018 17
HHfm HIKSm
Tha gioup's svarg of ardnary gharahaldans” aguty 135,871 137,768
Goodwll 3,753 3,950
Carrying amount 139,624 141,727

Salected incomea statement information of BeCom

Far 1ha 12 monbe endad T Seb

2018 2017
HHSm HEm
Bal e neome 151,223 1 46,550
Bt P e ST I BBRIN BT 48,943 &840
Changs in epacted credt lossesd loen mpesmant changes l-“,,.ﬂﬂ} [ &00)
Dapreceton and smorhsation {6,012) [ 10, 4E0)
Tex axpanss (12, 178) 112,411}
= prodit for Bl yaar Br 22 80172
= atfiat comprabsnsye icoma 1,400 (4. 8E80)
Tatal comprehwnsive income B8,612 T2
Dmvicands recawad from Beliom 4,792 4401
Other associates
Summarizad aggregate financial information for all associates excluding EeCom
AL
31 Des 31 Dae
2018 g
HHSm Hidm
Camying valua 3,261 2530
Tha growp’s shane of
= totnl nasats 7618 ]
= botsl lebdtma o, 061 L]
= profit or oas from continuing oparotons w7 180
= folal compiaarieve RoomE T 150
Oithit a0 falated 10 AveRimant i an assadats
= Impairnent of an sEpocaby 24 24

At 31 Decernber 2018, the group's share of associates’ contingent liabilities was HK$319,469m (2017 HKE303,541 m).
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16 Goodwill and intangible assets

Goodwill and intangible aszats include goodwill arizing on business combinations, the prasent value of in-force long-tarm insurance
business, and other intangible assets.

2018 2017

HHEm Higm

Goodwall 5,932 f. 146
Prasant wkos of m-fores longtetm neutane BUBN &S agnae AdER
Othat intangbla aessts 10650 BI1E
A3 Dec - 65,104 60,665

The present value of in-force long-term insurance business

When calculating the prezant valua of in-force inzurance business ("PVIF'), expected cach flows are projected aftar adjusting for a variaty
of agzurmplions made by aach inzurance cparation te reflect local market conditionz and managemant's judgemant of futura trands, and
uncertainty in the underlying assum ptions is reflected by applying margins (as opposed to a cost of capital methodelogyl. Varations in
actual axpariance and changas 1o ascumptions can contribute to valatility in the razultz of the incurance bucinese.

Actuarial Control Committess of sach kay insurance entity meat on a quarterly baziz to review and approve PVIF aszumptions. All

changes to non-economic assum plions, ecancmic assumptions that are not observable and model methodology must be approved by
the Actuarial Control Comm ittes,

Mowamants in PVIF

&y
HKgm
PVIF ot 31 Dec 44077
Impact on tranefion o HCERS 2 =
PVIF &t 1 Jan 44,077
Changsa in PVIF of long-taem irdursnse busnasa 5
- walua of naw business wnitan dunng tha year EEGY
= apchad ratum F5E7
= skpatisncs wedisnce s |1E0
- c!'\-;nn; i oparalr] sEsumpiong |t 685
= AEETIANE raburn varsnsas oo
- SHBRgaR N IMEBImant sasurnalione 1nra
~- athar aduatmens 5
Exchange deffarences and other 258
PVIF &t 31 Dec 44 531
Key assumptions used in the computation of PVIF for main life insurance operations
Economic assumplicns ans set i a way that is consistent with observable market values. The following are the key long-term
assumptions usad in the computation of PVIF for Heng Keng, baing tha main life insurance oparations:
Z018 i g
e ]
Waighted svaraga nek fron mis 228 FRir)
Waghted aviraga nak dscount reta 5.80 620
Expanss nélation 300 3.00
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17 Property, plant and equipment

Movamaent in propery, plant and squipment

2018 a7
Land and Investmant Land ana IEtmant
Lmiibdings propertes Equiipiment buiktnge PropaTias Equiprmant
HHger HHgm HE$m Higm HEEm g
Cost or valiahon
Ax 1 Jan H7.819 12,617 22,817 o5, 134 10,623 22008
Exchange snd othar sdpsstmants (497 1 {342) B2 i &5
Additans 271 278 1,097 &6 — 2252
Ciaponls [361) - {543y | - 22541
Tmnatars {11,126 (463} - 5,108 - -
Eliminateon of aocumyinted dapraciaton on revaleed knd
end buildngs 2,613 — - [ 053] - -
Surplus on rvaluation 10,626 39 - 9475 140 —
Rapinsadizatong 118 (196) = 16041 7 -
At 31 Dac 94,037 12,875 22,728 41619 12617 2287
Acpumulntad daprecintion
210 - 16,307 163 - 150465
@ - @51} 7 = =)
2,643 = 2,043 2578 - 1,972
es - 1612} [a0E] - 12180
Ehmnatsan of adcumuleted dapradiabon on rvaleed bnad
and Buldngs (2,813 - - i | - -
A 31 Dec 73 - 17,487 20 = 16307
Pt book valus at 31 Dac 83,964 12,875 G241 a7 402 12817 610
Tatal at 31 Dec 112,080 116,528
T Cuvang JOTF aad 2018 drtan profdniuad v e anst /i Mty il 35 frl oFf Wi Factuiny and’ Redok b B I ol ool 48 B Rapce ! of Desc s of figa M-IT

Tha Bakiocd raprisan i b cannoang vakod of dhass feogar b an tha oa i of fanabe

The carrying armount of land and buildings, had they bean stated at cost lesz accumulated depreciation, would have baan as follows:

z018 anr
HEEm HEEm
Cont leess mccumulsted deprecmtion 18281 18,068

Valuation of land and buildings and investment properties

The group's land and buildings and investmant propariaz weare revaleed in Nevember 2018 and updated for any material changes at

31 December 2012, The basis of valuation for land and buildings and investment propertias was open markel value, depreciated
raplacemant cost or surrender value az noted in note 1.2(k). The resultant values are Level 3 in tha fair value hiararchy. The fair values for
land and buldings are determined by using direct comparison approach which valuas the properties in thair respective axisting statas
and uses, assuming sale with immediate vacant pessession and by making refarence to comparable sales evidence, The valuations take
inte aceount the cheractariztices of tha preparties (uncbzansable inputs) which include tha location, siza, shapa, viaw, floor level, year of
completion and ather facters collectivaly, The premium or discount applied to the characterstics of the properties is within minus 20%
and plus 20%. In determining the open markat value of investment propertiss, expected future cach flows have been discounted to their
prazent valuez, The net book value of 'Land and buildings' includes HK$8,374m (2017: HK$8,853m] in respact of propartias which ware
valuad using the depreciated replacement cost methed or surrender valua.

Valuation of land and buildings and investmant proparties in Heng Keng, Macau and mainland China wera largaly carriad out by
Cuchman & Wakefiald Limited, who hava racant axparianca in the location and typa of propertiaz and who are mambars of the Hong
Keng Institute of Surveyars. This represents 93% by value of the group’s properties subject to valuation, Other properties wers valued by
diffarant indapandant profazsionally qualified valuars.
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18 Prepayments, accrued income and other assets

08 R

HH§m Hkgm

Prapaymants and sccruad incema 27897 2454
Bullion 50,058 44,555
Accapioncss and endomaments 44,301 JEIH
Ransurers’ shem of hebilibes undar nsumnce contmets inote 4| 17,782 16,1
Currant imx sapats 18517 2865
Satthirriant accournte™ | 23,683 NiA
Caph colintars! end meigm recanmblas 30,378 LTy
Jther angats 34,223 J4 476
AL 31 Dee'” 229,943 156,511

T SatpiamnanT Soo0cids W recisiied o Tradhng sy’ 0 00 asssts on T Avarary J0T8 m sozondaacs Wit FIFRS 3.
2 Saphrant aconunts, Sl collileral dvd manpan recasyabins were rechisoiied o Elaaings with and advances fo Baaks” ang Loans andf 3AAncas i cosnedes” B O Jees’ oy
T davardvy J318 Thes reclissaicabon & 5 Badher rafec! bha nris of Made Mfnces and ecsne consmiancy of Drddatabon Comparaliess S nol b reethbg

Prapaymants, acerued incoma and othar azzets included HK$159,483m (2017: HK$93,610m) of financial azsatz, tha majority of which
ware measured at amentised cost.

19 Customer accounts

Customer accounts by country

2018 a7

HK§m HKgm

Heng Keng 3,797,807 ATE6EET
Mniriand Chess 358,026 AT
Singepora 331,479 231 E48
Mhumtrnlin 161,726 167565
India 111,287 103,284
Mnlayme 108,889 108,628
Tanwmn 106,537 106,163
ndonasn 29,843 Fa07
vt 202,052 215584
At 31 Dec’ 5.207.666 6.1 56272

T Sstmamont S000cns, el Colanes’ and mavpan Daya bias e mecipenla’ o CUsinm Roonenais ' o Dnhee iehddes” an 1 faaany 2005 T raca oo o i et refiac the
Fradrsd of Mk Balances g ansrd consaieecy of prasanfbon. Covnparyivas hive nol boean rasfabed

20 Trading liabilities

) any

HKEm HiEm

Dapesits by banks™ 1162 G.564
Customar pecounts 773 11750
Dabt secuntas in |n-..|q:' - 20,768
Mgt shoek posiong o Seoirtees 78259 fredirt ]
At 31 Dec 81,1594 231 365

T Dapests by Banks” 5 Cus o Soooums sncioh rapoe; SIxk Swaling and oeher B

F  Sattismaent aocounts, cish colatea and map paya ble nckicled wethin Daposas by Beks’ and Cusimer 3o00unts’ Wens rectissiad from Trading labdtes” I \Other Sabdiias’ 50
1 favarary SO0G. This rechsifeaton & i bedn raflac b ARtwe of Dess BARAces 1 Grsirs Consmoncy’ of Iresentimn. COrnparairms Sive Hor Dee s

3 Famanceal Sabaites WRioh CORam Bodh GapoeT o dumEtve CONEOnan T W reciated o Trading Srbdtes’ o Frnance! Sebabes @t ek on 1 January ZTE,

e
This rechaaiialion 55 o ballar Jign with tha Crosanfation of srmallr Menc metrunants by s 0 theralve prowats mrors relivant informalion abou! The 6ifect of D fnanca
belrDe G B QYOS ARG PCRAN 303 PRrTAnS.
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21 Financial liahilities designated at fair value

Fiall a7

HHfm Hxgm

Capoaith By Dadika ard SUBIE §f BESHLME' 82,138 B

Dbt escur e i iU 42,369 1.0

Lyl sl 1 Sudbomade urdad Pmatment sorimets 36,638 268

A 31 Dac 1#'!‘-11-3 492?3
P Fanancd Gabeiee sefie2h Contany bonh gspol and @i W ) raCtpesen o Thackog fadeova” iy Fnandsal b delvvs MMMNM vl on T fanvany J0T5
s rochasnmcalon & i balfor abpn wiith Do o of samalar fin Fany By pas g Horetong Lr=g W abew! D affic! of thess fmancs’

AL O [ GVEWE'S AR PORie Fod Dl manca

The carrying amount of financial labilities designated ai fair value was HK32,232m lower than the contractual ameunt at maturity
{2017 HK327m higher). The cumulative gam in fair valus annbutable 1o changes in credn rick was HK31 77m (2017: HEK3Em loss),

22 Debt securities in issue

2018 a7
HHEm HE§m
Eoncdn Brvd e Lirn -0e nms o ke 75,980 B92EE
Cithas debt seourties n igegg 24,62% 10,853
Tatal debt securt ez n lsaus 100,60% 0,163
Includad within
= tradng labilitas note 20] - 20, ]
= finarcal lebilibks dampneted st o wvalus note 21) {42, 369 [11.040)
At 31 Dac 58,238 B84
23 Accruals and deferred income, other liabilities and provisions
2018 2H1F
Wt HKgm
HAccnuals and daferred seomes 26,932 ¢5I\:ﬂﬂ..|
Accaptances and andorpamants 40,436 a6 730
Za ttlerrient ascourte 37,833 MR
Cagh coliataral and macgin poystiss’ 36,613 iy
Shinra-basad poymant isbiliy o HSEC Holdngs ple 1,523 22068
it bakddwn 47,521 &5 153
Proygions for babhltes nnd chergas 1,405 ey
At 31 Dec’ 196,665 110887

T Salemen acoounts cash ool ieral and mage payabies ween rachsated from Tradvg debdibas . Toposty by banks” and ‘Cuniormes sooounts” fo Ot bebibtos on T Aanwary
HIIE Thes raCRstiiziea @ m D raacT O o s of S065E BREVICAS Bd A0 SUE CONEnensy o Irasaiiiimn. Commnm Sns five Aol ek i

Accruals and daferred income, other liabilities and provisions included HE$124,221m (2017: HK3102,902m) of financial liabilities which
wara measured al amortized cest,

Mowvamant in provisions

ﬁ:‘t.‘: DQther Tatal
HHKSm H K HHK$m
Provislens (excluding contractual commitmanta)
ALY Des 2007 192 380 572
Additons 11 469 480
Arnaunts whissd A7) [ )] 18y
Lnigad mm ounts favarsed 37} B3 {120y
Exchangs and othar mowimants 5 135 (30
A 31 Dec 2018 74 540 714
Contractunl commitmants’
A2 31 Dec 2017 54
Enpact on treemibon to HKFRS § 487
Bt chongs N axpated Sl Ies provaon 150
A1 31 Dee 2018 L
Tatal Provisions at 31 Dee 2018 1.405
T The contractual couransnan s provrsnn ar 31 Dectmbar 2007 raprasaning HKAS 37 prowsnons on off-talnos shast e o S and 6, Mo WPl apec e Craab!

ok e Provded IEwang Dradston o HEFRS 3 e T sk 2018,
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Movamant in provisions (continued)

Raginactanng

COEE Othar

HKEm HiCEm

A1 Jun 2007 TBE oA
il Rl — —
Amcunts utisad [0 ]
LTI'-;JNd u-r*:lljll"al v . _FIMEI f1IIEIE;I
Exchangws and otfwd movermants e 14
A3 Do LE £

24 Subordinated liabilities

Subordinated liabilities issued to third partias measured at amertized cost consist of undated primary capital notes and other loan capital
having an original tarm to maturity of frve years or more. Suboardinated liabilities issued to Group antitias are not included in the balow.

z0e 2017
HHEm Higm
USFm Undated flogtng rote pnmary copiial notes 3132 2,128
_MEII&H Fooed rate 15054 subordninted bonds due 3037, callebly from FICFA S48 SE4
At 31 Dec 4,081 &.000
T Tl saneeded (o o thd MVREDGr 5.05% camabes subordwatel bond ot 2027 wal morases By 19 from Novernber 2022
25 Preference shares
Irradeamable preferance sharas, issuad and fully paid
2018 2017
.......... Higm HESm
At Jan 21,037 2E5E
Radeimiad | bought back during th year {20,975} B 022 ]
Exzhiangs and ot rivdnimants 3% T80
At 31 Dec 38 24,037
————

Tha praferance charas waers iscuad at the than nominal valua, and may ba radaemed subject to 30 days’ notice in writing to charaholdars
and with the prior consent of the Hong Keng Manetary Autherity, In the svent of redemption, helders of the shares shall be entitled 1o
racaive tha issus prica of US$1 par chara held together with any unpaid dividends for tha period cince the annual dividend paymant data
immadiately pracading the date of redamption, subjact 1o the Bank having sufficiant distributable profite, The holdars of the preferance
shares are antitled to one vote par share at sharehaolders’ meatings of tha Bank.

2.478m of iszuad non-cumulative irredeamable praferance sharas wara fully bought back during the year (2017: 775m) and thare wera no
remaining balance of issued non-cumulative irredesmable preference shares at 31 December 2012 (2017 2,478m). The preference shares
are ne longer in issus.

200m of issuad cumulative irredeaemable prefarence shares wara fully bought back during the year (2017: nil) and thare warm no
remaining balance of izzued cumulative preference shares st 31 December 2018 (2017: 200m). The praference chares are no longer in
issus,

There was INRB70m (2017 INRE70m) of authorised preference share capital, comprising 2.7m compulsorily convertible preference
shares ('COPS’) of INR100 sach in the share capital of a subsidiary, HSEG InvestDirect Securities (India) Private Limited ('HSBG

| mwvect Direct’}, The CCPS wara iszuad and fully paid in 2005 at a nominal value of INR100 each. Thasa charez may be convertad into fully
paid squity shares of HSBC InvestDirect at any time after one year to 10 years from the date of allotment of the CCPS by written notica.
Tha conversion shall ba made at par or premium as may ba detarmined by the Board of HSBC InvastDirect at the timea of the convarsion.
Tha CCPS shall carry a fixed dividend of 0.001% of the face value per annum, After 10 years following the allotment of the COPS, all
outstanding CCPS zhall ba convertad at par or pramium as may be datermined by the Bcard of HSEC InvestDirect at tha tima of the
convarsien. HSBEC InvestDirect did not convart any CCPS during 2018 (201 7: nil). The number of iszued CCPS at 31 Dacamber 2018 was
8.7m (2017: 8.7m), Mo CCPS were ssued during the year (2017 nilp,
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MNotes on the Consolidated Financial Statements

26 Share capital

2018 17

HHSm HXSm

Ppid up sharo capdal in HKS 116,103 116,103
P wp share cepdal in USE ' 56,232 35257
At 31 Dac 172,335 161,360

Qrdinary shares izsued and fully pasd
2018 2017

HHEgm Musmibser HKgm NumD T

AL T Jan 151,360 45,440,991,798 114550 45, 743,451,756
Shinren mamd duning tha yasr - - 1784 BE T B0, 000

Redamplion § Bought back of prafanencs shans 20,975 - ab ey =
At 31 Dae 172,335  46,440,991,798 161380 46.440.951.756

¥, Fosd op shas capetal v LISE reprasants Drafeancs shanss wfiesh Ao baan manerad o Boopht back e papment ool of oinbidie prodts and for wihaal tha amount was ansfrnad
Sreurn ral e B RAE B S SRE R SCcnr it Wil Dha PR o UG Coriaies Croiedace

During 2018, no new ardinary shares wers issued (2017 658m). The halders of the ordinary shares are antitled 1o recaive dividends as

declared from time 1o time, rank equally with regard 1o the Bank's residual assets and are entitled te one wote per share at sharsholder
raatings of tha Bank.

27 Other equity instruments

Othar equity instruments comprise additional tier 1 capial instruments in issua which ars accounted for in equity.

2018 217

HiKgm HEEm

USE7.000m Flostng reta parpatusl pbordmeted loen, callabla from Dac 208" 7,758 T.TEE
USSA0m  Flostng refn parpetus! subordaated losn, calinbla from Dac2018" 6,98 B
US5500m  Flastng rafs paspetunl sbardsmted loen, callabla fram Moy Fliviy 7,048 -
USSH00m  Flastng rate pacpatusl suBiardaated losn, callabla from Noy ey BRI -
USS700m  Flontng rote parpetunl subardeated loen, callable from Das 2085° 5,481 =
USSE00m  Flasing rala pacpatus! siardawmied l68n, callabla from Noy 20ed” 4,658 =
14,007

At 31 Dac 35,979

Irdanast FB0G OF 00 e LIS ol LIBOR plis 5. 005

it rale af Ses roonths LS oolar LIBOE ples 3619
Pedanast (A BT Sus Apanthe [0 ohdlr LIBOE gl 4 35%
Irdarnsd rate af e rronfls LS oolfar LIBOW plus A 529

o s

The additional tier 1 capital instruments are parpetual subordinated loans on which coupon payments may be cancalled at the sole
discration of tha Bank. Tha subordinated leans will ba writtan down at the paint of non-viability on the cccurrenca of a trigger event as
defined in the Banking (Capaal) Rules. They rank higher than ordinary shares in the event of a wind-up,

28 Maturity analysis of assets and liabilities

Tha following table provides an analysis of consolidated total aszets and liabilities by residual contractual maturity at the balance sheat

date. Thezs balances are included in the maturity analysiz as follows:

= Trading aszatz and liabilitias (including trading derivatives but exeluding raverse rapos, repos and dabt cecurities in izsua) are includad
in the 'Due not more than 1 month’ time bucket, because trading balances are typically held for shornt perieds of time.

* Financial assets and babilties with ne contractual maturity {such as equity securities) are inchuded in the ‘Due over S years’ time
bucket. Undated or perpatual instruments are clazzified bazed on the contractual notice pariod which the counterparty of tha
instrumant is entitled to give. Where there is no contractual natice period, undated or perpetual contracts are included in the
‘Due ovar S years’ time bucket

* Mon-financial azsets and liabilties with no centractual maturity are included in the "Due over 5 years” time bucket.

* Liabilities under insurance contracts ara included in the "Due over 5 years’' time bucket. Liabilities under investiment contracls
ara claszified in accordance with their contractual maturity. Undated investment contracts are included in the ‘Due over 5 years' time
bucket, howawver, such contracts are subject to surrander and transfer options by the policyholders.
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Maturity analysis of assetz and labildies

Due over Dueover Dus over
Dueover 1 Dusover 3 Bmonths 9 months 1 year Dusover
Faivth bt meiths  but not but not bt ot 2 years

Dusnot  mot morne bart mot mors mare mors but et
more thani than 3 more than than 9 than 1 than 2 more than  Dus cver 5

i months & mestha months yoar yoars 8 years YRS Toisl

HEEm HHEm HKSm HELfm HK$m HeLfm HE§m HE$m HKSm
Financial asaets
Cash and sight balencas st central banis 205, G50 - - - - - - - 205,660
ttama n tha cowss of collacton from othar
bk 25,380 - - - - - - - 28380
Hong Kong Govammant cart ficetes of
ndsbtadnass 20, E54 - - - - - - i 2E0,854
Trading sEsata 554, 005 1,350 1,723 - - ard - _— 558,838
Darmmtnves 291,518 jix] 117 247 17 324 e 248 292 B69

Financa! sesets dessgnated snd otharaas
macsidatonby meseisd ot far velus Birough

peodit o koks 9,308 24 1.108 615 1121 3,839 11.210 105,634 132,858
Rrevared rapaichodd sgrements — non-
redng 250,550 87,93 15,059 4,326 7 37,582 3,000 = 406,327
Pimcngs with and advences to banks 177,476 56,118 178645 11,374 18,247 22,812 28,835 6.320 AI3E, 151
Losnas and schwancas to custom ers 838,718 323,164 268,711 159,123 145495 350,859 TET.A23 75,309 3,528,702
Financn] rivastmants 235,488 405,358 185205 84,225 75210 218,508 297,627 365,407 1.871.028
Amcunia dus from Groug compon s 63,150 BATT 549 28 - 2 149 - TOA55
Accrusd meomas snd othar Toancisl sepsia 102,451 33,4952 14,830 2,189 1178 1.071 584 3678 158,483
Financial asasta at 31 Dec 2018 2,835,446 918,012 S05271 262,127 250,039 636,067 1,107,046 1,356,596 7,870,604
:'.:?-" -anc-.u_:ilﬂh_l_ . —_ - - - - - - 202 850 3032 850
Total aszets at 31 Dec 2016 2,835,446 918012 S05271 262,127 250,038 636,067 1,107,046 1,749,448 8.263.454
I|c\'-gv;":'¢::g: cqurrmcy’rul.ol i i rdu It 200,854 - — = =5 ph i = 280,854
;:ﬂk:n tha courss of trenemissson to othas 33,808 = = i = = = =
.Eia:ulr.l.:l'lan agream ants - o redeg 83,273 T23 1,159 4,555 GEa - - — Fo2T7A
Dapoaste by banks 154,95 2,415 3,923 2,018 1,260 53 a0 — 164,664
Cuagtomar Bocounts 4547352 342384 150,739 72,992 61,663 16,011 16,570 75 5,207.668
Treding habilmhag 1,154 - - - - — - - a81,194
Darsmtnag 294,112 304 157 250 207 209 34 - 295553
Firancal labdtes deagrnted af fair valus 22,524 23,447 21,021 7,873 10,014 18,541 18,314 39,409 161,143
Dabt pacuntbas I 1 2,831 6,287 2,810 59 518 15913 19,053 3184 58238
Amnourits dus 1o Breu compans § 120,904 93,361 1,299 S0 27 15 TI.508 103,323 I96. 487
Acseruats arsd athad Trsdses| halhd Mag 115,535 40,554 16,241 3,543 4423 1.718 1,154 710 184221
Supardrntad labinse’ = = = = = = 948 3,133 4,081
Prafarance sharea - - - - - - - a8 a8
Total fimancial liabilities at 31 Dec 2018 BI17.104 509,695 204,349 a2.139 78,682 B2 460 1338947 149,912 6.938. 287
Non-fmancal isbilites - - - - - - - 512,252 512252
Total lisbilities at 31 Dec 2018 B.717.104 509,695 204,349 82,139 78,682 52,4680 133,947 662,164 7,450,534
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MNotes on the Consolidated Financial Statements

Maturity analysis of assets and liabilitins' {eontinuad]
Duscwer!  Busovard  Duaowar Dhs e 2
month but montheibul  montebut  Dusoved 3 Do ovar 1 aars bul
Dusnot pormers  notmors notmons  monte ol warbotnot  notemoes
{Represanted] oy than | han 3 e 5 w8 Aot A Mo than 2 s Duiaovar B
mondh mong it monme  than T yaa PR yaBm L] Tatal

HEgm Higm HEgm Hidm HXgm HKEm HEgm HKgeny HiEm

Francial amsats

Covihr and migint balsnces ot cantos| banke 208073 — — — = — — — 208,073
ama n tha courss of collachon from othar
banks 2514 - - - - - - - %014
Hong Kong Govemmant carbfioates of
it adnaa 2BTATL - - - - - - - 287174
Tinding sibate 432,178 4921 135 — - - — —  A9R.And
Darvatvag 295553 BT 503 Fad 178 758 1,467 183 300243
Frsncinl amsats designatad st fair valse 1,148 a4 1E1E 1188 A5 31680 1833 107,047 122 BdE
Renversa repurchoss sgresmants = non-trading FAFEEN B2 0R0 Lo 2,433 T EEL 5872 o2 B4 - 220 B0
Pacings with snd sdvancas to banks AER ARG T4 040 20,004 10,208 734 14,877 e, o B,E13 A 00
Loans and sdvasnocis o customars ERE, 101 916,153 227 B 145,786 1BEIST e g BTE 248 B12, 7068 308 200
Frmncial marmants 206 BET aE1, 78 187,083 w11 9127 188,118 JO3004 202 1 7RATN
Arnouris dus Trom Group companes FL 151,748 100 6 i A45 110 an i
Aconugd o and othar inanzal sesas A5 G84 FRlr] 10,753 1,810 ] AE 362 FaL] FE1D
Frnncinl asats o1 31 ez 2017 2TT0ET4 SE7EED AERTEE £43 E58 plki BAJEMD  10G7ERE 1240530 7EESEAN
Bon-lrancal ol - - - - - - - HLAE Je7av6
Totnl nasata nt 81 Dac 2017 adrnara SETEED AETEE 43 EER ABEIE BALEN NOSTEEE  VEASE9E  LAANI4E
Firanacial ke das
Hong Kong currancy motse @ aeculation AT T4 - - - - - - - 267174
Hame n hs courss of Yanemsson 19 othar
banks 6,263 - - - - - - - 38 7R3
Rapurchess agremants = norrtrsdng &5, 000 2470 - - = = = - AP0
Daposits by banks 182,187 2,840 5,073 1,045 a13 a4 138 - 201 557
Cushamiar sodounts &, TET 204 217,507 94,751 a4z 207 40,162 9,458 881 74 s13272
Trading letshtins FaFEal P 2521 ] Bl 243 7,857 o 231 6
Darniitnvis SO0 4 Bl 50 prn ] B35 1,333 Ll AR G363
Frnnginl babilitsen depignuted ot far valus 198 — 2521 - - AL 1840 bR Ahzia
Dbt gacurini in Baus 1168 1637 LRz il 236 2983 LEAL 4415 )
Amounis dus to Sroup companes 115564 1918 168 27 a4 a4 ] il it 266580
Aconunds end other finencial ebitag A58 6,430 1225 250 255 aom 1046 a4 100741
Sutordnated lebitis’ - - - = = = a6 3126 A7
Prafanancss hame — - — — — — - 2,037 21,17
Francinl kabltsss o 31 Dac 2007 B,5651 545 265,987 123457 s0172 A6 254 26,524 B3, 800 164,045 §.7125642
Men-fmancal abiltse - — — — — — — EFTEIE A7388
Tatal labiliss ot 37 Dac 2007 Ew Zﬂi.‘l_ﬂ? 12_.3..4!9? EIJ.'IE -lE_.EE-l ZEEZI- B.?niﬂ:ﬂ EA1.EST ?.Wﬂﬁ

I Tha fabés ey Bl riersd 0 BIGT Wil DG Groue's Eraeniinn and compsd S Ave D raglrSedn [ 10 Sonfam 0 D o Padr s Dodean famey,

2 Tha v o sudo J 5 bysad an e sarkes? dabs an wiich the prowp /s requasd iD Cay, L6, e calable daie.
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29 Analysis of cash flows payable under financial liabilities by remaining contractual

maturities
Due betwesn
Due within Jand Do betwnaan e after

On demannd 3 months 1Z months 1 snd 5 yesrs 5 yenars Total
HEEm HHEm HE$m HHEEm HHESm HKEm

At 31 Dec 2018
Hong Kong currency motes in circulnbon 280,053 - - - - 280,854
tama n tha cowrsa of trensmisson te othar benks - 323,808 - - - IB0E
Répuichabs agroam ante - o taddg 12,492 51,59 6,464 - — FO547
Daposnte by ranks 146,159 12,019 T2l 137 = 165,536
Custorig Besounls 3,941,160 B53,242 289,185 34,197 i) 5.217.864
Tredng babides 81,194 = = = = 81,194
Darvstivas 293,073 1,579 403 1,754 - 296,909
Financa! lsbdties designoted st fsir valus 463 A6, 304 40, 458 38,723 38, 474 166552
Dabt sacuntas in iU - 8,300 12,028 A7.140 351 82,018
Amounts dus to Group companas 38,003 176,357 Bas aE 418 137817 441,170
Jthar fimsmawml fabil tas 81,833 68,515 22,377 2,850 1,184 176569
Subardnnted labiliss - 23 65 1,294 3,995 5,376
Fralarancs aaren - - o = = ag
4,875,121 1, ¥52, 954 379,224 205,513 185,681 6,998,453
Lown commitmants 1,950,955 E12,015 237 - = 2563208
Finangal guarantses 57,964 - — — = 57964
6,084,041 1,064, D60 AT70,.461 205,513 185,681 5,619,665

Ar3T Dac 207

Hiaxmg Bang curranicy mobes i oinsulaton 2ETATA - - - — LEFTITE
tarmas n tha cowss Of tensmisson b otha: banks - bS] - - - 6265
Repurcheps agreamanta - nan- tredng 11805 MRER4 - = - A% a8
Daposits by banks pLRiei] w048 457 Firg - £01.813F
Customar socowunts 4229540 MY 178,584 173006 1 5 1dd BES
Trsding linbilitios PR = - = - 201,500
Daramtvas (i 50 £1.2 1,820 1,263 £11 B BES
Fisancal balitae Samgnoted at Tef valus 188 az 2,084 BBl 5,058 &5 5aR
Dbt pacuivbas i1 188 &l 4,026 #6217 pray 4. 755 &0, 761
Ampunts dud 10 Oroud GompanKs 40,004 G514 i AGE 6F.006 113,656 UG OGS
Dkt Tirarssm| Dokl tss BRI a0 16,615 S.28T 215 97,500
Bubordneted ek« = Fa] | 1,381 9,634 5054
Prafaranoce sharas = 288 412 211 27,900 a1, 488
BAGr 024 a73,508 221,417 124,006 168,551 B, FTa 560
Losn commidments 12T B40, 726 14,457 4 BTB ar 2 481,713
Firanga! guarornaes 85 50 = = == = Bi5E
1186161 1520654 255,054 129.603 1HEL0EE 1.8

The balances in the above tables incorporates all cash flows relating to principal and future coupon payments on an undiscounted bagis
{excapt for trading liabilities and trading derivatives). Trading liabilities and trading derivativas have been included in tha "On demand’
time bucket as trading liabilties are typically held for short periods of time. The undiscounted cash flows payable undar hadging
derivative labilities are classified according to their contractual maturity, Investment contract lisbilities have been included in financial
liakilities dezignatad at fair value, whareby the policyhaldars hava the optiens to surrendar or trancfar at any time, and are reported in the
'Dua after 5 years’ time buckat. A maturity analysic prapared on the basiz of the earliest possible contractual repaymant date {assuming
that all surrender and transfer options are sxerciced) would result in all investment contracts being presanted as falling due within ane
yaaror lezs. The undizcounted cazh flows potentially payable under lzan commitments and financial guarantes contracts ara classified
on tha basic of the earliast date they can be called, Cash flows payable in respact of customer accounts are primarily contractually
repayable on demand or at short notica.
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MNotes on the Consolidated Financial Statements

30 Contingent liabilities, contractual commitments and guarantees

Off-balance sheet contingent liahilities and commitments

2010 217
HHSm HEEm

Contingdat b s and Inancal gusranias sontmote
— firarcial iuulun!u&al 57,543 BF24
- Patlomangs B oal gunrnntas’ 234,265 2312
— G cartrgent habldwe 3,416 1069
At 31 Dac 285,645 A HE B

Commtmants”

dooumentary credits and shootfem trade e sted transsctions 23,258 28 045
= forwarnd st purchasas and forsmed fonwnard dapos:te plescad 14,087 8,188
= urdmwm formel standty feilites, cradit lmms and othar comemitsbents o bend 2,525,863 2445 4668
At 31 Dac 2,563,208 2481711

T Fnpncad gUATRIGS BIG CEVITICTE AT Magne Hh SRS T ke SOaCiied PayITante i e s [he bl 1o 3 s Ancaned Dcausa 3 §EacAe aebmr fads io ke eyt
wiar dbrg a7 accorafivce with Se ongial o modithed e of 5 ol sstronsel. Tha aenounis 0 e abowes Babia s roanana Soncapal arrnts.

& PR A B G GRG0 S-S0V SO OF SOeglT e e D PRVTACLER EANERCINE RN R ST o CORDT R b ANDROUT ERoVie) RO S S Snly 00
iy bk i the o ng shipme penfymancs bond, b Bond’, shnalty iters OF chedl? and ofar ranssion ritiea QU aeleas

8 iectedes WEE L4907 Ten of corrabmants 30 31 Deoamisss 2078 1o wefush) D srpasrraal PcRor e ants oy FIARS 3 850 sppbed whsd s 11 rounp Aes DEcorss Dir Ty [0 87 arevneibis
SOV,

The abova table disclozes the nominal principal amounts of commitments {excluding capital commitments), guarantases and other
contingent liabilities, which reprasent the amounts at risk should contracts be fully drawn upon and clients default, The amount of the
lean commitmants chown above raflacts, whare ralavant, the expacted leval of take-up of pre-approved facilities. Az a zignificant partion
of guaranteesz and commitmants iz expacted to axpire without baing drawn upon, the total of the contractual amounts is not
representative of future liqusdity requirements.

It alzgo reflect the group’s maximum axpesure undar & large number of individual guarantee underakings. The ricks and exposuras from
guaranteas are captured and managad in accerdanca with HEBC's overall credit risck managament policies and precedures. Guarantases
are subject to an annual credit review process.

Other contingen liabilities at 31 Dec 2012 included provisions made in relation to legal and regulatery matiers as set out in note 39,

31 Other commitments

Capital commitments

At 31 December 2018, capital commitments, mainky related to the commitment fer purchase of pramises, were HKS7,912m
{2017: HK$7,097m).

Operating lease commitmants

The group leages certain propartes and aquipment under oparating leases. The lsases normally run for a pericd of one to 10 years and
rmay include an option to renew. Lease paymeants are usually adjusted annually to reflact market rentals. Mene of the leazes include
contingent rentals, Future minimum leasa paymants under nen-canceliable oparating laases for pramises and squipmant are as follows:

2018 FTi
HHEm HEEm

Amounia payable within
= ore yasr of s 2925 2548
= v yonrs or lass DUt over ong wesr 3,957 4477
-_ﬂ_h-_ﬁﬁn_hl\lﬁm"l 1,31 a4
At 31 Dac 8,283 boaa
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32 Offsetting of financial assets and financial liabilities

Financial azzatz and financial liabilities are offset and tha net amount iz reportad in tha balance cheet whan thare iz a legally enforceable
right 1o offset the recognised amounts and there is an intention to settle on a net basis, or realise the asset and settle the lability
simultaneously ["the offsst criteria’),

The ‘Amounts not st off in the balance sheet’ includa transactions whera:

= tha countarpany haz an offsatting expocure with the group and & master netting or similar arrangamant iz in place with a right 1o cet
aff anly in the event of defaull, insolveancy or bankruptey, or the offzet criteria are otherwise not saticfiad; and

+ inthe case of derivatives and reverse repurchasa/repurchass, stock borrowingllending and similar agreemaents, cash and non-cash
collateral has bean recened/pladged.

Far rick management purposas, the net armountis of loans and advancas te custemars ara subject to limits, which ara monitored and the
ralevant customar agresments are subject to raview and updated, as necescary, to ensura that the legal right to set off remaing
appropriate.

Offzetting of financial assets and financal kabilites

o e metsng arr

Amoums not offsat in the
balancs ahast
Met Amounts not
WL subyect 1
reported in enforceable  Balance
Groza  Amoum=  the balance Financial  Mon-cash Cmzh Mt Hﬂl‘q sheat
AMOums offset sheet Instruments oolloters]l collstersl  smount  arengerents totsl
HHEm HKEmMm HEEm HESm HHEm HKEm HEfm HEfm HiKEm
At 11 Dec 2018
Financial nsaets®
Darmtas JB0,939 (120,409} 260,530 (0B, B8 {5,637 (31.801) 14,199 32339 292,869
Ravarss fapos, 1ok Bodiowing and aumilar
agriaments cleesfied an 444,711 {31,283) 413,428 — (#1337 {42) 12 25,862 443,280
= tmding essats 23112 - 23,112 - 234 - 12 - 23112
T —— az1,508 (M ..sz 390,116 - (330,27 (42} = 29,862 | 420,178
Loana and schasnoas bo custom ea st
rren ff el 081 - - - - - - - - -
_ o B25,650 (151,682) 673,958 (206,893 [(419,011) [31,843) 14,211 62,201 736159
Financial labilites”
Daramtvas 391,064  (120,409)  270.655 (208893  (9.558) (18.754) 33450 24,898 295553
Repoe, stock landing snd similar sgreaments 145,026 {31,283 114,743 = [114,548) (L] 191 26,560 141,303
- tmding inbilities 2,023 - 2,023 - {2,007) - 16 - 2,023
- non.tmdng linbilties 144,003 (M 112,720 —| (112,541) [ 175 26,560 | 139,280
Custornaet socounis sl amodtmed coat - - - - - - - - -
S537.090 {151.68592) 385,398 (0B, 883 (124,906) (18.758) 33,841 51,458 436,858
Ar31 Dac 2007
Firancnl nssets®
Dar vt SEAMA [¥3,624| ATE0ED &34 ERE) 4,508 |20.590@) TE18 24164  BO02&L
Revarsa repos, stook borrmwang end similar
s armante cleeliad na =R 12, E83| BT ATE = T, Al [l B 23,487 BE0 280
- tinding mipts A6 | = B, 565 - (B, 55| = = = 5,365 |
- non-tedng seesls 01,158 E |12.583) B2EEID —| E2e.0E3) |E2) B5 248T | BR1.857 ,;
Losng and er":il (5 Cl.lltf.\mﬂ"l ﬂ1
T e I~ R .~ B R~ « M R 1~ A B e e i
a0zam 80,31 3] 35665 4 5056]) B4EIT4] [20)054) T2 47541 B8 208
Firanceibsbitios” 000000000000 . _ R
_Dd‘-"\.ru:".-\'aa- SEEAR5 77,624 2EE B2 [0 556] [4.736]  [27.868) 21 a8l 20821 S8 3RS
Rapos, #ock landing and similar agrasmants B
ahmprfad 08 94,755 2.603) 068 - B1.e4T) - 219 2PE1T 0EEE
= trading lebiities 687 | E Ea7 - B85 - 1 - 687 5'
= _naretmdng linbultins 04,078 | [12,6883) B1,378 = e - 218 27817 108 808 |
Custorner sooournts st amartmed cout P el - - - o * - -
o 45121 90,913 GF0ESE  [o45es) WBEWE  [27.968) 21790 A28 AV9058
T Tk aigicitnrad Sonboiing B B Sedconided By ivndvncodl Collitavll durt T @ roeind Ay ol Al S o Diin S0 15 DI 3 Bl S vl dnadivacaing avifivcailally’ off Mha cfising

At
B Armonnte praceniad i e biiance shoe! inctaled Bataces ol fram Geoup congbanss of WRETOS 585w 2017 WickaR 2, Ml
3 Aonnts preeenied i the Baianon shes! ncbaieg Fatincs ok 10 (RO cormpansel af MRS RS 4 1w GR0E: HIE 13RO )
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MNotes on the Consolidated Financial Statements

33 Segmental analysis

The group's cperating segments are organised into four global buzinezses and a Corporata Centra. The greup's chief eperating decision-
maker, the Executive Committes {'EXCO"), regularty reviews operating activities on a number of bases, including by global businesses
and by countries. Although the chisf cperating decion-maker reviews information on a number of bases, business performance is
assessad and capital resources are allocated by global businese, and the segmaental analysic ic precented on that baziz. The global
businesses are therefore considered our reportable segments under HKFRS 2,

Infermation provided 1o EXCO is measured in accordance with HKFRSs. The group’s aperations are closely integrated and, accerdingly,
tha presentation of data includes internal allocations of cartain items of incomea and expangesz. Thesa allccations include the costs of
certain suppont services and global functions to the extent that they can ba meaningfully attributed to cperational business lines and
geographical regions. While such allocations have beean made on a systematic and conzistent bazsiz, they necessanly involve a degres of
subjactivity. Coztz which ara not allocated to global buzinezzes are included in the "‘Corparata Centra’. Where relevant, income and
expanses amounts presanted include the results of inter-sagment funding aleng with intar-company and inter-business line transactions.
All zuch transactions are undartaken on arm’s langth terms. The intra-group elimination itemns for the global businesses are presanted in
the Corparate Centra.

The group prowides a comprehensive range of banking and related financial services to itz customers organised by global business:

* Retail Banking and Waealth Managemant ('RBWM'] zerves personal customers. We take deposits and provide transactional banking
zarvices to anable customars te manage their dey to day financas and zave for the futura. We selactivaly offer credit facilities to assist
customers in thair short or longar-term borrawing requirements; and we provide financial advizory, braking, insurance and invastment
zarvicas to halp them manage and protect thair financial futuras.

* Commercial Banking ('CMB’] iz sagmented into Corporate, to serva both corporate and mid-market companies with mora
sophisticated financial naeds, and Eusiness Banking, to serve small- and medium-sized enterprises ("SMEs’), enabling differentiated
covaraga of our target customars. This allows us 1o provide continuous support to companias as they grow both domestically and
intarnationally, and ensures & clear fecus on internationally aspirant custemars.

* Global Banking and Markets ("GEEM’) provides tailored financial solutions 16 major govarnmaent, corporate and institutional clients
waorldwide. GB&M operates a long-term relationship management approach to build a full understanding of clients’ financial
requirements, Sector-focused chent servics teams comprizsing relationship managers and product specialists develop financial
solutisns to maat individual clent nasds,

" Global Private Banking ('GPE’) provides invesimant managamant and trustes solutions to high net worth ind ividuals and their families.
We aim to meet tha needs of our chentz by providing excellent customer sarvice, leveraging our global fosiprint and offaring a
comprahensive suite of solutions,

+ Corporate Cantre was established to align certain functions of the group. The Corporate Centre includes Ealance Sheest Managemant,
cartain intarasts in associates and joint ventures, as wall az the results of cur financing oparations and cantral cuppon costs with
azsociated recoverios.

Parformance by global business iz presented in the ‘Financm | Review' section,

Information by geographical region

Rest of Intra-segment

Hong Kong Asin-Pacific alimination Total
HEfm HKgm HHEm HK$m

Fer the year anded 31 Dec 2018
Tatal Ghamting Ao 195,249 75,297 {2,238} 288,308
Prafit alon g #8017 46,766 = 134,583
At 31 Dac 2018
Total nanete 6,036, 854 2,939,955 {713,355} 8,263,454
Total lsbilites 5,500,770 2,573,119 {713,355} 7.450,534
Cmadit commimenis end contngant bebilites |contrect smounts] 1,584,981 1,273,872 _ 2,058 853
Far tha yast andad 31 Dec 2007
Total opambing oo 1R85 M.ET [, £60.253
Prafit balom e rasT An043 - 116618
At Dez 2017
Total nasats 6,643 540 2.508,925 S, 5520) TA&8.545
Tatal linbilibes S - 2Eha1 [ A, 45200) 150,360
it o S S oot S oiaT rarie ST
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Information by country

)

Raverwa' Mon-Ccumraeni SEpets
Foo 1t yoar ended 31 Dic AL Des

2018 FlE 2018 2017

HESm HKEm HH§m HK§m

Hong Keng 142,665 126,556 110,125 111,164
Muiriand Chass 17,653 14,254 147,433 160,776
Autralin 7,658 [0 BIS [Tl
indin 7,880 .97 1,833 2.108
indonasm a,702 oA 00E 3,568 <851
Mnlnyain 6,330 5,663 BE2 o]
Tirgeaare 10,053 9,064 1,415 1,404
Tamsnn 3,500 3,256 2201 PR
e 11,013 #0665 3,075 2363
Total 210,469 TE, 445 271,547 APERGT

T FBewerms ddabnsd ag ‘Mol cparabng sooms befen changa an agnachod’ ot keses sod ofbar srmasreant chagas ] s aitrbeiabdo bo copniraes bassd oo bha boaten of the peincapal
ceratmvis of e branch, srbeiivy s o fant veafive
F  NOr-ouTen A ERtE CORERT of DRODAry, DRAT AT SEaan] [oodeesl], orfee 0 ARG EW ERe0Y, ARhaEElE 1T 2 ESDCANT SN0 W WRTIAGS ST CaTa CORGT S50

34 Related party transactions

The greup’s related paries include the parent, fellow subsidiaries, aseociatas, joint ventures, post-amploymant banefit planc for the
group's amployess, Key Managemaent Parzonnal {'KMP'} as defined by HKAS 24, close family mambers of KMP and antities which are
controlled or jointly controlled by KMP or their cloze family mambars.

Particularz of tranzactions with related parties are st out balow.
{a) Inter-company

Az part of recovery and resclution planning, the ownarzhip of the group was transferred in November 2018 from HSBC Azia Holdings B.Y.
{previously the group’s immediate holding company) to HSBC Asia Holdings Limited, & newly incorperated intermadiate holding
company in Hong Kong that iz a whally-owned subsidiary of HSBEC Holdings ple {incerporated in England),

During the year, the group transferred another property to the service company, HSBC Global Services (Heng Keng) Limited (the
"SarvCo’), which iz a fellow subzidiary of tha group et up in Hong Keng ac pant of recovary and recalution planning to previda functional
suppon sarvices o the group. The tranzfer was made at market value with na impact to the profit and lozs. The group recogniced a
managemant charge of HK$1,0898m for services provided by SarvCo for the vear anded 31 Dec 2012 (2017 HK$2328m), which iz included
under '‘Ganaral and administrative axpenses’,

The group antarad into transactions with its fallow subsidiaries in the normal course of buzinezt, including the acceptance and

placemant of interbank deposits, correspondent banking transactions and off-balance sheet transactions. The activities were on
cubetantially the zarma tarms, including interazt ratec and cacurity, ac for comparable trancactions with third-party countarparties.

The group shared the costz of certain IT projects with iz fallow subsidiaries and also uzed certain processing services of fellow
subsidiaries. The Bank also acted as agent for the distribution of retail imvestment funds for fellow subsidiaries and paid professional fees
far zarvicas provided by fallow cubzidiaries. Thezae tranzactionz and services ara priced on an arm’'s langth basiz.
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MNotes on the Consolidated Financial Statements

The aggregate ameunt of income and expenses arising from these transactions during the year and the balances of amounts due to and
fram the relevant partias at the year end ware as follows:

010 2017
Iremedints  Litimate holding Fallows Immadals  Uiimass helding Falianw
haolding ¥ Ay hoiding cormpany COTCTY subsidanas
HE§am HH§m HHSm HEGm HESm HESm
Inegme and expenses for the year
EnBargat e - - 1,220 = = 2847
Intaregt up&nm' 1,563 5,545 1,881 2,758 1.008 EdE
Fog mooms - 43 2,547 - 4t 2 505
Faa axpanss - - 1,153 - = 1,100
Blat weoms from finencal metumants hald foe
trmvding o1 menegaed on & fair valua bass = 5 1,289 - ¥l a7
Othar oparatng mcoma - 1,348 2,81 - 1,401 2 508
ithar oparatng u:q:-nnnn? - 3,405 13,882 Fi 2873 bl
Ax 31 Dec
Anowts - 327 149,122 1 ?lE \'.'IIIE:I}'@E!
- tmdng pesata” - 123 11,586 - a0z 8270
= ditnatang bEats - - 78,934 - - 1384
— el aesate - 204 58,542 1 &1 270,746
Liabilithes = 254,547 212,358 A0 G4 480 190831
Tmding liatatiad - = - 15 a7 - 2 12 4
“fnﬁg'rnlglu?m;lln-t:u depgrmtad ut fair valos™ [ — 87,065 298 - oh BEG 16
Darnvmt v bnkl it — - T0, 320 - — 26
Othat babd it - 96,000 120,551 816 1.0687 107443
Subardrinted lebitn - 71,4967 20,954 B0.265 ®7 526 -
Prafa nisrscd s = - 98 20550 - 07
CGunrentaes - - 17,763 - - 17508
Commemants - = 14,318 = = 14332
T ivders? ecpanss nclued dedraution on prafnencs SRaves and feest on subordiradegf fabuiies.
2 i X018 P AN e rase of MICEEESR (2017 HCEA3200) foy sOlTaand Comit wivch el Gl S nmangall St N D DAIAGH 2Ra! of BRI
3 Thesa Bafances e prasanfed ader SAmousts e oo Geop orpasas” i e anmibssing balanon shoat
4 Then Bdtyiac incladbind Sunbeviolviidadt e bublodes oFf KRS X065 [0 el Toral Loss Sbdantvig Cpiaty (TLAC] fdgrw arosnts (2017 HEEESE 886w
& The Balwson inchaod sobordngied babdims of HICERE4850m: fo maat TLAC requawarmants (2008 HKESS, 885w

(b} Share option and share award schemes

The group participates in various chare option and chare plang operated by HSEC whareby share options or chares of HSEC are grantad
to amployess of tha group. The group recognices an expanse in raspect of theze chare cptions and shara awards. The cost borne by the
ultimata holding company in rezpect of chare options ic treated az a capital contribution and iz recorded within ‘Other rezarves’. In
respect of share awards, the group recognises a liability to the ultimate holding company over the vesting period. This Babkility is
maacurad at the fair value of tha zharez at each reporting date, with changes zince the award dates adjusted through the capital
contribution account within 'Other recarves’. The balancas of the capital contnbution and tha lability at 31 Decambar 2018 amaunted to
HE$Z,147m and HK$1,923m respectively (2017: HK3Z,901m and HK$2,268m respectively].

{c} Retirement benefit plans

At 31 Dacarmbear 2018, HE$12.3bn (2017: HK$15.1bn) of the group’s ratirermant banafit plan azzets were undar managemant by group
companies, earning management fees of HK$28m in 2018 (2017: HKE27m). At 31 December 2018, the group’s retirement benefit plans
had placed deposits of HK3488m (2017: HE$270m) with itz banking subsidiarias, earning intarest payabla to the schemes of HKS2m
{2017 HEK23m). The above cutstanding balances arsse from the ordinary course of business and on substantially the same terms,
including nterast rates and security, as for comparable transactions with third-party countarparties.

(d) Associates and joint ventures

The group provides cartain banking and financial sarvices to aszociates and joint ventures, including loans, overdrafis, intarect and non-
interest bearing deposits and current accounis, Details of interests in assocwtes and joint ventures are given in note 15, Transactions and
balances during the year with associates and joint ventures wara as follows:

2018 2017
Highast balsnce Balance st FHghent Balees Eiataryss 81
during e year 31 December dunng tha yaar 31 Dedambar
HE$m HES$m HEEm™ HSm
Arnounta dus Trom nasccwben — unsubording ed 30,411 23,487 FEAN ] 15794
Arnouni dus 1o nesosinbes 15,821 2.4 20464 SEE2
Commirmants 1 1 1 1

The dizclosura of the year-end balance and the highest amounis cutstanding during the year s considered to ba the most meaningful
information to reprazent the amount of tranzactions and outstanding balances during the year.

The transactions resulting in outstanding balances arose in the ordinary course of business and on substantially the came terms,
including interast rates and security, as for comparabla trancactions with third - party countarparies.
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{e) Key Management Parsonnel

Kay Managemant Parzonnal ara dafined ac those persons having authority and rezpenzibility for planning, directing and contrelling the
activities of the Bank and the group. Il includes marmbarz of the Bcard of Directors and Executiva Commities of the Bank and the Bcard
of Directors and Group Managing Directors of HSEC Holdings ple.

The following table cshows tha expanze in raspect of compansation for Key Managemant Parsonnal of the Bank for servicas rendarad to
the Bank:

2018 a7
HHEm HiEm
Satores and othes ghod-tem barslts EER pLs]
Poat emnployment Banalits 10 10
Shara-besad pu-'.rne"tn" 02 a4
Total' S e
T 20T senouts have beih ragvasantad
Transactions, arrangamants and agreaments involving Key Managament Parconnal
2018 2017
HH§m HESm
During the yeer
.!.I. - .. :_ <t o ; e :E_‘FJ
Highast sverape hnbiltas’ _ 48,251 &528
Coantnbution to group's |:|r~_'l'.r|. Bafans bax B36 "ﬂ‘&ci
At the year and
i rantasn 7,060 10245
Commémants 3an 2.5

T e dreclsura of the bghes! avarage talvace aanng ha pear & consoarad B rosd smasosgta saformaton io rageasant Sansacions g B vear.

Tranzactions, arrangamants and agrearmeants ara entarad into by the group with companias that may be controlled by Key Managamant
Parzonnal of the group and their immediate relatives, These transactions are primarily loans and deposits, and were entered inte in the

ordinary course of business and on substantially the same terms, including interest rates and security, a5 comparable transactions with
parsons of companias of & cimilar standing or, whare applicable, with other employess, The tranzactions did not invelve maora than the

normal risk of repayment or prasent other unfaveurable features.

Change in sxpacted credit losses recognised for the vear, and impairment allowances against balances outstanding at the and of the
yaar, in respact of Key Managemant Parsonnal were insignificant (2017 nil).

{(ff Loans to directors

Diractors are defined as the Directors of the Bank, ms ultimate holding company, HSBC Holdings ple and intermediate companias, Loans
to directors also include loans to companies that are contralled by, and entities that are connected with these directors, Particulars of
loans to directers dicclozed purzuant to section 17 of the Companies [Disclozure of Information about Banefits of Directors) Regulation
are as follows:

Mnimuem aggregate amount
CutREaNng duting Tha yaar

Aggragate amour cutstanding at
31 D

2018

7 2018 FIF]

HE§m HEGm HHgm HKGm

By tha Bank a57 1.080 7966 1.213
By submfianas L] — 10 1
a6%5 1,680 7,996 1214

Theze amounts include principal and intarast, and the maximum liability that may be incurred under guarantees.

35 Fair values of financial instruments carried at fair value

Control framewaork

Fair values are subject 1o a control framework designed 1o ensure that thay are sither detarmined, or validated, by a function independent
of the risk-taker.

Whaera fair values are detarminad by referance to externally queted prices or obzervable pricing inputz to models, independant price
determination or validation is utilised, For inactive markets, the group sources alternative market information, with greater weight given
te information that is considerad to be more relevant and reliable. Examples of the facters considered are price observability, instrument
comparability, conzictancy of data seurces, undarlying data accuracy and timing of pricaz.

For fair values detarmined using valustion modals, the control framework includes developmeant or validatian by independent suppon
functions of the modal legic, inputs, modal cutputs and adjustments. Valuation modelz are subject te a process of due diligence bafore
baceming oparational and ara calibrated againzt external market data on an ongoing basic.

Changes in fair value are ganarally cubjeet 1o 8 profit and loss analysie procass and are dizaggregated into high-level categornies including
portfolio changes, market movements and other fair value adjustmants.
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The majerity of financial instruments measured at fair value are in GEEM. GEEM's fair value governance structure comprises its Finance
function and Valuation Committeas. Finance iz responsible for astablishing procadures governing valuation and snzuring fair values are in
compliancs with accounting standards. The fair values are reviewed by the group's Valuation Committees, which conzist of indepandent
support functions. These Committees are ovarsean by the Group's Valuation Committes Review Group, which conziders all material
subjactive valuations.

Financial liabilities measured at fair value

In canain circumstances, the group records Re own dabt in izzus at fair value, bazed on quoted pricas in an active market for the specific
instrumant, Whan quoted market prices are unavailable, the cwn debt in izsue iz valued using valustion techmiques, the inputs for which
are aither bazged on quoted prices in an inactive markat for the instrumant or are estimatad by com parison with quoted prices in an active
market for similar instruments, In bath cases, the fair value includes the effect of applying the credit spread which is appropriate to the
greup's labiltes. The change m fair value of issued debt secuntiss attnbutable to the group's ewn credit spread iz computed as follows:
for each cecurity at each reporting date, an externally verifiable price iz obtained ora price ic derived uzing credit cpreads for similar
sacurties for the same issuar. Then, using dizcounted cash flow, sach security is valued using a Libor-based discount curve. The
differance in the valuations is attributable to the group’s own credit spread. This methodelogy is applied consistently across all securities.

Structured notes iscued and certain othar hybrid instrurmaents are included within "Financial liabilitiaz designated at fair value' and ara

measured at fair value, The credit spread applied to these mstruments is derived from the spreads at which the group issues structured
notas.

Gains and lossas arising from changes inthe cradit spread of liabilities issued by the group ravarse over the contractual life of the dabt,
provided that the debt is not repaid at a premium or a discount,

Fair value hisrarchy
Fair values of financial azzetz and labilities are determinad according to the fallowing hiararchy:

* Level 1 - waluation technique using quoted market price: financal mstruments with quoted prices for identical instruments in active
markets that the group can access at the measurament date.

* Leval 2 = valuation technique uzing observable inputs: financial instrumaents with quoted prices for similar instruments in active
markets or quoted prices for identical or similar instruments in inactive markets and financial instruments valued using modals where
all significant inputs are chzarvabla.

*  Leval 3 - valuation technique with significant unobsarvabla inpute: financial instruments valued using valuatien techniques wheare ona
or more significant inputs are unobzervabla,

Fimancial instruments carriad at fair value and bacesz of valuation

Falr Value Hierarchy

Leved 1 Lived 2 Level 3 Totnl wrﬁ-f“ Total

HE$m HHEm HKSm HESm HHSm HHEm
Ar 31 Dac 2018
Assets
‘Tmding pesets’ 355,769 162,841 228 558,838 = 554,838
Darvat vas 219 209,450 1.206 213875 7904 292,569
-;-l:;;;;?;mm dasigriated and othenanes mendatariby
masisead Bt Toir valus T poodt or s =105 36,599 21155 132,859 - 132,859
Franaial nwmrnnnl.; 1,146,428 I52,490 4,709 1,503,825 — 1,503,625
Tradhirg 74,376 8,818 = 81,194 = 81,194
Darmtwer 3,348 220,043 1,802 225,233 70,320 295,553
Frnncinl bt dangrated at fair vl = 139,762 21,381 161,143 = 181,143
A2 31 Dez 217
Aggatn
Tmding oesats’ 00,548 58 ETE 13 4515, 434 = A58 404
Darivetans 4,372 216,885 17 Frimi] 74,084 300,243
Frnrnael appts desgrsted at fair vakie 0.5 25567 8438 122 648 - 122 548
Frnnaial masimants 16385 4565712 R 148,530 = 1 A13.530
Labdten
Tradirg lntnitag TR0 141,572 10,164 231385 = 231086
Drarvet vas 450 22 ERT 14584 250087 0,268 o e
Financial bebildas ﬁtngnuhﬁthu-rwlm" = 49218 = 42278 - 43818

T Amounls with HESG Group anbites are 0ol rafecied hora.
2 Darfeanies Paacas Wil FISEC Grosip sadtase and ngady oo Taval 5
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Transfors betwean Level 1 and Leval 2 fair values

Azputs Linbilites
Drezigrnted
mnd
otheraiza
Financiel Trading  Toneeosty Trading Desigruted at
Investments msnats Tailr valus Derivatives linbidlities fair wnlue Dariwatives
HESm HECS HKE$m HESm HHSm HESm HE$m:
At 31 Dec 2018
Trarafars from Leval 1 bo Lovel 2 9,955 1,359 - - 349 - -
Trarsfars from Level 2 to Laval 1 121,867 18,100 - - 378 - -
Agsats Laailman_
o a1 Haig Sor  Dasagnaied a2 Duspnaed a1
(=15 trading Tair valus Darwvatase  Habd Tor Iradng T3 valua Daravatnis
HESers HESm HE3rn HEZm HEET HEE™ HEEM
A3 Dac 2007
Trorefars from Leawel 1 to Lovael 2 L 9,403

Trarsfars from Leved 2 to Laval 1 B3.280

Transfers betwean lavalz of the fair value hiararchy are deamed 1o occur at the end of sach quarterly reporting period. Translars into and
out of Laval of the fair value hierarchy are primarily attributable to changes in ebsarvability of valuation inputz and price transparancy.

Maovements in Lavel 3 financial instrumeants

Thare wares no material transfers fromfto Level 1 and 2 as a result of change in obsearvability of valuation inputs, settlement, nor gainsloss
recogniced in the income statement/ather comprahansive incomea during the year in ralation 1o financial instruments carried at fair value
in Leval 2 {2017: immatarial). The increase in Leval 3 assets was mainly due to the purchase of financial assets of HK$12,200m (2017:
HE$4,577m) to suppart growth in insurance business. Tha increass in Lavel 2 liabilities was mainky dus to incraazed financial lisbilitiss
which contain bath deposit and derivative components of HKE10.954m [2017: Mil), reflecting increase in customers” demand,

Fair valus adjustmeants

Fair value adjustmants are adepted whan the group determinac there are additienal factors concidered by market participants that are
not incorporated within the valuation modal, Movemeants in the leval of fair value adjusimenis do not necezcarily result in the recognition
of profits or logzes within the income statameant, such as when models are anhanced and therafore fair value adjustmants may no lenger
b raquired.

Bid-offer
HKFRS 13 raquires uza of tha prica within the bid-offer epread that iz most raprecantative of fair value. Valuation meodals will typically

ganerate mid-market values, The bid-offer adjustment reflacts the axtent to which bid-offer costs would be incurred if substantially all
rasidual nat pertfolioc market ricks ware closed using available hadging instrumants or by dispesing of, or unwinding the position.

Unecertainty

Certain model inputs may be less readily determinable frem market data, and/or the choice of model itzelf may be more subjective. In
thass circumstancas, an adjustrment may ba necezsary 1o reflect tha likelihood that market participantis would adopt more conservative
wvalues for uncartain parametars and/or modal assumptions, than those used in the group’s valuation modal.

Credit valuation adjustment ("CVA') and debit valuation adjustment ['DVA")

The CVA iz an adjustment to the valuation of over-the-counter {'OTC") denvative contracts 1o reflact the possibility that the counterparty
rmay dafault and the group may not recaiva the full market value of the tranzactions.

The OVA iz an adjustmant to the valuation of OTC derivative contracts to raflact the possibility that the group may default, and that the
group may not pay the full market valus of the transactions.

The group calculates a separata CVA and DVA for each lagal entity, and for mach counterparty to which the antity has exposure. With the
axception of cantral clearing parties, all third-pany counterparties ars included inthe CWA and DVA calculations, and these adjustments
are not netted across group entities.

Tha group calculates the CVA by applying the probability of default ('PD’) of the countarparty, conditional on the non-default of the group,
to the group’s expected pocitive exposura to the counterparty and multiplying the rasult by the loss expectad in the avem of default,
Convarzaly, the group calculates the DVA by applying the PD of the group, conditional on the non-default of the counterparty, 1o the
axpactad positive axposura of the counterparty to the group and multiplying the result by the loss expectad in the event of defauk. Both
calculations are performead over the life of the potential exposure,

Far most preducts the greup usez a cimulation methodalogy, which incorporates a range of potential expocures over the life of the
portfolio, to calculate the expected positive exposure to a counterparty. The simulation methodology includes cradit mitigants, such as
countarparty netting agreemants and collataral agreaments with the counterparty.

The methodologes do not, in general, account for "wrong-way risk” which anzes when the undertying value of the dervative prier to any
CVA iz positively corralated to the PD of the counterparty. When there is significant wrong-way nisk, a trade-specific approach i applied
to raflect this rick in the valuation.

Funding fair value adjustment ('FFVA’)

The FFVA iz calculated by applying future markeat funding spreads to the expectad future funding expozure of any uncollateralizad
componant of the OTC dervative portfolio. The expected futura funding sxposure iz calculated by a simulation methodalogy, where
available and iz adjusted for avants that may terminate the exposure, such as the defach of the group or the countarpany. The FFVA and
DWA are caleulated indapandantly.
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MNotes on the Consolidated Financial Statements

Model limitation

Medals usad for portfolio valuation purposes may ba based upon a simplifying se1 of assumptions that do not capture all matersal market
charactenistics. In these circumstances, modal limitation adjustments are adopted.

Inception profit (Day 1 profit or loss reserves)

Incaption prefit adjustments are adopted when the fair value estimated by a valuation meodel iz based on one or more significant
uncbservable inputs.

Effects of changes in significant unobservable assumptions to reasonably possible alternatives

The key unchzarvable inputs to Level 3 financial instruments include volatility and corralation for structured notes and deposits valusd
using option models, bid quotes for corporate bonds valued using approaches that take into account of market comparables, and
rmultiple items for private aquity and ctrategic investrmeants. In the abzance of an active market, the fair valua of private equity and
strategic investments is estimated on the bazis of an analysis of the investee's financial position and results, risk profile, prospects and
ather factors, as wall as by reference to market valuations for similar antities quoted in an active market, or the price at which similar
companias have changed awnarchip, The change in fair values due 16 changes in reasonably poczible aRernative acsumptions for thase
unobzarvable inputs is not significant.

Fawvourable and unfevoursble changes are determined cn the basic of sanzitivity analyeis. The sensitivity analysic aims 1o measura a
range of fair values conzictant with the application of a 55% confidance interval. Meathodologies take sccount of the nature of the
valuation technique employved, the availability and reliabiity of observable proxies and historical data, Whan the available data is not
amenable to statictical analysis, the quantification of uncemainty ic judgemeantal, but ramainz guided by the 55% confidence mterval. The
sensiivity of Lavel 3 fair values to reasonably poszible alternative assumptions iz not significant,

36 Fair values of financial instrumentz not carried at fair value

Fair valuas of finance! instrumaents not carned at fair value and basez of valuaton

Fair Value Hiaranchy
Ousoied Observabls mm

Carrying  marhet Inparts inpurts

BETROUNT Lewvel 1 Level 2 Lewel 3 Total
o - HE§m HE$m HE$m HHK$m HHEm
At 31 Dec 2016
Asasts
Revarss rapurchoss sgroamants - nen-reding e, 32T - 396,081 10,723 40&, TEY
Placings with snd advences to banks 8151 - 322 447 1553 337,874
Lonnm and advences to customars 3,528,702 - 52 XE2 3,473,497 3,525,759
Fonnda! frehslrmanls - &l arodtsed Sodt 267,401 8,543 A58, 836 — 365,379
Linbilitias
FaBunidads o mMemarts - Aoi-Lsdeg TO2TS — FO.xE3 — 70,282
Dapoats by banka 164,664 — 164,662 — 164,662
Cudhamad sosiunta 5,207,666 - 5.207.871 - 5.207.871
Dubrt geourdien in Ssua 58,238 - 58 808 - 58,808
Subordinated sbitue 4,081 - 960 24818 38745
Prafarence shans a8 - - an B
Az 31 Dec 2017
A 18
Favarse repuschnss BEraamMant — non-rading FH0.550 — S16.848 11,5927 0T
Piacngs with and sdvances o banks 005 - A10.562 145661 AXE18
Lonne and scvences to cutomars A526.580 — a2 ,148 fs.}';«::l_ﬁ:l’: aaga B
“Frnaist T Bimants - ot amorised cost R 6244 JEIEI-.-E_d-E; T rn -ﬁﬁ_
Tegurchass agreemants - nontradng 47,170 - e = 47155
Dapomts by bamks 201687 = 201,88 233 201,568
Custormas secounts B.138272 - 6,150,562 = 5,158,960
Dabt sacusrtion i Saus 6,004 - A - ]
Sumordnatad labitme 4,050 = 2] o e -
Praferancs she s 24,083 - - #1565 A

The fair values abova are statad at a spacific dete and may be significantly differant from the amounts which will actually be paid on the
maturity or cattlament datez of the instrumeants. In many easas, it would not be poczible 1o realice immadiataly the estimated fair values
given the size of the portfolios measured. Accordingly, these fair values do not represent the value of these financial instruments to the
group &5 & going concerm.

Cther financial instrumants not carried at fair value are typically chort-tarm in nature or reprice 1o current market rates frequantly.
Accordingly, thekr carrying amount & a reasonable appreximation of fair value. They include cash and sight balances at central banks,
itamnz in the courze of collection fram and transrission te othar banks, Hong Keng Gevarnmeant centificatas of indabtedness and Hong
Keng currancy notac in airculation, all of which are meazured at amorticad cost.
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Valuation

Fair value iz an astimate of the price that would be received 1o cell an azzet or paid 1o trancfer a liability in an orderly tranzaction batwean
rmarket participaniz at the meazurament date, It deas not raflect tha sconomic banafiie and costs that the group expects 1o flow from an
instrumant’s cash flow over its expectad future lifa. Qur valuation methodologies and assumptions in detarmining fair values for which na
obsarvable market prices are svailable may differ from those of other companies.

Repurchase and reverse repurchase agreements - non-trading
Fair values approximate carrying amounic ac theze balances are genarally chort dated.
Loans and advances to banks and customers

To detarmina the fair valua of leans and advances to banks and customers, loans are segragated, ac far az possible, into portfolios of
similar characteristics. Fair values are based on observable market transactions, when available. When they are unavailable, fair valves
ara actimated using valuation modals incorporating a range of input assum plions. Thaza assumptions may include: value astimates from
third-party brokars raflecting evar-the-counter trading activity; forward-looking discounted cach flow models, taking account of axpected
customar prapaymeant ratas, using assumptions that the group belisves are consistent with thoga that would ke used by market
paricipants in valuing such loans, new business rates estimates for similar boans, and trading inputs from other market participants
including observed primary and secondary trades. From time to time, we may engage a third-party valuslion specialist 1o measure the
fair valua of a pocl of loans.

The fair valus of loans reflactc axpacted credit losces at the balance sheat date and ectimates of market participanis’ expactations of
credit losses over the life of the koans, and the fair value affect of repricing between origination and the balance sheet date, For cradn
impairad loans, fair value iz estimated by discounting the future cash flows ovar the time paricd they are expactad to be recovered.

Financial investments

Tha fair values of listed financial investments ara detarmined using bid market prices. The fair values of unlisted financial investments are
determined using valuation techniques that incorporate the pricas and future earnings streams of equivalant quoted securities,

Deposits by banks and customer accounts

The fair values of an-demand depozitz are approximated by their carrying value. For depositz with longar-term maturidies, fair values ara
astimated using discountad cash flows, applying currant rates offered for deposits of similar remaining maturities.

Debt securities in issue and subordinated liabilities

Fair values are determined using quoted market prices at the balance shest date where available, or by reference to quoted market prices
for cimilar nstrumeants.
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MNotes on the Consolidated Financial Statements

37 Structured entities

The group iz invobved with both consolideted and unconzelidated structured entitias through the securitisation of financial aszets,
conduits and investmant funds, established either by the group or a third party.

Conszolidated structured entities

The group uses consalidated structured entities to securtize customer loans and advances it originates to diversify its sources of funding
for azset origination and capital efficiency purposzesz, The loans and advances are transferred by the group to the structured entities for
each or synthatically through credit default swaps, and the structurad entitias issue debt sacurities 1o investers, Tha group’s iransactions
with these antitias are not significant.

Unconsolidated structured entities

The term "unconsohdated structured entities’ refers to all structured entities not controlled by the group. The group enters In1o
transactions with unconselidated structured entities in the normal course of business to facilitate customer transactions and for specific
invastment apponunitias.

Mature and risks associated with the group’s interesis in unconsolidated structured antitias

HSBC Man-HEBC
S CuiFit g funds ged funds Oriher Taotnl
Totnl nasat valkss of tha antites [HKSbR]
-4 e EL:] a7 EL 210
&5 7 18 B4 1 110
1839 1 4 38 - a3
J3-186 - 1 21 - 2z
196 - 1 5 - L]
Fumber of entities at 31 Dec 2018 ! a3 245 a7 I
Hi$m HHSm HHK$m HE$m HHEm
Tertal assnte in (alBton to B Groun's ibenasts i M unconsobdated
st antisiE 17,807 20,540 40,101 15,598 94,146
~ tmdng oesats_ = 76 = = 76
- finarcnl asesth depigrated and afaoses mandatonly massuned ot fair
wallia — 18,292 40,901 - 58,303
~ datimtias - - - = -
— loana 6nd sovences 1 cuBtamara 17,907 - - 15,253 33,160
— dinnrszinl irsamsnts = 1.172 = = 1172
= atfar asets - - - 345 345
ﬁtul Imbilitess 1 relaton 1o the group’s inbamsts in the unconedhdeted
ghructismd anttas —_ - —- - —-
Gthat off balnncs shael commTments 12 - 8,905 6,877 15,801
Tha Broup’s maximum sxposurs af 31 Doe 2018 'I!'ﬁﬂ ﬂ,ﬂu q',ooa &4‘?‘.’- 109,947
Total assat walus of tha entibas [HEEBA]
et} J8 ) B2 2% 152
_1—-“1'5- 4 pLij 7w 1 e
1633 - 8 45 - L
S-196 Fi F 29 — ]
196= - 1 4 - &
M of antibaa a1 31 Dec 2017 i 3 Pl Fid i
g HEET™ g Em HEEm HESm
Totnl assats in relabon to e groun s imtangets in e unconackdeted
struchend antibss 2021 28,160 ] Eft BATE 10, FaE
= Urndng nesia - A - - B
— dinnrzinl nasats dergrabed ot far vaks - 26006 44 467 - To473
- dutamtves 1 - - - 1
~ fonrm Bnd acvance to customars #0500 - - B2at )
= Sinancial immstments - 1270 o - 1.661
- offiar missls - - - - 287 247
Tatal lmbilies v eelahor 10 ha group's ibymets o the unconedhidated
structismd ankitas - - - - -
Chgs of | Banncg #aql commtmants 18 - L] S 120 405
Tha gioa's MBGMU spodars a1 3 Dee 2017 214 2E.160 £1.114 11650 111,456
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Tha maximum exposurs 1o loss fram the group’s interests in unconsalidated structured entities represents the maximum loss it could
incur as a rasult of its invehlreamant with these antities regardless of tha probability of the loss being incurred.

= For commitmants, guaranteas and writtan cradit dafault swaps, the maximum exposura to logs iz the notional amount of potantial
future losses,

* Formetained and purchasad investments in and loans te unconsalidated structurad entities, the maximum exposure 1o loss is the
carrying value of these intarests at the balance shest reporting date.

Tha maximum axpocure 1o lese iz statad groes of the effects of hedging and eollateral arrangemeants antered inte to mitigata tha group's
axposure to loss.

Securitications
The group has interests in wncensolidated securitization vehicles through holding notes msued by these entities.
HSEC managed funds

The greup estabhches and manages money market funds and non-mangy market investment funds to provide customers with investment
opportunities. Tha group, as fund manager, may ba antitlad to recaiva managamant and parformance feas bazed on the aszets undar
management. The group may alse retain wnits in these funds,

MNon-HSBC managed funds

The greup purchases and holds unis of third-party managed funds in order to faciltate business and meet customer needs, In addition to
antitiaz, aczat and liabildy clazzes dicclozed above, the group antars into derivative centracts with non-HSBC managed funds.

Other

The group has establizhed structured entities in the normal course of business, cuch as structured credit transactions for customers, to
provide financa te public and private sector infraztructure projects, and for asset and structured finance transactions. In addition to the
intarast disclosed above, the group amters into derivative contracts, reverse rapos and stock borrawing transactions with structurad
antitias. Thesa intarests ariza in the normal course of buzinezs for the facilitation of third-party transactions and risk managamant
solutions.

Structurad entities sponsored by the group
The amount of assets transferred to and income received from such sponsored antities duning 2012 and 2017 were not significant.
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MNotes on the Consolidated Financial Statements

38 Bank balance sheet and statement of changes in equity

Bank balance sheet at 31 December 2018

2018 2017
HHgm HEgm
Ascets
Cefy e maghtt bb snces ot cantiel barka 147 447 143,525
Hame e e soures of solliobon from ot banke 18,021 19,972
Heng Kong Gavarmmant sertficates of ndabtednoss 280,854 B
Treding eesats 438,155 954114
Dharivet vas 278,558 281 852
Fnancisl smsts denignated end othanwme mendstanty messured 8t fair value throwgh profit or loes 6,298 WA
FEnanomnl smats designated e fair value [T dER
Ravares rapuschnss BIrasmmants - non-tradng 243,203 203,031
Placangs with and advances 1o enks 159,636 167,486
fLonns and nivenos 10 cugtamers 1,947,307 12450
Frnrcinl rvaatrmants 6,556 ]
Anounts dus Trom GrouD companse 347.652 465,144
Ivastrmarts m subasimises aa,18a BD 1R
Intarapts in sssooatas and ot venfures 39,830 ol a0
Goodwill and ntangble spssts .41 6542
Praparty, plarnt sned squomant 5897 BA520
Dafarrad tnx assats aaz 13E
Prapaymants, occrued neamas snd cther nssata 130,057 BY2ET
Total asaets 5075751 4,504,480
Liabilities
Hong Kong currancy mobes o esrculstion 280, 854 287174
FarmE o the courss of Tranem e 10 othar benks 22,7868 28217
i ndhads o mdmants - Aaftmdag 55,142 12243
Daposits by bonks 121,618 154,720
Cuahermad astunila 3,186,542 ERFENT
Tinding balhtios 47,49 101,528
Darvetvas 279, 058 20 gL
Fnancial bebildwn I!nllannudntfmrmlm 42 545 7B
Dbt seoiadin in SSUa 41,398 27,658
Retrarmant benalit habiltas 2,085 1,675
Amounts dus to Sroup companss 430, FE3 a7 a4
Aczrunts ond dalaried soomes, ot babdtss pnd provsans 98,983 51,525
Currant tnx babilites 1.600 1053
Dafarred i babilnag 8,836 o756
Subordnated kit 3133 A
Praferarcs shenas —_ 20,530
Total linbilitiss 4,631,331 4,453,543
Equity
Share capital 172,335 161360
Othad squity netremanits 35,873 14,737
Cthar g 23,345 18,655
Ratmnad ammings 212,880 206 503
Total equity 444,420 S90.504
Total equity and ilabilites 5,075,751 4,604, 405
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Bank statement of changes in equity for the year ended 31 December 2018

Dithvier reseries
Finaneial Cash
Other Proporty oo vets ot flow  Farsign
Shisre equity  Retained Fevaluaton w hedge Tatad
HESm HEEm HKEm HE4m HESm HKSm HKSm HESm HKSm
At 31 Dec 2097 151,380 14,737 205,582 ¥, 799 1,888 (118 09478 (13041} 300534
imepact on transition ta HKFRS 8 = = (B = 358y - - - 1.252)
At 1 Jan 2018 151,380 14,737 204,888 0,790 1,332 (118 {9473 (13041} 3I8523A3
_f_*r_g‘:l! for tha yans - - 75,742 - - - - - TS 742
Othat comprabersws noomafexpeiss] [nat
ol tex] - = {535) 8,410 [295) 34 {3,379 = 424
= dabt irstrumants st fair vakse taough
olfEr comipral REnE IncEnTE - - - 261) 3k = = e
= auidy i iumante damgrm bed al T vakea
Eheougn OUer COMpraheness Nooma - - - 34 - - - (34
= oash flow hedoun - - - - 34 - - 34
—ahangas in Tar vakss of firancal lebigae
dunignated at fair velue upon nitisl
racagn ton aneng from changes i own
aradit rak - - {208} = - - - (2oa)
= proparty revskiston - 8410 8410
= remgnauramant of defmad Denaelit ossat’
lisbyilrty - - {227 - - - = (327
- axchibngs défarences - - - - = = 13,373 = (3,373}
Tatal prehensive incoma/{sxpenza)
for the year - - 75,207 8410 (295) 34 {3,373 - 79,983
(e equty rEtumonts seded® - 21,142 - - = - - - 21,142
Crvidands paid o - - (47.4840) - - - - - {a7.a4m)
Movernant r raspeat of shore-Besad
DAY ANt BT angamants - - 213 - - - - 215 2
Tranatara and othar mowements 20,975 = {19,380) 8. 703) - - - 8,559 1451
At 31 Dee 2018 172,335 35879 112860 39,506 1.037 (84)  {12.846) (4.267) 444420
st Pl noaE
Avakbha- Cah
Ohas PIGESTY ™ rergnla flow  Forsgn
AUy Retarea  TVALEIDN  rvagtment hidign  exchange § Tedal
Shang capal inglnamEnte SRMOgH Lo Ll Ty v L] Mvar Rty
HKEm HESm HESm HEEm Hikdm HESm HESm HKEm HEKEm
Af 1 Jen 2017 114,369 14,737 Flri HAE P F] [B78] 13,734 18236 s
Prodit Tar s year - = B2.511 — — - = N B2,611
Jthar comprahangive nosmafsgenss
it of tax) = = 07 P EE) a7 4,761 - V2,208
- gymdnib-for-ak imeatments - - - - el - - - maal
- cash fiow hadges - - - - - = - - S
= ghanges in fair volsa of finonginl labiliss
dampnatad 8t far wafue upon sl
FRSO T Anang from Shanpas 1N own
cradit rigk - - [0} - - - - - [&0E(
- PIOEETy fnaliaten - - - 1258 - - - - TEGE
= hemanduiemant of Salred Bardhit pasatl
Tk ity - - stz - - - - = aig
;ﬂﬂ\anﬁ E!I'mar_-\_:_“t.g _ - - - - - - a8 - & FEY
Totn! comprabaneve noomalagenea] for
i e = - 1218 T262 e a7 4,281 - 74,760
Shares iasesd 1,744 e T = = = = = 1,744
Dnaderds paid” - - 65260 - - - - - B5.260)
Movamant n respect of shara-Desad
pEymant BIaNgamants - = 1103 - - - - [=ER 1] [LEET]
Tranafare arnd otFgt r|'~t:u.'\i|'||i|l'\-'l.a"'5 Ly - |34 065} r263] FEE) - - 2 A6 i)
A 31 Dag 2007 16,350 14,737 205,562 3.7 155G 1118l [ 473 13041} JRDGIE
For Barotas piaess rafe I page 55
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MNotes on the Consolidated Financial Statements

39 Legal proceedings and regulatory matters

The group iz party to legal proceadings and regulatory matters in &8 number of jurisdictions arizing out of its normal business operations.
Apart from the matters described below, the Bank considers that none of these matters are matenal, The recognition of provisions i
determined in accordance with the accounting policies set out in note 1.2(n). While the cutcome of legal proceedings and regulatory
matters ic inharantly uncertain, managamant balisves that, based on the information available te it, appropriate provisions have bean
made in respect of these matters as at 31 December 2018, Any provision recognized does not censtiute an admission of wrongdaing or
lagal liability. It iz not practicable 1o provide an aggregate astimate of potential liability for our legal proceadings and regulatory matters
az a clazs of contingant liabilities.

Anti-money laundering and sanctions-related matters

In 2010, HEBC Bank USA entered into a consent ceass and desist erder with the Office of the Comptroller of the Currency {"OCC") and
tha indirect parent of that company, HSEC North Amearica Holdings Inc. ("HNAH'), enterad into a consent cease and desist ordar with the
US Federal Reserve Board ('FRE'). In 2012, HSEC Bank USA further entered into an enterprise-wide cempliance cansent order with the
QCC {togather the ‘Orders’). These Orders required improvemaents to establish an effective compliance risk managemant programmae
acrocs HSBC e US busineczes, including rick managemant ralated to the US Bank Secreey Act ('BESA’) and anti-money laundaring ("AML")
complimnce. In 2012, an additional consent order was antered into with the QCC that required HSEC Bank USA to correct the
circumetances noted in the OCC s report and im posed restnctions on HSBC Bank USA acquiring contral of, or helding an intarast in, any
new financial subsidiary, or commencing a new activity i it2 existing financial zubsidiary, without the OCC's approval, Between Junae and
September 2018, following implemantation of the requirad remediation actions by HMAH and HSEC Bank USA, tha FRE and OCC
terminated sach of these orders,

In Dacambar 2012, among othar agreamaents, HSBC Heldings ple concanted 1o a ceata-and-desizt erdar with the FRE and agread 1o an
underiaking with the UK Financial Cenduct Authonty ('FCA’] te comply with certain forward-locking AML and sanctionz-related
abligations and 10 retam an indepandent complisnce manitor (wha iz, for FCA purpozes, a ‘skilled parson’ under zection 166 of the
Financial Services and Markets Act) to preduce periodic assessments of the Group’s AML and sanctions compliance programme {the
'Skilled Parzon/Indapandent Conzuliant’). In December 2012, HSBC Holdings ple alzo entared into an agreerment with the Offica of
Forsign Assets Control ("OFAL’) regarding historical transactions involving parties subject to OFAC sanctions. The Skilled Person/
Independent Consultant will continue to conduct country revisws and provide periedic repons for a penod of time at the FCA's and FRE's
digeration.

Through his country-level reviews, the Skilled Personfndependent Consultant has idemified potental AML and canctions complisnce
issuas that HSBC is reviewing further with the FRE and/or FCA. The Financial Crimes Enforcement Network of the US Treasury
Dapartrment as wall az the Civil Divizion of the US Attorney’s Office for the Southern District of New York are investigating the collaction
and transmittal of third-party originator information in certain payments instructed over HSBC's propristary payment systems, HSBC is
cooparating with all of thesa investigations,

Bazad on the facts currently known, it is not practicable at this time for HSEC to pradict the resolution of theze matters, including the
timing of any possible impact on HSBE, which could be significant,

Tax investigations

The Bank continuas to cooparate with the relevant US and other autheorities, including with respect to cliantz of the Bank in India who
may have had US tax rapering obligations.

In addition, various tax administration, regulstory and law enfarcement authorties sround the world, including in India, are conducting
invastigationz and reviews of HSBC Swisz Privata Bank and other HSBC companies in connection with allegations of tax avazion or tax
fraud, money laundering and unlawful erecz-border banking solicitation. In Fabruary 2015, the Indian tax authority iszued a summonsz
and request for information to the Bank in India.

The Bank and other HSBC companies are cooparating with these ongoing investigation. There ara many factors that may affact the range
of sutcomes, and the resulting financial impact, of thase investigations and reviews, which could be significan,

In light of the media attantion regarding theza matters, it ic possible that other tax administration, regulatery or law enforcamant
authoritees will also initiate or enlarge similar investigations or regulatory procesdings.

Singapore Interbank Offered Rate ('Sibor’), Singapore Swap Offer Rate {"SOR") and Australia Banlk: Bill
Swap Rate ('BESW')

In July 2016 and August 2016, HSBC and other panal banks were named as defendants in two putative class actions filed in the MNew
York Diztrict Court en bahalf of parsenz who tranzacted in products ralated to the SIBOR, S0R and BESW benchmark ratas. Tha
complaints allege, among cther things, misconduct related to these benchmark rates in vialation of US antitrust, commedities and
racketearng laws, and state law. Following a decision in Octobar 2018 on the defandants’ motion to dismiss in the SIBORSOR litigation,
tha claime againzt 8 number of HSEC antities weare dicmizsad and the Bank remains the cnly HSBC defandant in thiz acticn. In October
2018, the Bank filed a motion for reconsideration of the decision based on the izsue of personal jurisdiction. The plaintiff filed a third
amended complaint in Octobar 2018 naming only the SIBOR panel members. In Nevemnbar 2018, tha dafendants movad to dismiss the
third amended complaint, and thiz metin remainz pending

In Movembaer 2018, the court grantad in part and denied in part the defendanis’ motion to diemiss the BESW casze and dizsmizsed all
foraign defandants, including all the HSEC entities, on parsonal jurisdiction grounds. The plaintiff sought leave te file a second amended
complaint in January 2019,

Thare ara many facters that may affect the range of outcomes, and the resulting financial impact, of these matters, which could be
significant.
United States Bankruptcy Court for the Southern District of New York litigation

In June 2018, a claim was izsued againzt the Bank in the Unitad States Bankruptey Court for the Southem District of New Yark by the
Chaptar 11 Trustes of CFG Peru Investmants Pte. Ltd. (Singapora) {tha "Trustes Com plaint’). The Trustes Complaint makes allagations
under the Peruvian Civil Code, Hong Kong and LS. common law and the Bankruptey Code concerning the Bank's alleged conduct in
commansing the winding-up procsadings and pursuing the appointmant of joint provisional liquidaters for affiliates of CFG Pary

112  The Hongkeng and Shanghai Banking Corporation Limited Annual Report and Accounts 2018
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Investmaents Pte. Lid. The Trustes is sesking damages and equitable subordination or disallowance of the Bank's Chapter 11 claims in a
ralated bankruptcy procaeding.

Tha Bank will zeak to dismics the Trestes Complaint. Bagad an the factz currantly known, it iz not practicable at thic time to pradict the
resalution of these matters, including the timing or any possible impact, which could be significant,

Foreign exchange rate investigations

In January 2018, HSEC Holdings ple entered into a three-year defarred prosecution agresmant with the Criminal Division of the Do (the
'FX DPA'), regarding fraudulant conduct in connaction with twe particular transactions in 2010 and 2011, Thiz concluded the Dod's

inwastigation inte HSBC' s histornical foreign axchange activities. Under the terms of tha FX DPA, HSBG has a number of ongoing
obligations, including implamanting enhancemants to itz intarnal controls and procadures in itz Global Markets business, which will ba

the subject of annual reports to the Dol In addition, HSEC agreed to pay a fmancm| penalty and restitution,

Thers are many factors that may affect the range of cutcomes and the resulting financial impact of this matter, which could be
significant,

Other regiulatory investigations, reviews and litigation

HEBC Heldings ple andlor certaln of iz affiliates are subject to a number of other investigations and reviews by various regulators and
com patition and law enforcamant authoritias, as well as litigation, in connaction with various matters ralating to the firm's businaszes
and aperations, including:

+ paquasts for information fram vanous tax administration or regulstory auvthaoritiaz ralating to Mossack Fonceca & Co.;

+ an investigation by the US Securities and Exchange Commizssion of multiple instlutions, including HSBC, in relation te hifng practices
of candidates refarred by or related to govarnment officialc or amployees of state-ownad anterprizes in Asia-Pacific.

There are many factors that may affect the range of sutcomeas, and the resulting financial impaect, of theza matters, which could be
signifcant,

40 Ultimate holding company

Tha ultimate holding company of the Bank iz HSEC Haoldings ple, which iz incorporated in England.

Tha largest group in which the accounts of the Bank are consolidated iz that headed by HSEC Holdings ple. The consolidated accounts of
HSBC Heldings ple are available to the public on the HSBC Group's wabsite at www.hzbe.com or may be obtained from 8 Canada
Snuare, London E14 SHQ, United Kingdom,

41 Events after the balance sheet date

Dwring 2018, the group alse made progress to remove intarnal operational dependencies {for instance, where ona group entity provides
critical services to ancther) to further facilitate tha recoveny and rezolution planning of the group. In particular, the group transfarred
eritical shared sarvices to 8 separate internal group of service campanies ('ServCo greup'l, which iz outside of the group but remain
whaelly-cowned by HSBC Holdings ple. The transfer to the ServCo group of relevant am ployeses, critical shared services and aszats in Hong
Keng was substantially cemplated on 1 January 2018 The astablichmeant of the SarvCo group dees net ehanga how the group operatas
and there were no changes 1o employment terms and condtions or pension benefits as a result of these transfers,

42 Approval of financial statements

Thea financial statemants ware approvaed and authorized for issua by the Board of Directors on 19 February 2015,

The Hongkeng and Shanghai Banking Corporation Limited Annual Repert and Acceunts 20018 113
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1 28 13 30

2 28 13 30

3 30 10
4 30 10
5 30 10
6 28 13 30 15
7 28 13 30 15
8 30 17
9 30 19
10 30 19
11 30 23
12 30 24
13 30 25
14 30 25
15 30 29
16 30 31
17 30

18 30

19 30
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20 19 30 21
21 28 13 30 21
22 28 13 30 21
23 28 13 30 23
24 28 13 30
25 30
26 30
27 30 12
28 30 12
29 30 16
30 30
31 30 16
32 30 17
33 30 20
34 30 20
35 30 26
36 28 13 30 27
37 30
38 30
39 30
40 30 22
41 30
42 30 11
43 30 19
44 30 19
45 30 29
46 30
47 30
48 30 13
49 30 13
50 30 24
51 30 24
52 30 29
53 30 30 29
54 30 30 29
55 30 30 31
56 30
57 30
58 30
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59 30 11
60 30 11
61 30 14
62 30 14
63 30 19
64 30 21
65 30 30 25
66 30 10

67 30 10 12
68 30 30 10 15
69 30 10 17
70 30 10 19
71 30 10 19
72 30 10 23
73 30 10 23
74 30 10 26
75 30 30 10 31
76 30 11

77 30 11 16
78 30 11 22
79 30 11 28
80 30 11 30
81 30 12

82 30 31

83 30 31

84 30 31 15
85 30 31 15
86 31 16
87 31 17
88 31 23
89 31 24
90 31 31
91 31

92 31

93 19 31 19
94 30 31 19
95 31 28
96 31

97 30 31
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98 31 15
99 31 15
100 31 20
101 31
102 31 18
103 31 19
104 31 19
105 31 24
106 31 24
107 31 26
108
109 30
110 30
111 10
112 23
113 23
114 31
115
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2019 28 2017 27 500,000,000
2019 26 2017 25 300,000,000
2019 30 2017 30 300,000,000
2019 19 2017 15 310,000,000

2019 1018 2017 10 17 300,000,000
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2019 10 18
2017 10 17 200,000,000
2019 10 18 2017 10 18 300,000,000
2019 11 29 2017 11 28 300,000,000
2019 1220 2017 12 19 300,000,000
2019 28
2017 12 27 400,000,000
2019 28 2017 12 27 500,000,000
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 15
2018 14 500,000,000
2019 16
2018 15 500,000,000
2020 19 2018 16 310,000,000
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 11 2018 300,000,000
2019 11 15 2018 14 300,000,000
2020 25 2018 24 305,000,000
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2019 11 29 2018 28 300,000,000
2019 11 29 2018 28 300,000,000
2020 29 2018 28 300,000,000
2020 10 2018 300,000,000
2020 17
2018 13 430,000,000
2020 30
2018 27 1,000,000,000
2020 30 2018 27 300,000,000
2019 30 2018 30 499,800,000
2019 30 2018 30 150,000,000
2019 %0 2018 30 150,000,000
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2019 25 2018 21 150,000,000

2019 25 2018 21 150,000,000

2020 21 2018 26 500,000,000

2020 28 2018 27 300,000,000

2019 27 2018 27 1,308,000,000

2020 2018 10 11 300,000,000

2020 10 30 2018 10 29 300,000,000

2019 10 30 2018 10 29 150,000,000

2019 10 30 2018 10 29 150,000,000
2020 24

2018 10 31 650,000,000
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2020
2018 11 300,000,000
2020
2018 11 300,000,000
2019 11 29 2018 11 29 150,000,000
2020 12 21
2018 12 20 1,000,000,000
2019 12 20 2018 12 20 300,000,000
2019 1z 20 2018 12 20 500,000,000
2020 30 2019 30 305,000,000
2022 28
2019 30 1,500,000,000
2020 30 2019 30 1,328,000,000
2020 18 2019 15 300,000,000
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2020 15
2019 14 250,000,000
2021 19 2019 19 510,000,000
2022 29
2019 28 350,000,000
2020 2019 29 600,000,000
2020 10
2019 200,000,000
2021 26 2019 25 510,000,000
2020 24
2019 25 150,000,000
2020 24 2019 25 150,000,000
2020 1110 2019 200,000,000
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2020 11 17 2019 16 400,000,000
ot 2019 23 305,000,000
2019 11 29 2019 28 300,000,000
2020 2 2019 30 1,500,000,000
2019
1
31
167,080,532 100

)
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31 12
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31 14
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14
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15
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16
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310/370



EDINETOOOO

O00DO00oDo0oooo0ooO00oo00o0O00DbDO000DOodnoo(E27669)

oOoOooodn

() 30 15 30 10 1,000 100
17
31
543,341,400 100
18
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19
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29
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() 31
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11
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() 30 12 31
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1
2020 11 10 2015 11 20 470,000,000
2
2020 12 2015 12 14 150,000,000
3
2021 12 2016 1 25 176,000,000
4
2021 19
2016 18 519,000,000
S&P500
5
2021 29
NY 2016 29 10,130,000,000
30
6
2021 29 2016 29 1,587,000,000
TOPIX
7
2019 29
2016 28 1,965,000,000
S&P500
8
2021 29
2016 28 1,000,000,000
S&P500
9
2021 29
2016 28 3,000,000,000
50
10
2019 30 2016 29 2,510,000,000
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2021 10 28
2016 10 27 1,054,000,000
S&P500
12
2021 10 28
2016 10 27 3,974,000,000
50
13
2019 10 28
2016 10 27 3,100,000,000
S&P500
14
2021 11 12
2016 11 11 1,500,000,000
50
15
2021 11 26
2016 11 28 1,000,000,000
50
16
2019 11 2
019 8 2016 11 28 700,000,000
50
17
2021 12 10
2016 12 1,000,000,000
50
18
2019 12 20
2016 12 21 2,530,000,000
S&P500
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2016 12 28 6,100,000,000
50
20
2019 12 27
2016 12 28 3,800,000,000
50
21
2019 28 2016 12 28 2,400,000,000
22
2020
2017 5,405,000,000
S&P500
23
2020 13 2017 10 2,260,000,000
24
202 1
020 3 2017 10 2,270,000,000
50
25
2022 11
2017 10 5,832,000,000
50
26
2022 18
NY 2017 21 7,778,000,000
30
27
2020 27
2017 29 1,745,000,000
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202
020 30 2017 30 2,313,000,000
50
30
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50
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2017 26 5,538,000,000
50
32
2020 28
2017 30 2,800,000,000
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33
2020 29 2017 28 650,000,000
34
2022 29
2017 28 7,000,000,000
50
35
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2017 27 6,834,000,000
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2020 28
2017 27 5,340,000,000
S&P500
37
2020 29
2017 28 4,189,000,000
S&P500
38
2022 10 2017 10 1,942,000,000
S&P500
39
2022 11 15
2017 11 14 1,250,000,000
S&P500
40
2020 11 18 2017 11 28 2,012,000,000
65
41
2020 11 18 2017 11 28 2,081,000,000
60
42
2020 11 27
2017 11 28 1,225,000,000
43
2022 12 28
2017 12 27 4,301,000,000
50
44
2022 12 28
2017 12 27 5,395,000,000
50
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2023 17
2018 16 1,350,000,000
S&P500
46
2023 27
2018 29 1,777,000,000
50
47
2021
2018 9,100,000,000
S&P500
48
2021 12
2018 410,000,000
49
2023 13
2018 1,000,000,000
50
50
2021 16
2018 15 3,480,000,000
51
2023 15 2018 15 6,957,000,000
S&P500
52
2021 29
2018 28 6,611,000,000
S&P500
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53
2021 28
2018 29 3,959,000,000
S&P500
54
2022 28
2018 27 500,000,000
S&P500
55
2021 17 2018 27 1,460,000,000
65
56
2021 17 2018 27 1,344,000,000
60
57
2023 10 30
2018 10 29 1,112,000,000
50
58
2023 11 14
2018 11 13 2,018,000,000
50
59
2021 11 26
2018 11 26 3,500,000,000
S&P500
60
2022
2019 31 3,125,000,000
S&P500
61
2020 13 2019 12 7,000,000,000
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62
2024 13
2019 12 1,233,000,000
50
63
2022 27
2019 30 4,180,000,000
S&P500
1)
225
225
2)  S&P500
Sep S&P500
3) Ny 30
Sep NY 30
4) TOPIX
5) 50
12 50
50°
2014 2015 2016 2017 2018
17,935.64 | 20,868.03 | 19,494.53 | 22,939.18 | 24,270.62
13,910.16 | 16,795.96 | 14,952.02 | 18,335.63 | 19,155.74
2018 2018 2018 2018 2018 2018
10 11 12
22,794.19 | 22,869.50 | 24,120.04 | 24,270.62 | 22,486.92 | 22,574.76
21,546.99 | 21,857.43 | 22,307.06 | 21,149.80 | 21,507.54 | 19,155.74
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S&P500
2014 2015 2016 2017 2018
2,090.57 2,130.82 2,271.72 2,690.16 2,351.10
1,741.89 1,867.61 1,829.08 2,257.83 2,930.75
2018 2018 2018 2018 2018 2018
10 11 12
2,846.07 2,914.04 2,930.75 2,925.51 2,813.89 2,790.37
2,713.22 2,813.36 2,871.68 2,641.25 2,632.56 2,351.10
S&P
NY 30
2014 2015 2016 2017 2018
18,053.71 18,312.39 19,974.62 24,837.51 26,828.39
15,372.80 15,666.44 15,660.18 19,732.40 21,792.20
2018 2018 2018 2018 2018 2018
10 11 12
25,527.07 | 26,124.57 | 26,743.50 | 26,828.39 | 26,191.22 | 25,826.43
24,174.82 | 25,162.41 | 25,857.07 | 24,442.92 | 24,285.95 | 21,792.20
TOPIX
2014 2015 2016 2017 2018
1,447.58 1,691.29 1,552.36 1,831.93 1,911.07
1,132.76 1,357.98 1,196.28 1,459.07 1,415.55
2018 2018 2018 2018 2018 2018
10 11 12
1,775.76 1,769.76 1,822.44 1,824.03 1,681.25 1,689.05
1,676.20 1,683.50 1,684.31 1,589.56 1,615.89 1,415.55
50
2014 2015 2016 2017 2018
3,314.80 3,828.78 3,290.52 3,697.40 3,672.29
2,874.65 3,007.91 2,680.35 3,230.68 2,937.36
2018 2018 2018 2018 2018 2018
10 11 12
3,527.18 3,509.23 3,449.79 3,414.16 3,246.16 3,214.99
3,372.21 3,359.08 3,293.36 3,130.33 3,116.07 2,937.36
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1 1.1¢d) 2018
HK1CPA
HKFRS 2018 12 31
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BoCom

2018 12 31 BoCom VIU

53,536
VIU
VIU
2018 12 31 VIU
1,723 BoCom
BoCom
BoCom
BoCom
2018 BoCom
BoCom
2018
11
59
15 86-88
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2018
38-41
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405

HKSA
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Independent Auditor's Report

To the shareholder of The Hongkong and Shanghai Banking Corporation 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 52 to 113, which comprise:

¢ the consolidated balance sheet as at 31 December 2018;

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

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

1
« the notes on the consolidated financial statements, which include a summary of significant accounting policies.

1 Certain required disclosures as described in Note 1.1 (d) have been presented elsewhere in the Annual Report and Accounts 2018, rather than in the notes to the financial

statements. These are cross-referenced from the financial statements and are identified as audited.

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 2018, and of its consolidated financial performance and its consolidated cash flows for the year then ended in accordance with
Hong Kong Financial Reporting Standards (‘HKFRSS') issued by the Hong Kong Institute of Certified Public Accountants (‘HKICPA’) and
have been properly prepared in compliance with the Hong Kong Companies Ordinance.

Basis for Opinion

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

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

Independence

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

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the consolidated financial
statements of 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

« Alternative performance measure
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IT access management
Nature of the Key Audit Matter

The audit approach relies extensively on automated controls and
therefore on the effectiveness of controls over IT systems. In previous
years, we identified and reported that controls over access to applications,

Matters discussed with the Audit Committee

The status of management’s remediation, our audit response and the
results of our testing procedures was discussed at Audit Committee
meetings in 2018 and 2019.

operating systems and data in the financial reporting process required
improvements. Access management controls are critical to ensure that
changes to applications and underlying data are made in an appropriate
manner. Appropriate access controls contribute to mitigating the risk of
potential fraud or errors as a result of changes to applications and data.
Management has implemented remediation activities that have
contributed to reducing the risk over access management in the financial
reporting process. However, issues related to privileged access and
business user access remained unresolved on parts of the technology
infrastructure, requiring our audit approach to respond to the risks
presented.

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

I highly privileged access was 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 did not have access to change applications, the operating system or
databases in the production environment.

As a consequence of the deficiencies identified, 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

| alist 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 both core banking and payments systems.

Relevant references in the Annual Report and Accounts 2018

Risk: Top and Emerging Risks, page 17; Operational Risk, page 36

Investment in associate - Bank of Communications Company, Limited (‘BoCom’)
Nature of the Key Audit Matter Matters discussed with the Audit Committee

At 31 December 2018, the market value of the Bank's investment in The VIU model is dependent on many assumptions, both short-term and

BoCom based on the share price was HK$53,536 million lower than the
carrying value. This is considered an indicator of potential impairment. An
impairment test was performed by the Bank using a value in use (VIU)
model to estimate the investment’s value assuming it continues to be held
in perpetuity rather than sold. The VIU was HK$1,723 million in excess of
carrying value at 31 December 2018. On this basis, no impairment was
recorded and the share of BoCom'’s profits has been recognised in the
consolidated income statement.

How our audit addressed the Key Audit Matter

longterm in nature. These assumptions are derived from a combination of
management estimates, analysts’ forecasts and market data, and are
highly judgemental. Given the proximity of the carrying value and VIU,
small changes in some of these assumptions would lead to an
impairment. We discussed the appropriateness of these assumptions with
the Audit Committee, particularly those with the greatest sensitivity related
to short term cash flows and the minimum level of capital required by
BoCom. We discussed whether the impact of China-US trade tensions
and the impact of government policies on the China banking market had
been fully reflected. We also reviewed with the Audit Committee the long
term profit growth rate and loan impairment rate, and considered
reasonably possible alternatives. In the discussion we specifically
considered whether the assumptions used captured the current levels of
uncertainty, both individually and considering the output of the model in
aggregate.
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| The conclusions on the appropriateness of the model were evaluated, with the assistance of our valuation expert.

| 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.

| Areasonable range for the discount rate used within the model was independently calculated with the assistance of our valuation experts.
| The controls in place over the model, and its mathematical accuracy were tested.

I A meeting between management and senior BoCom executive management, held specifically to identify facts or circumstances impacting
management assumptions, was observed.

| Disclosures made in the Annual Report and Accounts 2018 in relation to BoCom were tested and assessed for appropriateness.

| Representations were obtained from the Bank that the assumptions used were consistent with information currently available to the Bank both as
shareholder and to which the Bank is entitled through participation on BoCom's board of Directors.

Relevant references in the Annual Report and Accounts 2018

Financial Review, page 11
Note 1: Basis of preparation and significant accounting policies, page 59

Note 15: Interests in associates and joint ventures, page 86-88
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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$48,522 million and
liabilities under non-linked life insurance contracts of HK$433,668 million
as at 31 December 2018. The determination of these balances requires
the use of appropriate actuarial methodologies and also highly
judgemental assumptions. Such assumptions include the long-term
economic returns of insurance contracts issued, assumptions over
policyholder behaviour such as longevity, mortality and persistency, and
management assumptions over the future costs of obtaining and
maintaining the group’s insurance business. Small movements in these
assumptions can have a material impact on the PVIF asset and the
liabilities under non-linked life insurance contracts.

How our audit addressed the Key Audit Matter

Matters discussed with the Audit Committee

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

The controls in place for the determination of the valuation of the PVIF asset and the liabilities under non-linked life insurance contracts were tested.

Specifically, these included controls over:

| policy data reconciliations from the policyholder administration system to the actuarial valuation system,

| assumption setting,
| review and determination of valuation methodologies,
| restriction of user access to the actuarial models, and

| production and approval of the actuarial results.

With the assistance of our actuarial experts, the appropriateness of the models, methodologies and assumptions used were assessed for

reasonableness. Specifically, these included assumptions in respect of:

| long-term economic returns of insurance contracts issued;

| policyholder behaviour such as longevity, mortality and persistency; and

| future costs of obtaining and maintaining the insurance business.

Our challenge and evaluation of the key judgements and assumptions made by management included whether these were supported by relevant
experience, market information and formed a reasonable basis for setting the assumptions.

Relevant references in the Annual Report and Accounts 2018

Risk: Risks of insurance manufacturing operations, page 38-41
Note 1: Basis of preparation and significant accounting policies, page 65
Note 4: Liabilities under insurance contracts, page 77

Note 16: Goodwill and intangible assets, page 89

Impairment of loans and advances to customers
Nature of the Key Audit Matter

As this is the first year of adoption of HKFRS 9, there is limited experience
available to back-test the expected credit loss (‘ECL'") charge and
allowance against actual results. There has been a significant increase in
the number of data points required for the impairment calculation. The
data is sourced from a number of systems that have not been used
previously for the preparation of the accounting records. This increases
the risk around completeness and accuracy of certain data used to create
assumptions and operate the models. The global credit environment has
remained relatively benign for an extended period of time, in part due to
the low interest rate environment, and the relative strength of the global
economy. However, there are a number of headwinds to the global
economy as well as certain regional and country specific risks. As a result,
whilst the current levels of delinquencies and defaults remains low, the
risk of impairment remains significant.

How our audit addressed the Key Audit Matter

Matters discussed with the Audit Committee

At each Audit Committee meeting there was a discussion on changes to
risk factors and other inputs within the models, geopolitical risks, such as
escalating US-China trade tensions, as well as individually significant loan
impairments. The more judgemental interpretations of HKFRS 9 made by
management were discussed, in particular the application of forward
economic guidance, including the severity and magnitude of modelled
downside scenarios; and associated considerations of post model
adjustments. As the control environment for the calculation of ECL under
HKFRS 9 continued to be strengthened following initial adoption, we
provided updates on the changes being made and the results of our
testing procedures.

| Model performance monitoring and validation controls were tested, including periodic policy and independent model reviews, back testing of
performance, and approval of model changes. We also performed risk based substantive testing of models, including independently re-building

certain assumptions.

| We tested the review and challenge of multiple economic scenarios by an expert panel and internal governance committee, and assessed the
reasonableness of the multiple economic scenarios and variables using our economic experts.

| Controls over the inputs of critical data into source systems and the flow and transformation of data between source systems to the impairment
calculation system were tested. We also performed substantive testing over the critical data used in the year end ECL calculation.

| We assessed management’s user acceptance testing over the automated calculation of ECL to ensure it is performed in line with business
requirements, as well as independently reviewed the underlying system script to validate that the calculation operated as we would have expected.

| We observed challenge forums to assess the ECL output and approval of post model adjustments.

| We tested the approval of the key inputs, assumptions and discounted cash-flows that supported the impairment provisions for a sample of

significant individually assessed loans.
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Relevant references in the Annual Report and Accounts 2018
Risk: Credit Risk, page 18-31
Note 1: Basis of preparation and significant accounting policies, page 62-65

Note 3: Operating profit - Change in expected credit losses and other credit impairment charges, page 75
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Alternative performance measure

Nature of the Key Audit Matter Matters discussed with the Audit Committee

The group’s results are significant to HSBC Holdings plc (HSBC’), a listed We communicated our risk assessment in November 2018, and designed
company. The use of alternative performance measures is common by a year end testing response as a result. The outcome of our testing was
listed companies to help better explain performance to the established communicated to the Audit Committee in February 2019.

strategy.

HSBC use a number of alternative performance measures, including a
Jaws target. Jaws represents the difference between the rate of growth of
revenue and the rate of growth of costs in a given financial period. During
the year we discussed with the Audit Committee the sensitivity of the jaws
metric of HSBC to small changes in revenue and costs. We concluded that
this increased the incentive for management to override controls to meet
targets prompting us to perform a number of incremental procedures which
might indicate that revenue or costs were intentionally misstated.

How our audit addressed the Key Audit Matter

| We reassessed significant judgements in light of the enhanced incentives noted in the risk assessment.
I We performed additional tests on journals, specifically considering cutoff and unusual combinations that impact costs and revenue.
| We tested expenses booked post year end to assess if they were included in the correct period.

| We tested the clearance and appropriateness of classification of aged unreconciled items, considering if there was a trend towards only resolving
issues which would improve revenue or reduce costs.

I We performed additional tests on the completeness and accuracy of accruals and capitalised expenses.
Relevant references in the Annual Report and Accounts 2018

Report of the Directors: Asia Strategy, page 3
Risk: Operational Risk, page 36

Other Information

The directors of the Bank are responsible for the other information. The other information comprises the information included in the
Financial Highlights, Report of the Directors, Financial Review, Risk, Capital and Statement of Directors’ Responsibilities sections of
the Annual Report and Accounts 2018 (but does not include the consolidated financial statements and our auditor's report thereon),
which we obtained prior to the date of this auditor's report, and the Banking Disclosure Statement 2018 and the list of the directors
of the Bank’s subsidiary undertakings (consolidated in the financial statements) during the period from 1 January 2018 to 19
February 2019, which are expected to be made available to us after the date of this auditor's report.

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 2018 and the list of the directors of the Bank’s subsidiary undertakings
(consolidated in the financial statements) during the period from 1 January 2018 to 19 February 2019, 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 of the Bank 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.
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Auditor's Responsibilities for the Audit of the Consolidated Financial Statements

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

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with HKSAs will
always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are considered 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 judgment and maintain professional scepticism throughout the
audit. We also:

« |dentify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error, design
and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a
basis for our opinion. 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 to 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 of the current period and are therefore the key audit matters. We describe these matters in our
auditor's report unless law or regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse consequences of doing so would reasonably
be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor's report is Mr. Mervyn Robert John Jacob.

PricewaterhouseCoopers

Certified Public Accountants
Hong Kong, 19 February 2019
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