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Presentation of Information

This document comprises the Annual Report and Accounts 2019
for HSBC Bank plc (‘the bank') and its subsidiarias {together ‘the
group’). ‘We', ‘us’ and 'our’ refer to HSBC Bank pic together with
its subsidiaries. It contains the Strategic Report, the Report of the
Directors, the Statement of Directors’ Responsibilities and
Financial Statements, together with the independent Auditors’
Report, as required by the UK Companies Act 2006. References to
"HSEBC', 'HSBC Group' or "Group’ within this decument mean
HSBC Holdings plc together with its subsidiaries.

HSBC Bank plc is exempt from publishing information reguired by
The Capital Requirements Country-by-Country Reporting
Regulations 2013, as this information is published by its parent,
HSBC Haldings ple. This information is available on HSBC's
website: www hshc.com,

Pillar 3 disclosures for the group are also avaifable on
www hshc.com, under Investars,

All narrative disclosures, tables and graphs within the Strategic
Report and Report of the Directors are unaudited unless otherwise
stated.

Qur reporting currency is £ sterling.
Uniess otherwise specified, all $ symbols reprasent US dollars.

Cautionary Statement Regarding Forward-
Looking Statements

This Annual Report and Accounts 2019 comtains certain forward-
looking staternents with respact to the financial condition, resuits
of operations and business af the group.

Statements that are not historical facts, including statements
about the group’s beliefs and expectations, are forward-looking
statements. Words such as "expects’, ‘anticipates’, ‘intends’,
‘plans’, 'believes’, ‘seeks’, ‘estimates’, ‘potential’ and ‘reasonably
possible’, variations of these words and similar expressions are
intended to identify forward-tooking statements. These statements
are based on cutrent plans, estimates and prejections, and
therefore undue reliance should not be placed on them. Forward-
looking statements speak only as of the date they are made. HSBC
Bank plc makes no commitment to revise or updaie any forward-
looking statemnents to reflect events or circumstances occurring or
existing after the date of any forward-looking statement.

Forward-looking statements invelve inherent risks and
uncertainties. Readers are cautioned that a number of factors
could cause actual results to differ, in some instances materially,
from those anticipated or implied in any forward-looking
statement.
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Strategic Report | Highlights
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* InJune 2018, the HSBC 'Group' set strategic priorities and
financial targets amid an environment of rising interest rates,
resilient global economic growth and reduced geopolitical risk,

* In reviewing the Geoup's businesses and geographies today, it
is clear that many parts are performing strongly, particularly in
Asia and the Middle East, as well ag our market-leading
transaction banking services globally. The Group’s deep
heritage has provided advantages, including a wholesale and
personal client base located in the faster-growing, higher-return
markets of the world. Howaever, other parts of the business

+ With the changed macroeconomic environment and interest-
rate outlook, the Group has tempered revenue growth
expectations and adjusted the Group’s business plan
accordingly. The Group plans ta upgrade the return profile of
assets and improve efficiency, with the aim of generating
higher returns and more capacity for growth.

* HSBC Bank pic's business update is consistent with the
Group's strategy, enabling Furope to be simpler and more
competitive; better positioning the Group te achieve its aim of
being the world's leading internationat bank. The Group
strategy is supported by changes to our European business
model: we will seek to simplify our business, reduce our cost
base and continue to contribute to our globat network.

have underperformed.

s} / profit before tax (reported baéisl
:f tetore tex (adjusted basis)

Net operating income before change in expmsd C;'Bdll hsans and mhnr cmdn umpmrmant char
(Eqs profit amlbutabie 1o shemhulders of the paremt company

At vear-end {Em}

5 troportad basis)

Toal squity awributable 1o shareholders of the paremr;; c-ompany T 23,503 _..878
Total assets 7 ' o ’ 636,491 £04.958
Risk-waighted assets T . R 126,413 143,875
Loans ard advances ta customers. (net ol .mpaument aliowances) - 108,391 111,964
Customer sotounts B - 1??‘32 L
Capitairatios (%) T . e e

(Egmmon equity tier 1 I . 3B
Tier 1 } ] . 16.0
Fatat capital 27.9 26,2

Performanca, effiency and other ratios {annuatised %l
Rcmrn an avorage ordinary shareholdors’ equity
RBlurn on lanmbie equty

Cost efﬁcsency rano (mponed imsns)

Cust  elficiency ratio (adjusted bas|s)

Haho of customar advanias o cusiomer accounts

Comparatives for the year 2018 include the discontinued operations (HSBC UK Bank plc) untid 30 June 2018.

Adjusted performance is computed by adjusting reported rasults for the effect of significant itemns as detailed on pages 141015

Nert pperating income before change in expected credit losses and other credit impairment charges is alsa referred to as revenue

Capital ratios are detailed in the Capital section on pages 75 ta 76.

The return on average ordinary shareholders” equity is defined as profit sttributable to shareholders of the parent company divided by the average
totaf shareholders’ equity Dividends pand on AT1 should be net of tax in the calewlation.

The RoTE is calculsted as raported profit ettributalile 1o ordinary shareholders lass changes in goodwill and present value of in-force tong-term
insurance business divided by average tengible shareholders' equity.

7 Reported cost efficiency ratia is definad as total operating expenses (reporied) divided by net operating income before change in expected credit
losses and other credit impaiiment charges freported), while adjusted cost efficiency ratio s defined as total opersting expenses (adjusted) divided
by net aperating income Defore change in expected credit losses and other credit impsirment charges (adjusted).
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Strategic Report | Purpose and strategy
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HSBC is one of the largesl banking and financial services
organisations in the world, with operations in 64 countries and
territories.

&,
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Our purpose

Qur purpose is to be where the growth is, conneciing customers
to opportunities. We help enable businesses to thrive and
economies 1o prosper, helping peopie to fulfit their hopes, dreams
and realise thair ambitions.

AL L A L

HSBC values define who we are as an organisation and what
makas us distinctive.

Open
We are open to different ideas and cultures and value diverse
perspectives.

Connacted

We are connected to our customers, communities, regulators and
each other, caring about individuals and their progress.

Dependable

We are dependable, standing firm for what is right and delivering
on commitments.

fan

How we do business is as importart as what we do. Our
responsibilities to our customers, emplayees and shareholders as
well as to wider society go far beyond simply being profitable. We
seek to build trusting and lasting relationships with our many
stakeholders to generate value in society.

o . Pia, gL
el . [P

We are a part of HSBC Group, which has approximately
235,000 employees working globally 1o provide more than 40
million customers with a broad range of banking products and
services o meet their financial needs.

N A R TR ST

The Group's aim is to be the world's leading international bank,
helping personal, wealth and corporate clients thrive through the
Group's deep heritage in faster growing, higher-returning markets,
particularly in Asia and the Middle East.

The Group's strategy is supported by long-term global trends and
the Group's strategic advanages.

Leading international bank with access to high growth
markets

» The Group has a strong wealth business with client assets
reaching $1.4tn, supported by a premier international wealth
proposition and scale retail banking operations in Hong Kong,
the UK and Mexico.

» The Group is a leading trade and payments and ¢ash
management bank with $17bn of transaction banking adjusted
revenue. This is supported by the Group’s international network
of 64 markets, which covers approximately 90% of global GDP,
trade and capital flows.

Balance sheet strength

* Continue to maintain a strong capital, tunding and hiquidity
position with a diversified business model.

* Low earnings volatility.

» Foundation for sustained dividend; strong capacity for
distribution to sharehalders,

Siluoant B0 Py

With assets of £636bn at 31 December 2019, HSBC Bank plc is
one of Europe’s largest banking and financial services
organisations.

Mare than
1.3 million
customers bank with us
We employ around
18,000
people across our focations
Partner of choice for
¢.8,000
multinationals in the Eurapean Union ('EU’)
[ ATTET
HSBC Bank plc, a licensed subsidiary of HSBC Hoidings ple,
operates in 20 markets, following the opening of our Swedish
branch in October 2018. Our operating entities represent the
Group to customers, regulators, employees and other

stakeholders. The Bank and its subsidiarias have a physical
presence in three main areas:

¢ The United Kingdom: the non ring-fenced bank in the UK
provides a leading wholasale banking plattarm and is a global
centre of excellence for HGBC. We continue to work closely
with HSBC UK Bank plc (the ring-fenced bank) to help ensure a
seamless service is provided to clients.

* The European Union: we have a broad presence in the
European Union with a physical presence in Belgium, Czech
Republic, France, Germany, Greece, lreland, Italy, Luxembourg,
Malta, Netherands, Poland, Spain and Sweden. Two of thase
subsidiaries are located in Continentat Europe’s largest
economies, France and Germany.

+ Netwark Markets: in addition to the above, our physical
presence in Switzertand, Armenia, Israel, Russia, South Africa,
the Channel istands and Isle of Man further gnhances our client
offering and global connectivity, The Channel Isiands and Isle of
Man are inciuded within the UK in the financial statement
disclosure.

4 HSBC Bank plc Annual Heport and Accounts 2019




Our strategy

HSBC Bank plc's strategic vision is to be a leading international
pank in Europe with strong connectivity 1o Asia and the Middle
East. We want to help businesses and customers across the
region 1o continue to thrive and prosper. HSBC Group's
international network and expertise afong with our extansive
coverage and capabilities across Eurppe provide us with a
strategic advantage to help clients achieve their goals: whether it
is growing their businesses in the single market ar breaking into
international markets.

Flacge L : [T P P |

HSBC Bank ple makes a significamt, high value and growing
contribution to HSBC's international network, by connecting
European clients to international markets. However, despite
growing international revenues, Europe returns are well below
cost of capitat,

As a part of HSBC's business update, we will remodel our
European business to focus on its sttengths, and plan 1o reduce
European RWAs and costs. To achieve this, our future business
model will focus our client coverage on key international European
clients and connect them 10 Asia and the Middte East.

The UK investment banking activities will focus on supporting UK
mid-market clients and international corporate clients who require
support in the UK. Within Global Markets, we plan to invest in and
develop our FX capabilities while reducing the capital allocated 1o
Rates and Credit. London will remain a global hub for our Global
Banking and Markets business, leveraging the depth of the
London capital markets and our existing capabilities. In
Continental Europe, we plan to simplity out model and our
Cantinentat hub will remain in France.

in addition 1o our wholesale franchise, we will operate a targeted
wealth franchise focusing on Ulira High Net Worth Private
Banking and leveraging our international Expat offering. Retail
banking operations in France are subject to an ongeing strategic
review. HSBC France remains focused on its clients and will
continue to work with them during this period. Qur strategic vision
is based on the following key principles:

Europe is home to some of the best performing, forward thinking
companies, ranging from entrepreneurial start-ups to large
multinationals. The European Union is the world's largest trading
bloc. HSBC supports businesses of all sizes across the EU,
including c.8,000 multinationals. We offer a wide range of banking
services including retail and private banking, corporate and
investment banking, transaction banking, foreign exchange and
fixed income. We have ¢.18,000 employees in Europe supporting
our cliants' needs.

The Group’'s global network enables us to connect clients in
Europe with opportunities across thé wordd's trade corridors.
Europe's largest trade corridor is with Asia, which accounts for
more than a third {35%i) of its total trade (source: International
Trade Centre as at 2018). The Group's history and heritage allows
the Group 10 maintain a privileged position in high growth markels
in Asia and the Middle East. We have a strong ability o provide a
bridge to Asia and the Middie East for European businesses and
we're also here to helg Asian and Middle Fastern businesses
navigate growth opportunities in Europe.

LR TR Y R F N R R T S TTE

Strong trading relationships exist within Europe, supported by the
region’s interlinked infrastructure and transport connections and
the EU's single market framework. With intra-regional trade in the
EU expected to grow by 4.6% per year on average (source:
International Trade Centre and Oxford Economics as at 2018), we
are committed to helping customers in the region flourish. With
dadicated tearns in 20 European matkets, we have extensive

Luropean capability across traditional trade and structured trade
finance, cash management, payments and financing to serve the
needs of our clients,

HE RS IS PRI L. R TRV

Turope is at the forafront of international efforts to fight climate
change. We share these values and want to help governments and
businasses achieve their aims of developing a sustainable future
for all.

The UK left the EU on 31 January 2020, and entered a transition
period until 31 December 2020. During the transition period the
UK will continue to be bound by EU laws and regulations. Beyond
that date, there is no certainty on what the future relationship
between the UK and the FU will be. This creates market volatility
and economi¢ risk, particularly in the UK. We will continue to work
with regulators, governments and our customers and employees
to manage the risks resulting from the UK's exit from the £U as
they arise, particutarly across those industry sectors most
impactaed. Far more information, please refer to page 25.

HSBC Bank ple Annual Repornt and Accounts 2019 5



Strategic Report | Products and services
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The Group manages its products and services through its four businasses: REWM; CMB; GB&M; GPB; and Corparate Centre (Carporate
Centre comprises Centrat Treasury, including Balance Sheet Management, certain iegacy assets, interests in our associates and joint
ventures, and central stewardship costs}.

Our glohal businesses

Our operating model consists of four global businesses and a Corporate Centre, supported by HSBC Operations, Services and
Technology, and 11 global functions, including risk, finance, compliance, legal, marksting and human resources.

Markets {'GBEM')

HSBL Global Banking and Markets
operates in 20 markets across the UK,
European Union snd our Nanwork
Markets {see HSBC Bank plc on page 4}
ofering clients pecgraphical reach and
deep lecal knowlodge. We dediver
tatfored financial solutions to major
government, corporate and instilutional
clients worldwide. Operating 88 & global
business, we also comribute significant
revenuas 10 other regions through our
European cliemt bose.

Wa provide a comprehansive suite ot
services across capital financing,
transaction and advisory banking
sarvices, trade services, resoarch,
securities servicos and global liquidity
and cash management. Qur European
toams bring together relationship
managers and progduct specialists to
dativer financial salulions customised to
suit our clients’ business specific
grawth ambitions and financial
objictives, We continue 1o work closely
with colleagues in CMB, to previda a
range of tailored products and seamiess
sarvices that meot the needs of clients
across the bank.

Our business is underpinned by a focus
on highest standards of conduct and
tinancial ¢crima tisk managemant. We
ramain committed to deepaning client
relattonships, improving syngimgios
across HSBC global businesses. We
continug to invest in digital
programimes focused on cliants such as
HSBCnet, straamlining the platform and
improving customer axpernience. Cost
discipline ramaing a priority, as wo
striva to simplify the businass through
streamlining busingss linos, oporations
and technalogy.

f 3 1.

ropag’)

We serve customers in 19 markets and
territerigs, tanging from amall
enterprises focused en their local
markel to corporates operating across
bordars. We support multinationsls
across the region and provide the tools
and axpaertisa that European businesses
need to thrive.

Out netwark of ralationship managers
and product specialists work closely to
maet customer needs, from term loans
1o region-wide treasury and trada
sahutions. We are fully commirted to
holping Eurapean businesses navigate
change and seize export oppoRunities
a5 the EU strikes new trade
agreements.,

CMB is at the centre of creating
revanue synergias within the group. We
work closely with our GB&M colleagues
(o provide axpertise in capital finance
and advisory solutions 10 sUpport Qur
B clients. Our trade teams within
CMB also provide itnpert and axport
finance solutions to GB&M cliants.

With major aperations in Franca and
Germany, ard full-service centres in
hubs such as lriand. the Notherlands
and Switzartand, we provida corporates
with the means to consolidate and
simplify their Eurapaan cperations,
enabling owr customers to have greater
vigihility over their liquidity position and
unlock efficiencies in their reasury
structures, Our cusStomors axpect us to
be innpvative, whether it's a receivables
linanea salution to optimige working
capital ar support in pursuing tho
sustainability sgenda. One way we'rg
helping customers in their susteinability
eltorts is through their supply chains, by
devaloping graen financing solutions
that are beneficial for buyer and sellar
alike.

ésl‘;Lé beagd akasuadnes byg mdrata
Wealth Management
{REWM)

in Continental Europe, the Channe!
tstands and Isle of Man, RBWM helps
around 1.2 million cusiomers with their
financial needs through Retail Banking,
Wesith Managemant, Insurance and
Asset Management. For customers with
simplar banking needs, we offor & full
suite of products reflecting local
requirements: including personal
banking, mortgages, loans, credit cards,
savings, investrments and insurance,
Alongside this, RBWM providaes various
propositions in certein moarkets.,
including Jade, Premier, and Advance:
as well as waallh solutions, financial
planning and international services.

In RBWM, we serve our customers
thraugh four main channets: branches,
sell-servica terminals, telephone service
centres and digital services (internet
and mobile banking). We are moving
fram having isolated intaractions with
our CuUStomers, o 3 world in which we
are always listening, tearning and
innavating to offer simpla and helphul
solutions. We continue to focus on
meeting the neads of our customars,
the caormmunities we serve. and our ovwn
peoplo, whilst working to build the bank
of the huture, Wa aim 1o dolivar growth
and are targeting to graw revenue faster
than costs, increasing return on equity
over lirne.

P S |

{"GPE"}

hmante moilliuingg

We serve high net worth and ultra high
net warth individuals and families in the
Channel {slands and Isle of Man, France
and Germany, including those with
intamational banking neads,

Sarvices provided include Investment
Management, which cemprises
discretionary. advisory and brokeraga
services, and Private Wealth Solutions,
which includes frusis and estate
planning and bespoke lending such as
landing against financial assets and
residential morigage financing for high-
end prapertiay.

We colfaborate with the other global
businegses within the group and aspire
1o be the privata bank of choice to our
best corporate clients.

Adjusted profit before tax

£213m
(2018 £443m;

£135m £431Tm
(2018: £706m) {2018 £1,295m)’
Risk-Weighted Assets

£79,401m £28,260m

131 Dec 2018 €£91,259m;

131 Dec 2CI18 £31.31Cm

£6,879m

31 Drec 2038 £7.032rm

(2018 £62m)’

£48m

£1,898m

{31 Gec 203183: £2.012my

1 Inciudes profit from the discontinued aperations dua to the separation of HSBC UK Bank plc from the group.

Our global businessas are presented on an adjusted basis, which is consistent with the way in which we assess the performance of our

global businesses.

1]
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HSBC conducts busingss with the commitment to supporting the
sustained success of our customers, people and communities.

Non-Financial Information Statement

Disclosures required pursuant 1o the Companies, Partnerships and
Groups {Accounts and Non-Financial Reporting) Regulations 2016
can be found on the following pages:

Enviranmantal matters (including the impact of the
company's business on the gnvﬁmnmontl
The company’s amplove_es T
_Social matters
ﬁéspéc( tor human righls

Ar-\-l_i—cur‘rummn and arti-beibery matters
‘Business modal o
bancipal risks

“'Pages 7 1o 10 and 81 10 B3
‘Pages7w010
Page®
Pages221073

Customers

HSBC creates vaiue by providing products and services our
customers need, we aim to do 50 in @ way that fits seamlessly into
their lives. This helps us to build long-lasting relationships with our
customers. HSBC maintains trust by striving to protect our
customers’ data and information, and delivering fair outcomes for
them and if things go wrong, we need 1o address complaints in a
timely manner. Operating with high standards of conduct is
central 10 our long-term success and undarpins our ability to serve
our customers. Our Conduct Framework guides activities 1o
strengthen our business and increases our understanding of how
the decisions we make affect customers and other stakeholders.
Details on our Conduct Framework are available at
www_hsbec.com.

LN e 1y,

In this section, we focus an investment in Global 1iquidity and
Cash Management (GLCM'} and Global Trade and Receivables
Finance (GTRF'), key transaction banking products ottered to
clients in Europe.

In 2019, GTAF increased digitisation of trade tinance to improve
customer experience. Investment in existing digitat programmaes,
such as HSBCnet, led to an improved user interface for 10 markets
across the region. The interface is now more intuitive, reducing
errors on transactional applications and increasing customer self-
service. Cuslomers can now also customise various views of theair
products. Administrative processes have been streamiined where
possible - for example automation of the invoice discounting
process.

GLCM deployed a number of new products and enhancements in
Europe 1o better serve our customer base and enhance client
exparience. Efforts to empower clients ta view and operate virtual
account structures with single sign-on via Digitat channels, ied to
the implementation of next generation virluat accounts (NgVAM}
in the UK, Netherlands and Ireland. GLCM expanded its European
footprint with the launch of Pan-European Cards platform in
France along with intreduction of 6 additionat currencies.

Employees

Qur people at HSBC span many cultures, communities and
continents. H5BC wants to build wrusted relationships and create
an environment where our peonle feel empowered and can fulfil
their potential, HSBC understands the importance of building a
diverse and inclusive worktorce as wel a% a healthy and happy
worktorce. This allows us to bentter represent our customers and
the communities we serve.

We are focusing on employee weil-baing, diversity, inclusion and
engagement, as well as building our people’ skills and capabilities
for now and for the futura. We want to have an open culture
where pur pecple feal connected, supportad to speak up and
where our leaders encourage feedback.

We held aur first Europe-wide Diversity & Inclusion avent in
Athens in December 2019. The event tocused on the theme of the
unconscious biases that we all carry around with us and can
adversely impact hiring, promotion and talent management
decisions. We heard from colleagues whe shared their real life
stories and tips which will help our minds become more
suspicious of our own biases.

Further information on our commitment 1o Diversity & Inclusson,
and Learning & Talent Development, can be found on pages 82 10
83.

ot

It is vital we understand how our people fes! as it heips us give
them the right support to thrive and serva our customers well. We
capture their views on a range of topics, such as our strategy,
culture, behaviour, well-being and working environment, through
our employee survey, Snapshot. Results are presented tc and
discussed with the Board and management, allowing us to take
action based on the feadback.

Vet o T

We want a culture whaere our people feal able to speak up.
Individuals are encouraged to raise concerns about wrongdoing or
unethical conduct through the usual reporting and escalation
channels. However, we understand that there are circumstances
where pecple need (o raise concerns more discreetly. HSBC
Confidential is & global whistleblowing channel that enables our
people, past and present, 10 raise concerns in confidence and
without tear of retaliation.

Whistleblowing concerns are investigated thoroughly and
independently. Some of the common themes that have been
referred to HSBC Confidential include behaviour and cenduct,
allegations of fraud, and weaknesses with information security.
Following investigation, we take appropriate action, inchuding
disciglinary action and dismissal, as well as adjustments to
variabte pay and performance and behavioural ratings. We
regularly monitor case volumes and trends, and we report on gur
progress and performance to senior management. The Group's
Audit Committee has overall responsibility for the oversight ot
HSBC's whistleblowing arrangements and receives regular
updates on the status of whistleblowing arrangements and
outcomes.

HSBC does not condone or tolerate any acts of retaliation against
those who raise concerns, and has a strict policy prohibiting any
such acts. The outcomes of altegations of retaliation are reported
1o senior managament. Making malicious or false claims is
incompatible with our values and such instances are taken
serigusly.

We continued to promots the Group's whistleblowing
arrangement through training in 2019 and this has contributed to
the increase in the number of cases raised compared with 2018,
Whistleblowing cases raised in Europe [subject to investigation):

2019 - 326
2018 - 363

Substantiated clased whistleblowing cases in Europe (cases where
the investigation found the allegations 1o be substantiated or
partially substantiated):

2019-31%
2018 - 24%

e T et HEEE T EU P

(RS WAL NI

In our 2019 Snapshot survey, 71% of respondents (vs 73% in
2018} said they telt abls to spaak up when they see behaviour that
they consider to be wrong.

We want more of our people to have confidence in speaking up. A
Group programme has commenced 1o raise awareness about how
to speak up about different types of concerns, how concerns are
investigated and, crucially, what actions we take as a result of
concerns being raised.

HSBC Bank plc Annual Report and Accounts 2019 7



Strategic Report | How we do business

A number of initiatives were progressed in response to other areas
of feedback from Snapshot and employee engagement
mechanisms such as Townhalls and Exchange meetings:

* our senios Ipaders have been encouraged to actively recognise
colleagues through the use of informal methods, such as email
and ‘in-the-morment’ feedback on collaboration, helptul
challenge, and empathetic responses;

* the roll-out of consistent flexible working policies which wili be
completed in July 2020. These encourage companies to adopt
hest practice such as HSBC France’s work-lite charter which
provides ten principles for successtully batancing private and
professionatl life;

* the launch of a mental health-education sessions during 3Q19;

*  pramoting the use of HSBC University resources with the aim
of creating purposeful and healthy teams to support our leaders
navigate the chatlenges they face; and

= eoxtend the availability of local language information resources
across the region, reflecting the diversity of the Bank's clients,
coileagues and the countries in which we operate.

Supporting sustainable growth

Europe is at the forefrant of international efforts to fight climate
change and is a world leader in sustainable finance. We share
these values and want 1o help governments and businesses
achieve their aims of developing a sustainable future for all.

We at the bank are also engaging with our customers on transition
risk, and embedding climate risk within our own risk management
practices. HSBC Holdings undersiands thal it is important ta
provide disclosures on both climate-related opportunities and risks
1o our stakeholders, and will include our third disclosure under the
Task Force on Climate-refated Financial Disclosure { TCFO'} in our
Group Annual Report and Accounts 2019.

HSBC Group has shown progress against our targets in
sustainable finance, and have set out haw we are partnering with
our customers 10 assist with the transition to a low-carbon
economy.

Furope has provided $24.7bn of financing, investing and
facilitation since 1™ January 2017, This represents over 50% of
total progress towards HSBC Group's commitment to deliver
$100bn of sustainable financing and investment by 2025;

* The cornerstone of every Green Bond is the verifiable use of its
proceeds to support sustainable investmant, In addition to
launching our own Graen Bond from HSBC France as far back
as 2015, HSBC has been a bockrunner on a number of
innovative green and sustainability issuances by clients in both
public and private sectors—more than 50 in 2019, in Europe.

* In 2018 we have witnessed the exponential rise of green and
sustainable loans, the latest being largely led by Europe who
contributed 76% of the all the Group's cumulative volume as at
year end 2019. in April 2019 a sustainabig supply chain
partnership with Germany-based Puma the sporting goods
manufacturer, was announced, which links the cost of HSBC's
tinancing far Puma suppliers to their sustainability
performance.

* In June, the Furopean Investrnent Bank Group ('EIB'} and HSBC
France signed two major financial agreements designed to
significantly increase lending to French businesses, with
€100m dedicated to green projects.

Recognising increasing demand by individuals, we provide
investments into defined socially responsible investment ('SR{')
and low-carbon funds. HSBC Global Assat Management now
integrates enviranmental, sacial and governance ('ESG) criteria
into all its investimant decisions. AMG SRI funds Net new money
{SRI, green transition, lower carbon), continues to grow with the
majerity being on the Eurepean market. In July 2019, the HSBC
SICAV Responsible investment Funds was launched with €1m
Asset under management {SICAV under French law dedicated to
sustainable finance funds with the SR! state label).
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We helieve also that it is important 1o lead by example and have
improved our own operational sustainability in several areas with a
commitment to source all our energy from renewables by 2030. In
Furcpe, we have reduced our cartbon emissions from energy by
6% year-on-year, our water consumption by 6% and waste by 3%
{as of Q4 2019).

A responsible business culture

HSBC aims to maintain high standards of governance across the
group. HSBC acts on our responsibility to run our business in a
way that upholds high standards of corporate governance. We are
commitied to working with our regulators to manage the safety of
the financial system, adhering 1o the spirit and the letter of the
rules and regulations governing our industry. in our endeavour to
restore trust in our industry, we aim to act with courageous
integrity and learn from past events to prevent their recurrences.
We meet pur responsibility to society through paying taxes and
being transparent in our approach to this. We also seek to ensure
we respect global standards on human rights in our workplace
and our supply chains, and continually work to improve our
compliance management capabilities. We acknowledge that
increasing financiat inclusion is a continuing effort, and we are
carrying out a number of initiatives to increase access ta financial
services. The Group's Environmental, Social and Governance
{’ESG’") Update will be published on 18 February 2020 and is
available on our website: www.hsbc.com/our-approach/esg-
information

Empowering people

Enablinn a diverse and inclusive environment fos

Our commitment

We are committed to developing a company-wide approach to
civersity and inclusion. We want to embrace our people’s diverse
ideas, styles and perspectives to reflect and understand our
customers, communities, suppliers and investors. Qur actions are
focused on ensuring our people are valued, respected and
supported to fulfif their potential and thrive. We want them tc
pring the best of themselves to work to help deliver more
sustainable outcomes for all of our staksholders.

Gender balance at senior levels

We continue to focus on improving gender balance in senior
leadership roles. At the end of 2019, we achieved an increass in
the female share of senior leadership rales 10 23.7%. We recognize
we need to increase our eifort in order to move this figure higher
to be aligned with the HSBC Group target of 30% - in line with our
30% Club CEQ campaign commitment in the UK. In 2020, our
target tor the female share of senior leadership roles will be

25.9%.

Employee networks

We have strengthenad the governance of our global employee
networks, with the appointment of executive sponsors tor our
global employee networks which cover: age; disabitity; ethnicity;
{faith; gender; LGBT+; and parents and carers. Ve have seven
global employee networks as well as our HSBC Communities,
which inciude common interest groups, They provide spaces for
colleagues 10 speak up about internal and commercial issues and
opportunities, make connections, and learn from aach other, The
networks focus on gender, age, ethnicity, LGBT+, faith, working
parents and carers, and ability. Mote information about our
diversity and inclusion activity is available at www.hsbe.corm/our-
approgch/rmeasuring-our-impact.
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Building strong relationships with our stakeholders will help enable us to deliver our strategy in line with long-term values, and operate
the business in a sustainable way. The table below provides details of our key stakeholders, how we engage with them and the key

discussion points dunng the year.

Communities We weicome diaiogue with externat stakenhoiders,
including non-govarnmental organisations
{'NGOs’) and chanities. We engage directly on
specific issues and by taking part n external

forums and round-tables.,

Customers QOur customers’ voices are heard through our
interactions with tham, surveys, listening to and
angaging with social madia and from Lheir
feadback. =

Employaes Wa capturs the views of our people through our

employee survey Snapshot, Exchange meelings
and aur ‘speak up’' channels including our
whistleblowing line. HSBC Confidential.

carbon economy and climate-related risk management, covaring sensitive
sectors, such as energy, palin il and forestry,

Our customars have told us they are interested in how we are making
banking accessible, how we are making our processes sasier and how we
plan to communicate more simply and effectively.

in 2019, wa focused mscusmg;‘,,s,,g; a ”r;nge of subjects ;ncludmg our spea;:w
up culture, well-being and the importance of helping our employess stay
enpaged.

We engage through the machanisms established
in the Subsidiary Accountability Framework.

HSBC Holdings ple

_as direct engagement between Chairs.

We have a high degree of connectivity between vur Board & Board
Cammittees and thosa of HSBC Holdings plc with ongoing reporting as well

Regulators We engage with regulators to facilitate strong o
relauonships and understand the expeciations
1hat are critical to our business.

Sdﬁplie;s The ethical and environmental code of conduet for

supphers of goeds and senvices, which can ba
found on the Group's website {hsba.com), sets out
Row we work with our suppliers on sihical and
gﬁdurmagcg.M

"The code of conduct for suppiiers of goods and services raises con

Regulators focus on our strategic response to geopolitical and
macrosconomic challenges. There 1s also focus on non-financial risks,
inctuding on cyber and operational resilience risks, as well as attention to
conduct and financial crime risks.

reguirements related to the economic, environmental and social impacts
associated with the supply of goods or senates.

1 These are surnmaries of the discussion points for each of our stakefiolder groups The list of discussion points is not exhaustive or exclusive to ene

stakeholder group.

Seaction 172 statement

Section 172 of the Companies Act 2006 requires a director of a
company to act in the way ha or she considers, in good faith,
would be most likely 10 promote the success of the company for
the benefit of its members as a whole. In doing this, section 172
requires a director to have regard, amongst other matters, to: the
likely consequences of any decision in tha jong term; the interests
of the company's employees: the necd to toster the company's
business relationships with suppliers, customers and others; the
impact of the company's opgrations on the community and the
envirormment; the desirability of the company maintaining a
raputation for high standards of business conduct; and the need ta
act fairly as between members of the company.

These factors underpin the way in which the directors discharge
their duties. The stakeholders considered include the people who
work for us, bank with us, own us, regulate us, and live in the
soeieties we serve and the planet we all inhabit. The Board
racognises that building strong relationships with our stakeholders
will help us to deliver our strategy in line with our long-term
values, and operate the business in a sustainable way.

The Directors are supported in the discharge of thair duties by:

= An induction programme and ongoing training to provide an
understanding of cur business and financial perfermance and
prospects;

* Management processes which ensure that proposails presented
to Board and Committae meetings for decision include
information refevant to determine the action that would most
likely promote the success of the bank and engagement with
stakeholders where relevant to support appropriate decision
making; and

+ Agenda planning for Board and Committee meetings to provide
sufficient time for the consideration and discussion of key
matters.

Stakeholder engagement

The Board understands the impartance of effective engagement
with all of its stakeholders. Depending on the nature of the issue
in question, the relevance of each stakeholder group may differ

and nat every decision the Board makes will necessarily result in a
positive outcome for all stakeholders.

For further details regarding the role of the Board and the way in
which it makes decisions, including key activities during 2019,
please see page 78,

The Board regularly receives reports from management on issues
congerning customers, the anvironment, communities, suppliers,
employees, regulators, governments and investors. which it takes
into account in its discussions and in its decision-making process.
In addition to this, the Board seeks to understand the interests and
views of the Group's stakeholders by engaging with them directly
as appropriate. Somae of the ways in which the Board has engaged
with stakeholders over the year is shown below:

Customers - in addition to the Board receiving updates from
senior management on the Group's interaction with customers,
individual members of the Board have met with customers, which
included by way of an example, direct engagement with a key
customer to understand its approach to sustainability financing.

Employees - in addition to the Board receiving updates from
senior management on various metrics and feedback tools in
relation ta employees, members of the Board engage with the
Group's ernployees in a variety of ways including attending
exchange sessions with employesas, visiting branches and meeting
with employees in those countries that directors visit individually
or as a collective Board.

HSBC Holdings ple — during the course of the year, the Group
Chairman held a number of principal subsidiary chair conferences
which were attended by the Chairman of the Board. In addition,
Chairs of the Audit and Risk committees panticipated in regiona!l
Audit and Risk committee forum hosted by their Group
counterparts. These were attended hoth by the bank's Board as
wel as Audit and Risk Committee Chairs of material subsidiaries.

Regulators/Governments ~ rembers of the Board regularly
meet with regulatars both in the UK and Europe.

Suppliers - during the yaar, the Board received an update on the
bank's performance against itg statutory reporting obligations in
respect of the payment of third party suppliers. This also provided

HSBC 8ank plc Annual Report and Accounts 2619 9




Strategic Report | How we do businass

an insight into the impact of its procurement processes and
procedures on suppliers,

Employse Engagement

The Chief Executive Otficer and the Executive Team are actively
involved in the engagement of employees through leadership calls
and quarterly all employee webcasts to keep the workforce up-to-
date on business developments and answer questions. The Board
receives regular updates from the Chief Executive Qfficer and the
Head of HR on employee matters, including feedback received
thraugh Town Halls and Exchanges, which this year included a
dedicated “Europe Week" to help employees understand the
bani’s role in the wider HSEC Group and to build pride and
engagaement around our EU proposilion, as weil as through our
regular employee surveys inciuding the Banking Standards Board
and Snapshot. One of the non-executive Directors has a focus on
“Employees” to enhance the Baard's view of people matters and
to get a better understanding of the employee perspective and
issues. This focus also included travelling to difterent countries
and meeting with employee groups to get direct feedback. This
ensured a direct linkage between engagement and the Board.

Further details of the bank's engagement with employees can be
found below and on pages 7 to 9 and 81 to 83

Decision making

Although principsl decisions regarding the UK's axit from the
European Union {'EU") were taken in prior years, this remained an
important matter for the Board to manitor during 2018, The Board
received reguiar updates on activities and engagement with key
stakeholders, notably customers and requlators. This ongoing
manitoring provided in-depth oversight of how key stakeholders
were being considered in each stage of execution following on
trom decisions previousty taken.

We set out below some examples of how the directors have had
regard to the matters set out in section 172 when discharging
thair duties:

+ The Board approved the capitalisation of its subsidiaries in
Europe, as part of the Group’s preparations for the UK's exit
from the EU, 1o ensure that the EU network was sufficiently
capitafised to support the continuation of business activities for
clients in the EU and to meet regulatory expectations.

* The Board approved the payment of a dividend to its parent
company, the timing of which required engagement with and
consideration of both the parent company's interests and the
fonager term interests of the bank. The matter was initially
considered by the Risk Committee and the discussions at that
committee were relayed to the board where it similarly debated
and discussed the proposal. This decision was taken after
careful consideration of the financial position of the company,
its obligations undaer Companies Act and the need to consider
its longer term relationship with its ultimate parent company,
HSBC Moldings pic.
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Tax

We apply the spirit as well as the letter of the law in all territories
where we operate, and have adopted the UK Code of Practice for
the Taxation of Banks. As a conseguence, we pay our fair share of
{ax in the countries in which we operate. We continue to
strengthen our processas to help ensure our banking services are
not associated with any arrangements known or suspected to
facilitate tax evasion,

HSBC continues to apply global initiatives to improve tax
transparency such as:

+ the US Foreign Account Tax Compliance Act ((FATCA');

= the OECD Standard tor Automatic Exchange of Financial
Account Information (also known as the Carmmon Reparting
Standard);

* the Capital Requirements Directive IV {'CRD IV'} Country by
Country Reporting;

s the OECD Base Erosion and Profit Shifting {BEPS') initiative;
and

= the UK legislation on the corporate criminal offence ('CCO"} of
failing to prevent the facilitation of tax evasion.

We do not expect the BEPS or similar initiatives adopted by
national governments 1o adversely impact our results.
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I'he Board of Directars tracks the group's progress in
implementing its strategy with a range of financial and non-
financial measures or key performance indicators {'KPls'). Progress
is assessed by comparison with the group strategic priorities,
opetating plan targets and historical performance.

The group reviews its KPIs regularly in light of its strategic

objectives and may adopt new or refined measures to better align
the KPis to HSBC's strategy and strategic priorities.

Financial KPls

R o 2019 2018
{Lossiprofit b(_ai_qre_ 1ax {raparied) (fm) B o 7[?75] ) 1.9724
“Profit hefare tax [adjusted] (Fm) 603 2100
Jaws (edjusted) (%) 110.0) 9.3
"Cost afficiency ratla (reported) (%) _ 112.2 na
Gon siiioncy o s 04— " g ma
_Common equity tier 1 capital ratio (%) T 12 _—L_S—

Profit before tax {reported/adjusted): Reported profit/{loss}
before tax is the profit as reported under IFRS. Adjusted profit/
{loss) before tax adjusts the reported profit/{loss) for the effect of
significant items as detailed on pages 14 10 15.

Reported loss before tax in 2019 was £(872)m compared to a
profit belore tax of £1,974m in 2018, Excluding 2018 discontinued
cperations (HBSC UK Bank ple), the reported profit before tax for
2018 was £831m. The loss in 2019 compared with the profit in
2018 was primarily due to higher operating expenses driven by a
number ot significant items booked during the year, notably a
£1.2bn goodwill impairment reflecting refinements of the
methodology, updates 10 inputs and assumptions in the modet!
used to estimate value-in-use angd reductions in forecast future
cash flows, as a result of challenging market conditions and
negative interest rates in the Eurozone, Revenue also decreased in
GB&M, partly offset by higher revenue in RBWM.

Adjusted profit betore tax decreased due to the impact of the
discontinuad operations in 2018, Excluding this, the decrease was
mainly due 1o fower revenue in GB&M, partly offset by RBWM in
the insurance business in France and due 10 favourable fair value
maovements in Visa preference shares in the UK.

Adjusted jaws measures the difference between adjusted revenue
and adjusted cost growth rates (excluding the effects of significant
items as detailed on pages 14 ta15). Our target is to grow revenue
faster than operating expenses on an adjusted basis. This is
referred to as positive jaws.

In 2019, adjusted ravenue reduced by 35% and our oparating
expenses reduced by 25%. Jaws was therefore negative 10.0%,
compared with negative 9.1% in 2018,

Adjusted costs decreased due ta the impact af discontinued
operations. Costs were also lower due to the transfer of costs from
the bank t0 a separate sarvice company in 2018. Since these costs
tad been recharged to ather entities in the group in earlty 2018,
there was an offsetting reduction in intercompany revenue.
Adjusted revenue decreased dug to the impact of discontinued
operations and jower revenue in GB&M,

Excluding the impact of discontinued operations in 2018, adjusted
jaws is negative 3%.

Cost efficiency ratio {reported/adjusted) is measured as total
operating expenses divided by net operating income before
expected credit losses and other gredit impairment charges.

in 2019, reported revenue decreéased by 36% while reported
operating expenses decreased by 8%. The cost etficiency ratio
therefore worsened by 34.6 percentage points. Reported revenue
and operating expenses decreased due to the impact of the
discontinued operations in 2018, Fxcluding this, the cost efficiency
ratio worsened by 28.1 percentage points. This was mainly due to

jower revenue in GB&M and the impact of the gaadwill
impairment on reported operating expenses.

The cost efficiency ratio (adjusted) worsened by 11.8 percentage
points from 2018 as costs increased by mors than revenue.
Excluding discontinued operations, the cost etficiency ratio
{adjusted) worsened by 2.3 percentage points from 2018, mainly
reftecting lower revenue in GB&M.

Common equity tier 1 {'CET1'} capital ratio represents the ratio of
common equity tier 1 capital to total risk-weighted assets, CET1
capital is the highest quality form of capital comprising
sharehalders' equity and related non-controlling interests less
regulatory deductions and adjustments.

The group seeks to maintain a strong capital base to support the
development of its business and meet regulatory capital
requirements at all times.

The CET1 capital ratio increased during the year mainly due to a
reduction in risk-weighted assets {{RWAs').

Non-financial KPIs

We also monitor a range of non-financial KPis focusing on
customers, pecple, culture and values including customer service
satisfaction, employee involvemaent and engagement, and diversity
and sustainability,

For details on ¢ustomer service and satisfaction please refer
below; tor the remaining non-financial KPis refer to the Carporate
Governance seclion on pages 77 to 84,

Custormer sorvic.
RBYIM

In RBWM Continental Europe, we put the customer at the centre
of everything we do. Enhancing customer experience and
improving satistaction remains integral to our strategy. This is
rmonitored through a number of customer satisfaction metrics
covering branch, contact centre and digital channels, We
recognise the importance of customer teedback and continue to
enhance our insights to gain a better understanding of our clients
to provide a more personalised and relevant service.

Digital is a principal area of investment to enhance customer
experience. We are building digital capabilities and tools to
enhance efficiency and value to the customer; especially with
regards to mobile and online interactions, [n 2018, we launched an
FX App for our Expat clients, enabling customers to create FX
orders, alerts, payments, also providing relevant news and
research. We also launched a new public website, online banking
and mobite App in a number of our markets to improve usability
for our customers.

HSBC France was recognised exiernally for our retail banking
quality of service by the leading public retail banking industry
benchmark pontal Meilleurebanque.com. This was defined by
more than 5000 respondents in an analysis of 19 banks. We
placed 1 on physical branch service, 17 on remote services, am
on Refationship Manager advisory and 3™ on website services.

Wa recognise that enhancing customer satisfaction is an evolving
process and are comrmitted to ensure our invesiments and focus
are prioritised to achieve this.

cmpe

Customer experience, satistaction and conduct are key priorities
tor CMB in Continental Europe. We continue to remain tocused on
enhancing our insights through relevant and measurable metrics
that enables us ta improve understanding of our customers. In
2018, our customers have indicated that the kay strengths of our
existing franchise are the skills and knowledge of aur peopie and
our global international network. This is further complemented by
our product and service capabilities which support our customers’
business aspirations. We have received a number of axternal
recognitions including the world's leading bank for trade finance
for the third year in a row in the Euromoney Trade Finance
Survey. Conversely, we acknowiedge that we do not always
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consistently meet aur customers' expectations. To address this,
we are sireamlining the onboarding process and conducting deep
dives in these areas 1o identify opportunities tor improvement,
Building on 2019 focus on improving customer experience, further
work is planned to continue throughout 2020 across all of these
areas, tocusing on utilising customer insights to drive appropriate
changes required to improve overall customer experience and
satisfaction.

GB&EM

The core internal metric used to assess the strength of our client
relationships in GB&M is the Client Engagement Score (a
composite measure made up of seven questions, covering
satisfaction, advocacy, loyalty, trust, emotion, value and rapport)
which is tracked over time. The measure provides a score out of
100 and is benchmarked against the competition (competitors are
self-defined by respondents). In 2019 the Client Engagement
Score for HSBC in Continental Europe was 82, 1 point ahead of
our competitors; and 80 in the UK, 3 points ahead of our
competitors.

The 2019 Greenwich Fixed Income Survey resalts shows our
market position is stable year on year. In our Emerging Markets
{'EM'] tranchise, we are 15t in EM Cradit whilst EM Rates
remained unchanged at 3rd. Our Carporates business was voted
#1 Cash Manager in the UK and Armenia in the Euromoney Survey
and #2 in Western Europe and france, moving ahead of key
competitors, For client service we were ranked #1 in the UK and
France and our Financial institutions business retained our ranking
of #1 {for Sterling transactions across Western Europe.

in 2019 we received (urther industry recognition winning the
awards '‘Best Global Transaction Bank’ by The Banker and
"Furopean Transfer Agent of the Year' by Funds Europe Awards.
We remain committed to providing excellent customer value and
continue to strive towards improving our propesition to meet client
needs.

Dot kesrasieg L
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Following the generat etection on 12 December 2019, the UJK's
polilical landscape has changed substantially. With a large
majority in Parliament, the government presided over Brexit - the
UK 's withdrawal from the Europsan Union ('EU') on 31 January
2020. After a transition period lasting until the end of 2020, the UK
is set 1o move to a new trading relationship with the £U,

The UK economy continues to face uncertainties. First, it remains
10 be seen what form the UK's future relationship with the EU, and
other trading pariners, will 1ake. Second, the government has yet
to outline its fiscal plans in detail- they will be set out at the
Budget on 11 March 2020. Third, the economic data are sending
mixed - and not always encouraging- signals.

On the data, the economy saw zera growth in the final marter of
2019, tollowing a 0.5% increase in the third guarter. Anaiual retail
sales growth in November droppet below 1% for the first time in
more than a year and a half, and annual consumer price inflation
sunk to 1.3% in December, well below the Bank of England’s 2%
target.

Importantly though, these data refer to activity taking place
around the time of the election, when political uncertainty was
elevated, Business surveys point to a post-election boost to
sconomic growth, but it is unclear how large and sustained that
will be,

Plorge 08 we g0 bk

Given these continued uncertainties, HSBC Research maintains a
cautious outlook. its forecast is for below-average GDP growth of
1.1% in 2020, then an acceleration to 1.4% in 2021, driven, in part,
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by looser fiscal policy. But this subdued outlook is unlikely to
deliver much inflationary pressure. Given that, HSBC Research
forecasts Bank Rate 1o be reduced from 0.75% to 0.50% in May
this year, then to remain on hold until at least the end of 2021.

Eurozone

P RPN P«

Eurozone real economic growth saw a slight slowdown through
the course of 2019. Having started the year at 1.4%, the annual
pace of economic growth slowed to 1.0% in the fourth quarter.
While the stowdown has been modest, it masks big divergences
across sectors and countries. Household spending growth has
mcked up slightly and investment has been surprisingly resilient,
But there has been significant weakness in trade and industry. This
weakness has been felt most acutely in Germany, where the
manufacturing sector has been in recession for more than a year.
That said, there are early signs that the eurozone has left the worst
of the manufacturing weakness behind it ~ having slumped earlier
in the yvear, manufacturing indicators have broadly stabilised.

Alongside the slowdown in economic growth, 1the annual 'core’
rate of eurozone consumaer price inflation, which strips out volatile
energy and food prices, remains low, at 1.1% in the January 'flash’
estimate. But of course, this is stilt materially below the European
Cantral Bank's ('ECRB’) target ot 'below, but close to, 2%".

N .. ke ar ey

Given the stabilisation in leading indicators, HSBC Research
forecasts quarterly economic growth to pick up very gradually over
the next two years. However, full-year eurozone economic growth
in 2020 is expected 10 be soft, at 0.7%, while growth in 2021 is
expected to be only a little firmer, at 1.0%. Fiscal policy is likely to
be somewhat supportive, but a large scala stimulus package
seems unlikely.

Against this subduad growth backdrop, HSBC Research expects
eurozone inflation to remain below the ECB's target through this
year and next. Monatary policy is likely to remain highly
sccommodative- the ECB is expected to keep rates on hold
through 2020 and 2021, with the depaosit rate at -0.50%. An open-
ended Asset Purchase Programme (quantitative easing) is also set
to ¢continue.



Use of non-GAAP financial measures

Qur reparted results are prepared in accordance with IFRSs, as
detailed in the Financial Siatements siarting on page 94. In
measuring our parfarmance, the tinancial measures that we use
include those derived from our reporied results in order to
eliminate factors that distort year-on-year comparisons. These are
considered non-GAAP financial measures.

Non-GAAP financial measures are described and reconciled 10 the
closest reported financial measure when used.

The global business segmental results are presented on an
adjusted basis in accordance with IFRS 8 'Operating Segments’,
as detailed in '‘Basis of preparation’ in Note 9: Segmental Analysis
on paga 125. Reconciiiations of reported and adjusted
performance are prasented on pages 14 to 15,

©oas oyt ¢ oL

Adjusted performance is computed by adjusting reported sesults
tor the year-on-year effects of significant items that distort year-
on-year comparisons,

We use ‘significant items’ to describe collectivaly the group of
individual adjustments excluded from reported results when
arriving at adjusted performance. These items are ones that
management and investors would ordinarily identity and consider
separately when assessing performance to understand better the
underiying trends in the business.

Nat {ea income

We consider adjusted performance provides useful information for
investors by aligning interpal and external reporting, identitying
and quantifying items management believes to be significant and
providing insight into how management assesses year-on-year
performance.

Changes to accounting from 1 January 2019
P L P e 4 ety

On 1 January 2018, HSBC adopted the requirements of IFRS 16
‘Leases’ retrospectively, with the cumulative effect of inftially
applying the standard recognised as an adjustment to the opening
balance of retained sarnings at that date. Comparatives were not
restated. The adoption of the standard increased assets by £0.9bn
in the group {£0.6bn in the separate financia! statements of HSBC
Bank plc),and increased financial habilities by the same amount
with no effect on net assets or retained earnings.
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Amendmaents 10 [FRS 9 and [AS 39 issued in September 2019
modify specific hedge accounting tequirements so that entities
apply those hedge accounting reguirements assuming that the
interest rate benchmark on which the hedged cash flows and cash
flows of the hedging instrument are based is not altered as a result
of interest rate benchmark reform. These amendments apply from
1 January 2020 with early adoption permitted. HSBC has adopted
the amendments that apply 1o [AS 39 {from 1 January 2079 and
has made the additional disclosures, refer to Note 14, as required
by the amendments.

Net incorre from financiat instruments measured at fair value o
Gains iess losses from financial investmants

QOther oparating income

Yotal opesrating incoms

- of which. s d OpRranons L e A .
Net insurance cla natits paid and movement in Habifitios to palicylolders
Not operating i belore tod credit | and other credit impeirment charges
Change in expected crodit lossos snd other credit impairment charges
Net aperating income
_~ of which: Discontmued operations B R et . J——
Total operating expenses excluding goodwill impaiement ! {5,630)
- of which: Discontinued operations -
Goodwill impairment i 1,452) -
Operating (oss)profit . B e {862) 1.958
_Shara of loss) / profit in associates and joint venturos _ ) R 10 __1%
{Lose)profit before tax 872) 1974
- of which: Distontinued operations . e ™ b aas
Jaxexpense 119 247
{LossVprofit for the year 1991} 1532
{L ossMprofit atiributebla to shareholders of the parent company __ Lo 1508
22 28

Prafit attributable to pon-contrafling interests

1 Totsl operating income and expense include significant items as detailed on pages 14 to 15. In 2018, vperating expenses include depreciation of
the right-of-use assets of £133m (2018 nili Right-of-use assets have been recognised from 1 January 2018 following the adoption of IFRS 16.
Comparatives have not been restated.

2 Profit irom discontinued operations relates to profit attributable to shareholders of the group from the separation of HSBC UK Bank plc from the
group. HSBC completed the ring-fencing of its UK retail banking activities on 1 July 2018, transterring qualifying RBWM, CME and GFB
customers of the group ta HSBC UK Bank plc, HSBC ring-fenced bank.

3 From 2019, due to an amendment to IAS12 'theorne Taxes', the tax rehief on payments in relotion to Additional Tier 1 instruments has been
recognised in the tax charge shown in the income statament, whereas previously it was recarded diroct in equity. The 2018 tax credit was
£40m (2018: £48m) with no effect on equity. Comparatives have not been restated.
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Reported performance

Reported loss before tax was £(872}im, compared with a profit
before tax in 2018 of £1,974m, a reduction in profit before tax of
£2,846m. Excluding 2018 discontinued operations {(HSBC UK Ring-
fencing}, the profit before tax decreased by £1,702m,

Net interest income {'NII’) decreased by £2,177m or 59%
compared to the prior year. Excluding 2018 discontinued
operations, NIl increased by £121m or 9%. This was driven by a
reduction in cost of funds on interest bearing liabilities from the
second quarner ol 2018 through the implementation of a funding
strategy to reduce wholesale funding costs and a reduction in the
volume of higher cost custemer deposits. There was also an
increase in income in GLCM {in GB&M and CMB) faollowing UK
and US rate rises in 2018 and 2019, as well as growth in deposit
balances in CMB.

Net fee income decreased by £700m or 34% compared to the
priar year. Excluding 2018 discontinued aperations, fee income
decreased by £133m or 8%, primarily in GBEM in Global Banking.
This retlacted lower transaction volumes in the Advisory and
Equity Capital Markets businesses, as welt as lower volumes and
subdued market conditions resulting in lower net fee income
within the Credit and Lending business. In RBWM, net fee income
was lower primarily in insurance due to higher costs driven by
business growth in France and increased costs in the UK.

Net income from financial instruments measured at fair
value increased by £1,237m ar 47% compared with the prior
year. Excluding 2018 discontinued operations, the increase was
£1,472m. This was mainly in the RBWM insurance business
primarily reflecting an improvement in equity market conditions in
France, which impacted the value of equity and unit trust assets
supporting insurance cantracts. Corresponding movements were
recorded in liabilities to customers, retlecting the extent to which
they participate in the invastrment performance of the associated
assets. The offsetting movements are recorded in net insurance
claims and benefits paid and movement in liabilities to
policyholders. This was partly offsel in GB&M in Markets due to
lower income in Credit reflecting reduced market activity.

Gaing less losses from finandcial investments increased by
£26m. There was no impact from 2018 discontinued operations.
The increase was mainly in Corporate Centre, notabily in the UK
due to gains in Legacy Credit following portfolio disposals, partly
oftset by lower gains on the disposal of bonds that are held at tair
value through other comprehensive income ('FVOCH).

Net insurance premium income increased by £142m or 7%.
There was no impeact from 2018 discontinued operations. The
increase in net insurance prermium income was mainly in RBWM.
in the UK this was due an increase in the volume of new

underwriting as a tesult of additional product offerings within the
Life tnsurance business. Income was also higher in France due to
business growth.

Net insurance claims, benefits paid and movement in
linbilities to policyholders increased by £1,888m or 128%.
There was no impact from 2018 discontinued operations. The
increase was prmarily in the Insurance business largely due to a
recovery in returns on contracts where the policyholder is subject
to part or all of the investment risk. The gains or losses recognised
on the financial assets measured at fair value through profit and
loss that are held to support these insurance contract liabilities are
reparted in “Net income from financial instruments designated at
fair value’.

Other operating income decreased by £64m or 11%. Excluding
2018 discontinued operations, other operating income decraased
by £63m or 10%, mainly in Corporate Centre. This was partially
offset in GB&M where other operating income increased due to
higher intercompany recoveries from HSBC UK plc relating to the
Glabal Foreign Exchange business (cftset by higher operating
expenses).

Changas in expected cradit losses and other impairment
charges (‘ECL') decreased by £36m or 22%. Excluding 2018
discontinued operalions, ECL increased by £59m, or 90% due to
increases in stage 3 charges in CMB within France, Germany and
South Africa. There was also a reduction in ECL provision releases
from portfalio disposals in Legacy Credit, retiecting disposals in
2019 which were at a lower level compared with 2018,

Total operating expenses decreased by £568m or 8%.
Excluding the impact of discontinued operations, operating
expenses increased by £1,325m or 24%. The increase 1n operating
expensas was largely driven by a number of sigrificant items
during the period:

+ A goodwill impairment of £1,152m was recorded during the
year as a result ot reductions in forecast future cash fiows,
reflecting challenging market conditions and negative interest
rates in the burozane as well as refinaments and revisions of
the meathodologies emploved to allocate carrying value in use;
and

= Anincrease of £174m in expenses related to severance costs
arising from cost efficiency measures across our global
businesses and functions

Tax expense of £119m was £323m lower than in 2018, The
effactive tax rate for 2019 of {13.51% is distorted by the non-
deductible impairment ot goodwill. Excluding the impact of the
impairment of goocdwill the effective tax rate would be 42 5%,
which is higher than the 22.4% in 2018 mainly due to charges in
respect of prior periods.

Adjusted performance

Corporate
G aPa Contre Total
£m £m £m £m
31 Dec 2019 o
Reported revenue 3.627 183 81 6,044
Significant revenue items B - 1 - 27 — ] .25
~ UK customor redress programmes B - 1 B - - ; -1 1 l
- debit valuation adjusiment on derivative contracts - - 27 - =i 27|
— falr value movement on non-qualifying hedges - -! - ol H (3& o ﬂ
Adjustad revenus 1.140 1,170 3,654 189 {84) 6,088
31 Dec 2018 B
“Reported revenue 2,580 2,479 4,243 249 9468
Significant revenue items " - 34 {42) - s
~ UK cusiomer redress progr - f34)§ E - - (34}
- debit valuation adjustment on derivative contracts - - (4?}; - - 2y
— fair value movemant on non-qualifying hedges — | - | ) - ! ~1. 2 2.
Adjusted revanun 2,580 2,445 4,207 243 87} 9.394
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“Corporata

RBWM cMa GBaM GPB Contre Total
£m £m £m £m £m £m
31 Dec 2018 \ L P
Reported opersting expenses e (1,278) (1188 (3.625] {440  (280)  (6,782)
Signiticant cost iterms = 529 147 298 122 1480
= costs of swucturel veform ] e =3 - 55 87!
« restructuring and other related costs ) 2 15 6 17 5 6t 204"
- settloments and provisions in connection with legal and regulatory mattars - - 1! - -3 T
~ impairment of goodwill o 339 | 520 - . - 1,352
Adjusted oparating exp 1924} (630}  (3,478) (1az) (158) (5,332
31 Dec 2018 o _
Rapored oparating expenses (2,102} 11,143) (3,335) (188 583
Significant cost items 68 ] 56 - are
~ costs of structural retorm® ‘ - l ) 4] %) - 1 154
- UK customer radress progranvnes . 64 k) {17y —_ -
— iastrucwiring and other refated costs ) -~ - - - 30
— settloments and provisiens in connecton with legal snd regulatory matters ! - (SSJE o {5} o
Adjusted operating expenses {2.034) (1,134) (3,391) {188) {104} (7,151}

T Costs of structural reform includes £87m (2018 £97my associated with the UK's exit frorm the £U. In 2018, it also included £87m to establish the

UK ring-fenced bank.
Corporato
REWM CcMB GREM GPB Centro Totak
. e s o Em . Em _
3 pec2018 T ) L T

Roported ioss before tax @9 @50 (343 (872)
Net impact on reported profit and loss o 358  s28 4 298 19 1.475
- Significant revenue items | 1 f - 27 ! - (3)‘ 25 i
~ Gignificant cost Homs ; 354, 529 147 298 J 122|450,
Adjusted prafit{loas) before tax 213 431 13% a8 (224 603
31 Dec 2018 -
flapared profit/iloss) before tax 3% 1310 B804 62 87N 1.974
Netinipact on reported profit and loss _“_m e . }55} WM oMy @8 — 181 126
 “Significant rovenue fams e : T T 7 'ms|
~ Significant cost items T 68| 9 i56)| - 179 200
Adjusted profiv{loss) before tax 443 1,285 706 62 {386} 2,100

Adjusted profit belore tax was £603m, down by £1,497m when
compared with 2018. Exciuding 2018 discontinued operations
{HSBC UK Ring-fencing), adjusted profit before tax is down £256m
or 30%. This reflected lower revenue and higher ECL charges in
2019, The following commentary excludes discoentinued
operations from the 2018 comparative figures.

Adjusted revenue decreased by £227m or 4%, primarily dus to
lower revenue in GB&M. Global Markets revenue was lower due 10
a decrease in primary and secondary flow activity within Credit in
the UK. There was also lower revenue in Global Banking due to
gains during 2018 on corporate lending restructuring, adverse
mark-tc-market valuations from a debt converted equity deal and
lower event-driven activity (Equity Capital Markets and Mergers
and Acquisitions). This was partly offset by higher revenue in
GLCM. Revenue was also higher in RBWM, most notably in the
UK and France in Insurance. Revenue was also bigher it Corporate
Centre due to gains from disposals within the Legacy Credit
portfolio.

Adjusted ECL were £59m higher compared with 2018, rmainly
due to increases in stage 3 provisions across France and Germany
within CMB as well as lower releases of provisions on portfolio
disposals in Corporate Centre in Legacy Credit when compared
with 2018.

Adjusted operating expenses decreased by £56m or 1%,
mainly reflecting the transfer of IT contractor costs to the UK
ServCo during the first quarter of 2018. There was an offgetting
reduction in intercompany recharges in revenue, 1n addition,
operations costs decreased as a result of cost efficiency initiatives

and costs in Legacy Credit decreased reflecting the run off of the
portfolio during the year.

Pe. o omoe '

T P P FL I . L

Adiusted profit before tax was £213m, a decrease of £230m
compared with 2018. Excluding 2018 discontinued operations
{HSBC UK Ring-fencing), adjusted profit bejore tax increased
£157m. This was primarily due to higher revenue. The following
commentary excludes discontinued gperations from the 2018
comparative figures.

Revenuae increased by £152m or 16%, mainly in the UK and
France insurance businesses. In France, revenue was higher in the
instrance business due to strong sales particularly driven by
Wealth Insurance products and an increase in revenue trom the
present value of in-force ("PVIF) insurance contracts partly offset
by the lower interest rate environmenl impacting revenue in both
Insurance and Retail. In the UK, revenue was higher due to
favourable fair value movements in preference share holdings in
Visa and due to improved equity market performance through the
year resulting in higher revenue in Wealth. In the Channsl Islands
and Isle of Man, thera was an increase in revenue from deposits
due 10 higher balances and enhanced margins. In addition, lending
revenue was higher due to an increase in balances, particularly
from hugher yielding mortgages.

ECL reduced by £2m compared with 2018, Overall, the credit

environment remained benign with a low {evel of ECL in both 2019
and 2018,

Operating expenses reduced by £6m or 1%. This was primarily
driven by tower staff costs within France as well as [ower
associated variable pay and social security expenses during the
second half of 2019,

HSBC Bank plc Annual Report and Accounts 2019 15




Strategic Report | Highlights

Adjusted profit before tax was £431m, down by £854m
compared with 2018. Excluding 2018 discontinued operations
(HSBC UK Bank pic), adjusted profit before tax dacreased by
£39m or B%. This was driven by an increase in ECL which was
partiaily offset by an increase in revenue. The tallowing
commentary excludes discontinued operations from the 2018
comparative tigures.

Revenue increased by £36m or 3% compared with 2018. This
was primarily driven by favourable fair vaiue movements in
praference share holdings in Visa in the UK. Revenue was also
higher reflecting higher guarantee volumes in the International
Markets,

ECL increased by £74m compared with 2018 driven by an
increase in stage 3 charges within the retail sector in France as
well as the automobile, metals and mining sectors within
Germany.

Operating expenses increased by £1m, mainly reflecting an
increase in UK employee insurance costs.

et
caowes e TR e

Adjusted profit before tax was £135m, down by £571m compared
with 2018. Excluding 2018 discontinued operations (HSBC UK
Ring-fencing), adjusted profit before tax was dewn E659m or 80%.
This was largely driven by a decrease in rovenua reflecting
ohgoing economic uncenainty and spread compression through
2019. The following commentary excludes discontinued
operations from the 2018 comparative figures.

Revenua decraased by £4B5m or 12%. Global Markets revenue
was lower driven by low market volatility and reduced client
aclivity due ta ongoing economic uncertainty. This was daspite the
benefit of a legal provision release in the first quarter of 2019. In
Globat Banking. revenue was lower tdue to the non-repeat of gains
on corporate lending restructuring in the first half of 2018 and
lower event-driven activity (Advisory and Equity Capital Markets).
This was partly ctfset by a strong performance in GLCM, including
the impact of the interest rate rise in the UK in August 2018.

ECL decreased by £68m or 6§3%. ECL charges in 2019 of £41m
were mainly in the construction and retail sectors in the UK and
France. ECL in 2018 in¢luded higher charges in the same sectors.

Operating expenses increased by £142m or 4% compared with
2018 although this was offset by an increase in intercompany
recoveries in revenue as costs were recharged to other entities in
the Group.

e N

Adjusted profit before tax was £48m, a decrease of £14m
compared with 2018. £xcluding 2018 discontinued cperations
{HSBC UK Ring-fencing), adjusted profit befare tax was £4m or 9%
higher primarily due to an increase in revenue partially ofiset by an
increase in operating expenses. The following commentary
excludes discontinued operations from the 2018 comparative
figures.

Revenuae increased by £16m ar 9%, primarily due to higher net
interast income and increases in net fee income due to increases
in customer loan and advances which gutpaced customer deposit
growth,

ECL. remained fiat with no material change compared with 2018.

Operating expenzes increased by £11m or 3% compared with
2018 duse to increases in 1T and compliance related costs across afl
Sites.

R e T LI

Adijusted loss before tax was £224m compared with a loss before
tax of £396m in 2018, a decrease of £172m. Excluding 2018
discontinued operations (HSBC UK Ring-fencing), the adjusted
loss before tax was £180m or 45% lower. This was driven by
higher revenue and a reduction in operating expenses in 2019, The
following commentary excludes discontinued operations from the
2018 comparative figures.

Revenue increased by £50m, primarily in Balance Sheet
Management through money market loans and deposits and
derivative contracts used as a part of internal funding resulting in
an increase in net interest income. Revenue was also higher in
|.egacy Credit reflecting lower losses from portfolio disposals
undertaken during 2019.

ECL net releases of £27m in 2019 compared with net releases of
£79m in 2018. This reflected provision releases following Legacy
Credit portfolio disposals in both years, with a higher levet of
portfolio disposals in 2018,

Operating expenses decreased by £207m or 45%, mainly
reflecting the transter of {T contractor costs to the UK ServCo
during the first quarter of 2018. There was an offsetting reduction
in intercompany recharges in revenue. In addition, costs in Legacy
Credit decreased reflecting the run oft ot the portfolio during the
year,

Dividends

The consolidated repornted loss for the year attributable to the
shareholders of the bank was £{1,013)m.

A special dividend of £1,707m in respect of 2019 was paid on the
ordinary share capital during the year. Alsc, an interim dividend of
£406m, in lieu of a final dividend, and a special dividend of £674m
in rgspect of the previous financial year were paid in 2019,
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Reviaw of business position

2018 2018
; £ - {mv
Total asseta R ) o T e36a91] 04958
Cash and balances st central banks } : .., s1me 52.013
Trading assets . e j 98.249 96.420
Finanhcial assets designated and oiherwise r;aatér;ly maasured a1 fair value lh}oug o i 12,012 17.799
Derivatives o T o ; 164,538 144,622
_totng and suances o banks o i o o o 11.467 13.628
Loans and advances (o custome o T 108,391 111,964
Hoverse repurchase aqré;nerﬁs - non»l;di;'ig ) ”_-‘ 85,756 80,102
_Finangial investments M o 4~ o ; - : 46,464 47.272
Othor sscets o - j ] 52,798 |
Totad liabilities comm ~ 612,479
"Depasits by banks - T 23,991 34,532
Customer accounts ‘, T - . i 172,236, 180 836
Repurchose agreements - non-wading e 49,385 46,593
_Hrading liabilines = o N 48,026 49,51~‘lE
Financial babilities designated at fair value . B R 41,842 36,922
Burivati o 161,083 139,932
Debt securities inrssue ) B o ) - N 25,039 22,721
Liabfities under insurance contracts o . 21,509 20,657
Oterliablwes ] - e e 54,668 55,852 ;
Total equity 24,012 27,409
Total sharsholders” equity . 23,503 26,878
Noncontioling interests 531

There are no reconciling items batween the adjusted and reported
view of the balance sheet for 2019 and 2018.

The group maintained a strong and liquid balance shegt with the
ratio of customer advances 1o customer accounits of 61.2%
compared with 61.9% at 31 Decamber 2018.

Derivative assels increased by 14%, primarily from mark-to-market
gaing, The increase in derivative assets was broadly consistent

with the increase in derivative liabilities as the underlying risk is
broadly malched,

The equity balance decreased by 12% as a result of impairment
losses and dividends paid. Debt securities in issue increased by
10% due 1o funding initiatives driven by both internal and
reguiatory requiraments. Additionally repurchase and reverse
repurchase agreements (non-trading) increased by 6% and 7%,
respectively, as a result of ingreased market activity.

Reportaed performance by country

Retail
Banking and Banking Glolral
Woetth  Comunerginl wnd Private Corporate
M t Bant Mark Banking Contre Yotal

- .. £m £m L T .. S....0 _Em
3t Deczole o S ~ f o o
United Kingdom " T 158 nz 30 (327) (106)
France T - 32 93 7 {58) 24
Germany 5 25 I 127
Othe” . . @arn @3z} sy 13 e
Logy hefore tax N ] 1421 {98) (250} {343) 872)
31 Dec 2018 o o e, o 7 o
“Unitad Kingdom a2z s 582 a4 {5351 1511

france (2 128 20 17 (75) a3

Germany o o ea 74 6 @ 151

Other o T s 100 12 - 3. e
Profyfloss) bofore tex " 375 1.310 404 &2 (577) 1974

T includes impairment of goodwill frefer to Note 201

R N currency translation and impacted by the transfer of the UK
Net interest margin businesses to HSBC UK in 2018,
Net interest margin is catculated by dividing net interest income as
reported in the income statement by the average halance of
intergst-earning ascets. Average balances are based on daily
averages of the group’s activities.
Net interest margin of 0.43% was 45 basis points (‘bps’) fower
than in 2018, including the effects of signiticant items, foreign
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Interest incoma

Interast expense
Net intérest incoms

_Average interest-earning assets

Gross interest vieid'
Less wstpi ,fu,“ds
Net interest sproad®

Net interest margin®

Gross interest yield is the average

annualised interes! rate earned on average interest-earmmng assets ((AIEA )

?
2 Nat interest spread is the difference between the average annualised inierest rate earned on ATEA, net of amortised premiums and loan fees, and

the averagé annualised interest rate payable on average interest-bearing liabilities.

3 Net interest margin is net interest incorme expressed as an annualised percentage of average interest-earning assets.

2019 2018
Averngse Interest Averago Intarest
balence income Yiokd' balance ncome Yielet'
Em £m Yo _f;m__ {m . %
“Shart term funds and loans and advances 1o banks. 66,056 108 0.6 85,186 s Y
“Laans and sdvances to custorners - " 117,688 2492 2.12 189,956 4865 257
Raverse repurchage agreements - non —trading ) _a78 062 64.462 404 .63
Financial investments 0,194 935 188 52153 902 1.73
Other interest-earning assets h R 287 087 26‘812 268 1.00
Total intarest-parming 4,300 1.26 417,568 6,685 158
Trading 2ssets and financial assets designated or mandatority measured at fair
value’ 1,974 2.67 70,958 1,906 2.69
Expected credit lpsses p i S woesny - -
‘Nos-interest-earning assats T ) - - 263,691 L -
Totsl assets 583,141 6,274 0.9z 750,167 8,491 113
1 Yield calculations mnclude negative interast on assets recognised 8s intarest expense in the income staternent.
2 Interest incomme arising from trading assets is included within “Net treding income’ in the income statement.
- ) 2018
’ Avaiage | taerast
Cost balance Bxpen:e' Cast
% fm
‘Daposits by banks 063 2718
Finiancial lisbilities designated at tair value —own debt issued 22 16178
Crsttmer aoooiy TORSEC M B R pRn SR e . - oz~ 3zas70
Rapur agreaments - non - trading 068 49523
‘Deit sacurities in issue and subordinated debts e 180 34968
Other interest-bearing habilities 109 32029
Total interent-paaring liabilities 0.93 378,085
Trading liabilities and hnanciaf fiabilities designated at fair value (excluding
own debt issued) 2.38 65,768 1,617 2.48
[ - 53,741 =
- - 752673 -
- 0.66 750,167 4,542 061

T Cost of hunding celcuiations include negative interest on liabiities recognised as interest incorme it the incoma statement,
2 Interest expense arising from trading liabilities 15 mcluded within "Net trading mcome” in the income statement.
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Hish ovorview

The group continuously identifies and monitors risks. This process,

which s informed by its risk factors and the results of its stress
testing programme, gives rise to the classification of certain
principal risks. Changes in the assessment of principal risks may
result in adjustments 1o the group's business strategy and,
potentiaily, its risk appetite.

Qur banking risks include credit risk, capital and liguidity risk,
market risk, resilience rigk, reguiatory compliance risk, financial
crime and fraud risk and model risk. We also incur insurance risk.
In addition to these banking risks, we have identified top and

emerging risks with the potential to have a material impact on our
financial results, or reputation and the sustainability of our long-
term business model.

The exposure 1o our risks and risk management of these are
explained in more detait in the Risk seclion of the Report of the
Directors on pages 20 to 74.

During 2019, a number of changes to our top and emerging risks
have been made, to refiect the revised assessment of their effect
on the group.

Two risks have been added in 2019, These are "Climate Related
Risks" and "Third Party Risk Management'.

Externally driven

B

UK exit from EU

The UK left the EU on 31 January 2020, Wa will continue 1o wark with reEl_Jlamfs. govsmmenlsand our c:uﬂ.r:t;mers
to manage the risks created by the UK's exit {from the EU as they arise, particularly across those industry sectors
muosi impacted.

Gaopolitical risk

We continually assess the impact of geopuolitical events on our businesses and exposures across Eurape and take
steps 10 mitigate them, whera required, to help ensure that we remain within risk appetite. We have also
strengthaned physical security at our premises where the risk of terronsm is heightened.

Wae continue to strengthen our eyber contiol framework. and improva our resilience and cvbevsecumy rapabxlmes.
ncluding threat detecton and analysis, access control, payment system conlrols, data protection, network controls

Wa continue to enhance our managaman( of canduct 1n a nurmber of areas, mcludmg lhe |real ment of potantaaihf
vulnerable custorners, market surveillance, emptoyee tramung and performanca.

Throughout 2018, we conlinued 10 m-nplemem he final elaments of the Global Standards | pmgramms to imegrate
anti-money laundering and sanctions capabilities into our day-to-day operations. We conlinue 1o enhance our
financial crime risk managemaent capabities and tha effectivenass of our financial ¢rime controls, with Investment
being maintained in the next genaration of 1ools ta fight financial crime through the application of advanced

We monitor risks closely and vepon'reguiarly on |Illqu|dltv and concentration risks 10 the PRA.

We are parl of the Group's Interbank Offerad Rates ('lbor’) transition programme. This prograrmme s focused on
raplacing lbors by developing processes and systems ta support alternative rate products and making these
avaifable t¢ our chents. Tha programme is developing the proposed transition operating model 10 re-pager
outstanding Libor and Eoma contracts. We continua 1o engage with industry bodias, regulators and our chents to

The HSBC Group are commilwdﬂt’x;Wlst:uluj'la!'lﬁé the re-allocation of capital to halp financa the biobaf transition to a
{ow carbon economy. The Group continues to rpake progress in ths area. We regularly review our sustamabehty
risk policies to ensure they rarnain fi-for-purpose, while still supporting customers. We have initiated the anatysis

) \Nmewcontmue lomon'ﬂa; \.\;orkfor—t:-;a;:apaclty and capability rec;'hirréﬁ'iéﬁfé in tine with our strategy and any emerging

i5sues in the markets in which we operate. These issues can inchude changes 1o immigration and 1ax rules as well

We actively monitor and improve service rastirence across our lechnaiogv infrastructure. We are enhancmg the
end-ta-end mapping of key processes, and strengthening our problem dagnosisfresolution and change exacution

We continue to strengthan our prioritisation and gmlernance processes for s sngnmcam strategac regulatmy and n

Wa have evolved cur model risk managamel:ll ca;)_éb-i-liw and practice by mhanéing the secom‘.twh;;ehiﬂ defence
Model Risk Management function, strengthaning model oversight though the creatian of 3 Model Risk Committee,

We continue 19 enhance and advance our data insights, data aggregauon reporting and decisions. through
angoing improvemsnt and investiments in data governance, data guality, deta privacy, data architeciure, maching

We continue to sirengthen and embed Third Partv Risk Management govemanca ‘and uversnght processes on how

.
VCybm 1hreat and )
unauthonised access to #
systerng and backup and recovery.
Rugulator\r tecus on -
)
conduct of business :
Financial Crime and Fraud
nigk
R } } o . analytics and artificial intelligence.
Market illiquidity and b
volatility B “i
Ibor 1ransmon
A
support an arderly transition.
Climate Retated Risks
O
of the impact of transition nsk on our credit partfo!ig.
l‘;eopla risk ’
g;;,_
L o as industry-wide regulatoty changes,
IT systems infrastructure .
and resilience i
e capabilities, reducing SQ!VICQ f!lj‘)l'u_[!}ioﬂ 1o our CUStDmElS
Execution risk b
complianca projects.
Maodel risk
&
R ~ and by evolving our modet risk governance framework.
Data managernent
learning and artificial intelligence capabilities.
Third Party Risk
Managemant @

_ This ichudes control monitoning and assurance thioughout the third party lite cycle.

we sotively identify, asses, mitigate and rmarnage rigks across the range of third parties with which we do husiness.

& Risk has heightened during 2019
& Risk remains at the same level as 2018

& New risk introduced in 2019

On behalf ot the Board

J Fleurant, Director

18 February 2020
Registered number 14259
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Our approach to risk

Our risk appetite

Throughout its history HSBC has maintained a risk profile that has
developed in line with its strategy and business objectives.

We recognise that the primary role of risk management is to
protect our business, customers, colleagues, shareholders and the
communities that we serve whilst supporting our group strategy
and enabiing sustainable growth,

We have long recognised the importance of a strong risk cufture,
which refers to our shared attitudes, values and norms that shape
behaviours related to risk awaraness, risk taking and risk
management. All employees are responsible for the management
of risk, with the ultimate responsibility residing with the Board.

The foilowing principles guide the group’s overarching risk
appetite and determine how its businesses and risks are managed:

AT e s gt

* Strong capital position, defined by regulatory and internal
ratios.

* Liguidity and funding management for each entity on a stand-
alone basis.

R P L e

e Ambition 10 generate returns in fine with our risk appstite and
strong risk management capability.

o Ambition ta deliver sustainable samings and appropriate
returns for shareholders.

vy
)
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» Zero tolerance for knowingly engaging in any business, activity
or association where foreseeable reputational risk or damage
has not been considered andfor mitigated.

* No appetite for deliberately or knowingly causing detriment to
consumars arising from our products and services or incurring
a breach of the letter or spirit of regutatory reguirements.

* No appetite for inappropriate market conduct by a member of
staff or by any group business.

VI e Aeeeder prgade taten s

Qur risk appetite encapsulates consideration of financial and non-
tinancial risks and is expressed in both quantitative and gualitative
terms. It is applied at the global business level, at tha country level
and to material European entities.

oL T B RN

An established risk governance framework and ownership
structure ensures oversight of, and accountability for, the eftective
management of risk within the group. HSBC's Enterprise Risk
Management Framework (‘'ERMF) fosters the continuous
monitoring of the risk environment and an integrated evaluation ot
risks and their interactions. Integral to the ERMF are risk appetite,
stress testing and the identification of emerging risks.

The bank's Risk Committee focuses on risk governance and
provides 2 forward-looking view of risks and their mitigation. The
Risk Committee is a committee of the Board and has responsibility
for oversight and advice 1o the Board on, amongst other things.
the bank's risk appstite, tolerance and strategy, systemns of risk
management, internal control and compliance. Additionally,
members of the Risk Committee attend meetings of the
Chairman’'s Nominations and Remuneration Commitiee at which
the alignment of the reward structures to risk appetite is
considerad.

In carrying out its responsibilities, the Risk Committee is closely
supported by the Chiet Risk Officer, the Chiet Financial Officer, the
Head of Internal Audit and the Heads of Compliance, together
with ather businass functions on risks within their respective areas
of responsibility.

Responsibility for managing both financial and non-financial risk
lies with our people. They are required to manage the risks of the
husiness and operational activities for which they are responsible.
We maintain oversight of our risks through our various spacialist
Risk Stewards, as well as the accoustability held by the Chief Risk
Officer.

Non-financial risk includes some of the most material risks HSBC
faces, such as cyber attacks, the loss of data and poor conduct
autcomes. Actively managing non-financial risk is crucial to
serving our customers effectively and having a positive impact on
society, During 2019 we continued to strengthen the control
environment and our approach to the management of non-
financial risk, as set out in HSBC's Operational Risk Management
Framework {'ORMF). The approach outlines non-financial risk
gavernance and risk appetite, and provides a single view of the
key non-financial risks, and associated controls. it incorporates a
rsk managerment systam desighed to enable the active
management of nen-financial risk. Our ongoing focus is on
simplifying our approach to non-financial risk management, while
driving more effective oversight and better end-to-end
identification and management of non-financial risks. This is
overseen by the Operational Risk Management function, headed
by the group Head of Operational Risk.

Three lines of defence

To create a robust controt environment to manage risks, we use an
activity-based three lines of defence model, whereby the activity a
member of stafl undertakes drives which line they reside within.
This model delineates management accountabifities and
responsibilities for risk rnanagement and the control environment.

The model underpins our approach to fisk management by
clarifying responsibility, encouraging collaboration and enabling
efficient coordination of risk and control activities. The three lines
are summarised betow:

The first line of defence owns the risks and is responsible for
identifying, recording, reperting and managing thern, and
ensuring that the right controls and assessments are in place to
mitigate them.

* The secend line of defence challenges the first line of defence
on effective risk management, and provides advice and
guidance in relation to the risk.

* The third line of defence is our Internal Audit function, which
provides independent assurance that the group’s risk
management approach and processes are designed and
operating effectively.
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Our risk culture

Our risk culture is reinforced by our values. It is instrumental in
aligning the behaviours ol individuals with our attitude 10
assuming and managing risk, which helps to ensure that our risk
profile remains in line with our risk appetite.

We use clear and consistent employee communication on risk to
convey sirategic messages and $et the tone from senior
management and the Board. We also deploy mandatory training
on risk and compliance topics to embed skills and understanding
ir order to strengthen our risk culture and reinforce the attitude to
risk in the behaviour expected of employees, as described in our
risk policies.

The risk culiure is reinforced by our approach 1o remuneration.
Individual awards, including those for senior executives, are based
on compliance with our values and the achievement of both
financial and non-financial objectves, that are aligned to our risk
appetite and global strategy.

Whistieblowing

We operate a global whistleblowing standard, HSBC Confidential,
allowing staff ta report matters of concern canfidentially. We also
maintain an external email address for concerns about accounting
and internal firancial controls or auditing matters
{accountingdisclosures@hsbe.com).

Risk appatite

We tormally articulate our risk appetite through our risk appetite
staternent ('RAS"), which is appraved by the Board on the
recommendation of the Risk Committee. Setting out our risk
appetite ensures that planned business activities provide an
appropriate balance of retum for the risk we are taking, and that
we agree a suitable level of risk for our strategy. In this way, risk
appetite informs our financial planning precess and helps senior
managemaeant to allocate capitlal 1o business activities, services and
products.

The RAS consists of qualitative statements and quantitative
metrics, covering tinancial and non-financial risks. it is
fundamental to the develapment of business line strategies,
strategic and business planning and senior management balanced
scorecards. Performance against tha RAS is reporied to the Risk
Management Meeting {RMM’} on a monthly basis so that any
actual performance that falls outside the approved risk appetite is
discussed and appropriate mitigating actions are determined. This
raporting alows risks to be promptly identifiad and enitigated, and
inforens risk-adjusted remuneration to drive a strong risk culture.

Risk management

As a pravider of banking and financia! services, the group actively
manages risk as a core part of its day-to-day activities. It continues
to maintain a strong liquidity position and is well positioned for the
evoiving regulatory landscape.

R A e L R

Siress testing is an important tool for banks and regulators to
assess vulnerabilities in individual banks and/or the financial
banking sector under hypothetical adverse scenarios. The results
of stress testing are used to assess banks’ resilience to a range ot
adverse shocks and to assess their capital adequacy.

HSBC Bank plc is subject to regulatory stress testing in several
jurisdictions. These requirements are increasing in freguency and
granularity. They include the pragrammes of the Bank of England
{"BoE’}, Prudential Regulation Authority {("FRA"} and the European
Banking Authority {'EBA’). Assessment by regulators is on both a
quantitative and qualitative basis, the latter focusing on our
portfolio quality, data provision, siress testing capability and
capital planning processes.

A number of internal macroeconomic and event-driven scenarios
specific to the European region were considered and reported to
sentar managemaent during the course of the year, focusing in
particutar on the ramifications of various potential scenarios

refating 10 the UK exit fram the EU. The group also condugts
Reverse Stress Testing. This exercise requires a firm to assess
scenarios and circumstances that would render its business model
unviable, thereby identifying potential business vuinerabifities.

In 2019, the Group panticipated in the successful completion of
the annual BoE concurrent stress testing exercise. The Annual
Cyclical Scenario was materially unchanged from 2018,
incorporating a synchronised global downturn affecting Asia and
the UK in particular. Financial markets come under severe stress
with a reduction in global risk appetite and reductions in market
liquidity. The UK experiences a slowdown driven by the downturm
in its trading partners, fall in confidence, and a sharp sterling
depreciation leading 1o inflalionary pressure on imports. in
response monetary policy tightening leads 1o a steep rise in
market and lending interest rates in the UK white global yield
curves remain flat.

The BoE published the resutts of the 2019 Concurrent Stress Test
in December 2019, confirming that these tests did not reveat any
capital inadeguacies tor the HSBC Group.

Key developments and risk profile

i A S :

in 2019, we undertook a number of initiatives to enhance cur
approach to the management of risk. These included:

» Wa continued to strengthen our approach to managing nan-
financial risk, as set out in the ORMF. The frameawork sets ocut
HSBC's approach to governance and risk appetite. It enables a
single view of key non-financial risks and associated controls,
This is overseen by the operational risk function, headed by the
group’'s Head of Operational Risk.

* Tha HSBC Group simplified its risk taxonomy through
consolidating certain existing risks into broader categories, for
example Resilience Risk. We adopted this approach. These
changes streamline risk reporting and promote common
language in our risk management approach. Further
simplification will continue during 2020, including the
combining of the HSBC Group's two key risk management
frameworks, the ERMF and the GRMF, into one.

* The Group have formed a Rasilience Risk function to refiect the
growing regulatory importance of being able to ensure our
operations continue to function when an operational
disturbance occurs. We leverage the global function’s
capabilities to steward our gperational resilience.

Top and emerging risks

Top and emerging risks are those that may impact on the financial
results, reputation or business maodel of the bank. #H these risks
wore to occur, thay could have a material effect on the group. The
exposure to these risks and our risk management approach are
expiained in more detail below,

T T U A
Process of UK withdrawal from the European Union

The UK left the EU on 31 January 2020, and entered & period of
transitioh until 31 December 2020. We will continue to work with
regudators, governments and our customers and employees to
manage the risks resulting from the UK's exit from the EL as they
arise, particularly across those industry sectors most impacted.

Uncertainty ragarding the terms of the UK’s future relationship
{including trading} with both the EU and the rest of the world is
expected to continue for some time to come. Market volatitity may
therefore persist &5 the UK continues its negotiations with the EU
and its potential future trading partners around the world,
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Throughout this period, we will cantinually update our assessment
of potentiat conseguences for cur customers, products and
banking model and re-evaluate our mitigating actions accardingly.
The scale and nature of the impact on us will depend on the
precise terms onh which we and our customers will be able to
conduct cross-border business following the end of the transgition
penod:

= Clients: the UK's departure from the EU is likely to impact our
clients operating models, including their supply chaing, working
capital requirements, investment decisions and financial
markets infrastructure access. Some EEA incorporated clients
will be requited 1o be migrated from the UK 1o H5BC France {or
another EEA entity) and moest customers who we expect can np
longer be serviced out of the UK have now been migrated.

Peogple: the potential loss of freedom of movernent could
impact our £EA staft resident in the UK and UK staff resident in
an EEA country.

Our priority is 10 ensure we continue to suppon our clients and
people through the period of transition and bayond, and help
minimise any disruption.

Changes to the UK's current trade relationships could require

We use internai stress tests and scenario analysis as well as
regulatory stress test programmes, to adjust limits and
exposures to reflact ous risk appetite and mitigate risks as
appropriate.

We have taken steps to enhance physical security in those
geographical areas dearmed to be at high risk from terrorism.

We have reviewed our business continuity plans following the
coronavirus outbreak, to ensure the safety and weli-being of
our staff and customers and to ensure our ability to maintain
our business operations is upheld,

Cyber threat and unauthorised access to systems

HSBC and other organisations continue to operate in a challenging
cyber threat snvironment, which requires ongoing investment in
business and technical controls to defend against these threats.

Key threats include unauthonsed zccess to online custorner
accounts, advanced malware attacks and distributed denial of
service attacks.

*» We continually evaluate threat levets for the most prevalent
attack types and their potential outcomes. To further protect

changes ta our banking model to ensure we continue to comply
with law and regufation in meeting the needs of our customarg
and conducting our business. In addition, any negative impact on
the economy, dermand for borrowing and capital flows as a result

of the atorementioned uncertainty, volatility or result of LI
negotiaticns could have a consequential negative impact on
HSBC.

We have undertaken a comprehensive impact assessment to
understand the range of potential implications for our customers,
cur products and our business. Where necessary, we have
dentified actions, including evolving our business models, to
efnsure we can continue to serve our customers,

We actively monitor our porttolio to identify areas of stress,
supported by stress testing analyses. Vulnerable sectors or
asset classes are subject 10 additional management review 1o
determine if any adjustments 1o risic policy or appetite are
required.

We caontinue to stay very close to our clients, via proactive
communications and dedicated channels to respond to
customer queries.

We will be supporting our UK employees resident in EEA
countries and EEA employees resident in the UK, with their
seftlement applications.

We will continue 1o work with reguiators, govesnments and our
clients in an effort 1o manage risks as they arise, particularly
across the most impacted sectors.

Geopalitical risk

Geopolitical risk remainad heightened throughout 2019, OQur
operations and portfolios are exposed to risks associated with
politicat instahility, and civil unrest, which could 1gad to disruption
to our oparations, physical risk to our staff and/or physical damage
to our assets.

Populist parties in Europe continue to grow in presence meaning
that political systems in Europe are increasingly fragmented. The
persistent threat of terrorist activity remains. The future
retationship between the UK and the EU remains uncertain and it
is expected that ongoing negotiations between the two will be a
dominant political theme in 2020,

The coronavirus outbreak in mainiand China and Hong Kong is
being actively monitored to assess any potentiat economic impact
on our chents, or adverse impact on our staff,

We continually monitor the geopolitical outlook, in particular in
countries where we have material exposures and/or a physical
presence.
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HSBC and our gustomers we strengthened our controls to
reduce the likelihcod and impact of advanced malware, data
lgakage, infiltration of payment systams and denial of service

attacks. We continued to enhance our cybersecurity
capabilities, including threat detection, access control as well
as back-up and recovery. An impaortant parl of our defence
strategy is ensuring our people rermain aware of cybersecurity
issues and know how to report incidents.

* Cyber risk is a priority area for the Board. We report and raview
cyber nsk and control effectiveness guarterly at executive and
non-executive Board level. We also report it across our
businesses and functions, 10 help ensure appropriate visibility
and governance of the risk and mitigating actions.

s We participate globally in several industry bodies and working
groups to share information about tactics employed by cyber-
crime groups and to collaborate in fighting, detecting and
prevanting cyber attacks on financial organisations.

Regulatory focus on conduct of business

Financia! service providers continue to operate to stringent
regutatory and supervisory requirements, particutarly in the areas
of capital and liquidity management, conduct of business,
finangial crime, internal control frameworks, the use of modais
and the integrity of financial services delivery. Regulatory changes,
including any resulting from the UK’s exit from the EU, may atfect
the activities of HSBC.

« We are fully engaged, wherever possible, with the government
and regulators in the UK and Europe to help ensure that new
requirements are properly considered by regulators and the
financial sector and can be implemented in an effective
rmanner.

* We hold regular meetings with UK and European authorities 1o
discuss sirategic contingency plans covering a widg range of
scenarios relating 1o the UK's exit from the EU. These include
our plans to navigate the restrictions that are likely to arise
regarding our ability to access EU markets, if passporting rights
are withdrawn following the end of the transition period.

Financial crime and fraud risk

Throughout 2019, we continued to implement the final elements
of the Global Standards programme to integrate our anti-money
laundering and sanctions capabilitias into our day-to-day
operations. We continue to enhance our financial crime risk
management capabilities and the effectivenass of our financial
crimea controls, and the HSBC Group is maintaining its investment



in the next generation of tools to tight financial crime through the
application of advanced analytics and artiticial intelligence.

Financial institutions remain under considerable regulatory
scrutiny regarding their ability to prevent and detect financiat
crime, There is an increased regulatory focus on fraud and anti-
bribery and corruption controls, with expactations that banks
should do more to protect customers from fraud and identify and
manage bribery and corruption risks within their businesses.
Financia! crime threats continue to evolve, often in tanderm with
geopolitical deveiopments. The highly speculative, velatile and
opaque nature of virtual currencies as well as the pace of new
currencies and asscciated technological developments creates
challenges in effectively managing tinancial crime risks. We
continue to see increasing challenges presented by national data
privacy requirements in a global organisation, which may affect
our abitity to effectively manage financial crime cisks.

In December 2012, among other agreements, HSBC Holdings plc
{*HSBC Holdings') agreed 1o an undertaking with the UK Financial
Services Authority, which was replaced by a Direction issued by
the UK Financial Conduct Authority {{FCA’) in 2013, and consented
to a cease-and-desist order with the US Federal Reserve Board
{’FRB'), both of which contained certain forward-looking anti-
money laundering {"AML’) and sanctions-refated obligations. HSBC
also agreed to retain an independent comptiance monitor (who is,
for FCA purpases, a "Skilled Person’ under sectign 166 of the
Financial Services and Markets Act and, for FRB purposes, an
‘Independent Consultant’) to produce periodic assessmaents of the
Group's AML ang sanctions compliance programme {the *Skilled
Parson/Independent Consultant’). In December 2012, HSBC
Haldings also entered into an agreement with the Office of Foreign
Assets Control {"OFAC’} regarding histarical transactions involving
parties subject to OFAC sanctions. Reflective of the HSBC Group's
significant progress in strengthening its financial crime risk
managament capabilities, the HSBC Group’s engagement with the
current Skilied Person will be terminated and a naw Skilled Person
with a narrower mandate will be appointed to assess the
remaining areas that require further work in order for the HSBC
Group 1o transition fully to business-as-usual financial crime risk
management. The Independent Consultant will continue to carry
out an annual OFAC compliance review at the FRB’s discretion.
The role of the Skilled Personfindependent Consultant is discussed
on page 70.

B L Gt s

* We continue to enhiance our financial crime risk management
capabilities. We are investing in ngxt generation capabilities to
fight financial crime through the application of advanced
analytics and artificial intslligence,

* We are strengthening and invesiing in our fraud controts, to
introduce next generation anti-fraud capabilities to protect both
customers and the bank.

s We continue to embed our improved Anti-Bribery and
Corruption ('AB&C’) policies and controls, focusing on conduct.

* We continue to educate our staft on emerging digital
landscapes and associated risks.

+ We have developed procedures and controls to manage the
risks assogiated with direct and indirect exposure to virtual
currencies, and we continue 10 Menitor external developments,

» We continue to collaborate with government and law
enforcement agencies 1o address data privacy challenges
through international standards, guidance, and legislation to
enable effective managemaent of financial crime risk.

s We continue to take steps designed to ensure that the reforms
we have put in place are both eftective and sustainable over the
long-term.

Market illiquidity and volatility
Market liquidity, as defined by the ability to trade the desired
volume of a financial security in a timely manner, continues to

vary. Liquidity remains challenging dua to muttiple factors:
regulatory demands such as increased capital requirements

constraining the overall balance sheet size of financial institutions,
the implementation of the Volcker rule, which prohibits certain
trading activities, and the impact of revised collateral and internal
liquidity reguirements.

This is a market-wide issue, where HSBC may incur losses or
ragult in tower revenue.

* We continually monitor our positions more vulnerable to
illiquidity and concentration risks, adjusting our market risk
limits and risk appetite where appropriate.

Ibor transition

Ibors, including Libor, are used to set interest rates on hundreds of
trillions of US dollars' worth of different types of tirancial
transactions and are used extensively for valuation purposes, risk
measurement and performance benchmarking.

Following the announcement by the FCA in July 2017 that it will
no longer persuade of require banks to submit rates for Libor after
2021, the national working groups {'NWG') for the affected
currencies were tasked with facilitating an orderly transition of the
relevant Libors to their chaosen replacement rates. The euro NWG
is also responsible for facilitating an ardedly transition of the Euro
Qvernight Index Average ('Ecnia’} to the eura short-term Rate
{("€STER’) as a result of the determination that Eonia cannot be
made 10 comply with the European Benchmark Regulations
['BMR’) and can therefore no longer be used beyond 2021,

The process of developing products that reference the
replacemem rates and transitioning legacy ibor contracts exposes
HSBC to material execution, conduct and financial risks.

» The HSBC Group has a globat pragramme to facilitate an
orderly transition from Libor and Eonia for our business and our
clients. This execution ot this programmae is overseen by the
Group Chief Risk Ofticer, with the group's transition overseen
by our CRO as monitored through our Risk Managoment
Meeting.

+ The +iSBC Group programme is focused on developing
aternative rate products that reference the proposed
replacement rates and making them available to customers. it
it also focused on the supporting processes and systems to
developing these products. At the same time, the HSBC Group
are developing the capability to transition, through re-papering,
outstanding Libor and Eonia contracts.

* We have identified a number of execution, conduct, litigation
and financial risks and we are in the process of addressing
these. We continue to analyse these risks and their evolution
over the course of the transition.

*  We will continue to engage with industry bodies, regulators
and our clients to support an orderly transition.

Climate-related risks
Climate chanae can impact a number of our risk types:

= Transition risk, arising from the move to a low-carbon economy,
such as through policy, regulatory and technological changes.

* Physical risk, through increasing severity and/or frequency of
severe weather events or other climatic events {e.g. sea level
rise, flooding).

These have potential to cause both idiosyncratic and systemic

risks, resulting. over time, in potantial financial impacts for HSBC.

Impacts could materiatise through higher risk-weighted assets

{'RWA=’}, greater transactional losses andfor increased capital

requirements.

» HSBC continues to expand its thinking with regards to stress
testing of climate risks. it has commenced sector specific
scenario analysis and continues current work 1o source data
and develop scenarios.
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* HSBC has public and internal policies for certain sectors which
pase sustainability risk to HSBC. These inciude policies on
energy, agricultural commodities, chemicals, forestry, mining
and metals, UNESCO Worid Herilage sites and Ramsar-
designated wetlands.

» The Group is working with the PRA, FCA and the wider industry
through their Climate Financial Risk Forum to ensure it remains
aware of and drives emerging best practice.

*  Qur enterprise risk management framework continues to be
enhanced 1c develop and embed the measurement, monitoring
and management of climate-related risks.

» In line with the PRA requirements we have assigned
responsibility to relevant Senior Management Function (SMF)
holders. Additionally, risk stewards will consider physical and
transition risks from climate change relevant to their specific
risk function,

bore et
Peaople risk
Our employees are critical ta our success and it is important that
we continue to focus on empioyee gngagemeant and monitor our
warkforce capacity and capability requirements in line with our
strategy. We aim to foster a culture that proactively promates the
right colleague behaviours and ¢onduct and help employees feel
empowered to thrive in their careers, as well as being able to
support our customers and the communities they serve.

H

We continually assess the impact of geopolitical events on our
businesses and engage with regulators and peolicy makers to help
ensure that regulatory changes are implemented effectively. Some
events, such as the UK's exit from the EU and changes announced
by the UK Government relating to the contingent workforce (IR35),
which could increase people risks, continue to be managed
closely.

» We have plans in place to manage the potential impacts
resulting from the UK exi¢ from the ELL

» People plans are in place across key European markets which
focus on promoting a diverse and inclusive workforce and
health and weilbeing activities.

s HSBG University is focused on developing opportunities and
tools for current and future skills, personal skills and leaders to
create an envirenment for success.

» \We have processes in place to recognise exceptional conduct
and manage poor conduct and behaviour.

IT systems infrastructure and resiliencs

HSBC is committed to investing in the reliability and resilience of
its |T systems and critical services. HSBC does s0 in order (o
protect its customers and ensure they do not receive disruption to
services, which could result in reputational and regulatory
damage.

*  We are continuing to invest in transforming how software
sclutions are developed, delivered and maintained, with a
particular focus an providing high-guality, stable and secure
services, As part of this, we are concentrating on matarially
impraving system resitience and service continuity testing. We
have enhanced the security features of our software
development lite cycle and improved our testing processes and
tools.

* During 2019, we upgraded mary of our IT systems, simplifying
our service pravision and replacing older IT infrastructure and
applications.

Execution risk

In order to deliver our strategic objectives and meet mandatory
regulatory requirements, it is important for HSBC to maintain a
strong focus on execution risk. This requires robust management
of significant rescurce-intensive and time-sensitive programmes.
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Risks arising from the magnitude and complexity of change may
include regulatory censure, reputational damage or financial
josses. Current major initiatives include managing the operational
implications of updating our business medel following the UK's
decision to leave ths EU.

« Qur prioritisation and governance processaes for significant
projects are monitored by the group’s Executive Committee.

* In 2019, we continued to manage execution risks through
closely monitoring the punctual delivery of critical initiatives,
internal and exiernal dependencies, and key risks, to allow
better portfolio management across the group.

Modbel risk

Models are used across many areas of the bank in both financial

and non-financial contexts. Model risk arises whenever business

decision making includes reliance on modets. HSBC uses models
in a range of business applications, in activities such as customer
selection, product pricing, financial crime transaction monitoring,
creditworthiness evaluation and financial reporting.

in 2018 we elevated model risk to the highest level within our risk
managemenl framework, in reflection of its increasing importance.
We have undertaken a number of initiatives 1o strengthen the naw
Modet Aisk Management sub-function, including:

« We appointed a Head of Model Risk Management for the
groug.

» We refined the model risk policy 1o enabie a more risk-based
approach 10 model risk management.

» We conducted a full review and enhancement of modet
governance arrangements overseaing model risk across the
group, resulting in a range of enhancements to the underlying
structure to improve effectiveness and increase business
engagemeant,

s We designed a new target operating model for Model Risk
Management, informed by internal and industry besi practice,
to driva the avolution of the overall governance framework and
ensure best practica.

s Wa ara refreshing the existing model risk contrels to enable
better understanding of control objectives and to provide the
modeiling areas with implementation guidance to enhance
effectiveness.

Data management

The group currently uses a large numbar of systems and
applications 10 support key business processes and operations. As
a result, we often need to reconcile multiple data sources,
including customer data sourcas, to reduce the risk of arror.
HSEBC, along with other organisations, also needs to meet exdernal
regulalory obligations such as the General Data Protection
Regutation (‘GDPR"), Basel Committes for Banking Supervision
{'BCBS') 239, and Basel IH.

* We are improving data quality across a large number of
systems giobally. Our data management, aggregation and
oversight continues to strengthen and enhance the
effectivenass of internal systems and processes. We are
implementing data controls for critical processes in the 'front-
offica’ systemns to improve our data captlure al the point of
entry. HSBC has achieved its objective of meeting a 'largely
compliant’ rating in support of the BCBS 238 principles and
have now embedded them across the key markets and regions.

* We are expanding and enhancing our data governance
procasses to monitor proactively the quality of eritical
customer, product and transaction data and resalving
associated data issues in a timely manner. We have also
implemented data controls in order to improve the reliability of
data used by our customers and staff.




* Woe are modernising our data and analytics infrastructure
through investmaents in advanced capabilities in cloud
visualisation, machine leaming and artificia! intelligence
platforms,

* HSBC has implerented a globa) data privacy framework that
establishes data privacy practices, design principles and
guidelines that demonstrate compliance with data privacy laws
and regulations in the jurisdictions in which the group operates,
such as GDPR.

* We continue to take part in annual data symgposiums and data
privacy awareness training 10 heip our employees keep abreast
of data management and data privacy laws and regulations.
These highlight our commitment 1o protect personal data for
our customers, employees and stakeholders.,

Third Party Risk Managament

We utilise third parties for the provision of a range of servicas, in
common with other financial service providers. Risks arising from
the use of third party service providers may be less transparent
and therefore more challenging 10 manage or influence. 1t is
critical that we ensure we have appropriate risk managemant
policies, processes and practices. These should include adequate
controf over the selection, governance and oversight of third
parties, particularly for key processes and controls that could
affect operational resilience. Any deficiency in our management of
risks arising from the use of third parties could affect our ability to
maet strategic, regutatary or chent expectations and damage our
reputation.

« We continued ta embed our third party management
framework in the first line ot detence through a dedicated
team. Processes, controls and technalogy to assess third party
service providers against key criteria and assccisted control
monitoring testing and assurance have been deployed,

Areas of special intarest

Totas

The UK left the EU on 31 January 2020 and entered a transition
period until 31 December 2020, during which negotiations will
take place on the future relationship between the UK and the EU.
At this stage it remains unclear what that relationship will look
like, potentially leaving firms with fittle time to adapt to changes
which may enter into force on 1 January 2021,

Our programme to manage the impact of the UK leaving the EU
has now been largely completed. It is based on the assumption of
a scenario whereby the UK will no longer have access ta the
existing passporting or regulatory equivalence framework that
supports cross-border business. Our focus has been on four main
components: legal entity restructuring; product offering; customer
migrations; and em ployees.

Legal entity restructuring

Qur branches in seven European Economic Area ("EEA’) countries
{Belgium, the Netherlands, Luxembourg, Spain, Haly, ireland and
Czach Republic) relied on passporting out of the UK. We have
waorked on the assumption that passporting will no longer be
possible following the UK's departure from the EU and therefore
transferred our branch business to newly established branches of
HSBC France, our primary banking entity authorised in the £U.
This was completed in the first quarter of 2018.

Product offering

To accommaodate for customer migrations and new business after
the UK's departure from the EU, we expanded and enhanced our
existing product offering in France, the Netherlands and Ireland.
We also openad a new branch in Stockhelm to service our
customers in the Nordics.

Customer migrations

The UK's departure from the EU is likely 10 have an impact on our
clients’ operating models, including their working capital
requirements, investment decisions and financial markets
infrastructure access. Our priority is 10 provide continuity of
service, and while our intention is to minimise the level of change
for our customers, we are required 10 migrate some EEA-
incorporated clients from the UK to HSBC France, or another EEA
entity, We have now migrated most clients who we expect ¢an no
longer be serviced cut of the UK. We are working in close
collaboration with any remaining clients 1o make the transition as
smooth as possible.

Employees

The migration of EEA-incorporated clients will require us to
strengthen our local tearns in the EU, and France in particular.

Given the scate and capabilities of our existing business in France,
we are well prepared to take on additional roles and activities.

Looking beyond the transfer of roles to the EU, we are also
providing support to our UK employees resident in EEA countries
and EEA employees resident in the UK, for example with
settlement applications.

Neavertheless, Laondon will confinue to be an important global
tinancial centre and the best tocation for our global headquarters.
As of December 2019, HSBC employed approximately 40,000
people in the UK.

Across the programme, we have made good progress in terms of
ensuring we are prepared for the UK leaving the EU under the
terms described above. However, there remain execution risks,
many of them linked to the uncertain outcome of negotiations.

We have carried out detailed reviews of aur credit portfalios (o
deterrmine those sectors and customers moest vulnerable to the
UK's exit from the FU). Far further details, please see ‘'Impact of UK
economic uncenainty on ECL' on page 38.

The Financial Stability Board issued a report in 2014 entitled
‘Reforming Major Interest Rate Benchmarks'. This report was
produced as a result of attempts to manipulate key |bors and in
recognition of a liquidily decline in interbank unsecured

markets. In response, regulators and central banks in varicus
jurisdictions have convened national working groups to identify
replacement rates (risk-free rates or RFRs) for these |bors and.
where appropriate, to facilitate an orderly transition to these rates.

Following the announcement by the UK’'s FCA in July 2017 that it
will no longer persuade or require banks to submit rates for Libor
after 2021, the national working groups for the aftected currencies
ware tasked with facilitating an orderly transition of the relevant
Libors to their chosen replacement rates. The suro waorking group
is also responsible for facilitating an orderly transition of the Euro
Overnight Index Average ['Eonia’) to the Euro short-term rate
("ESTER') as a result of Eonia not being made compliant with the
EU Benchmark Regutation,

Although national working groups in other jurisdictions have
identified replacements for their respective Ibors, there is no
intention for these benchmark rates to be discontinued.

Given the current lack of alternatives, HSBC has an increasing
portfolio of contracts referencing Libor and Eonia with maturities
beyond 2021. HSBC established the thor transition programme
with the objective of facilitating an orderly transition from Libor
anct Eonia for HSBC and its clients. This global programme
pversees the transition effected by each of the global businesses
and is fed by the Group Chief Risk Officer with the group's
transition gverseen by our CRQ as monitored through the Risk
Management Meeting. The programmme’s strategic objectives can
be broadly grouped into two streams of work: develop RFR
product capabilities; and transition legacy contracts.

Develop RFR product capabilities

Qur giobal businesses are currently developing their capabilities to
offar RFR-based products and the supporting processes and
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systems. We already have several capabilities live: including
Secured Overnight Financing Rate ( SOFR') bonds and Sonia
bonds, SOFR futures and Sonia swaps - and we are planning
further launches in 2020, with the initial focus lor the group being
on the UK and France.

The sale of Libor and Eonia contracts with maturities beyond 2021
is likely to cantinue until RFR-based produats become widely
available and accepted by customers.

Transition legacy contracts

In addition to enabling the otfering of new RFfR-based products,
the new RIFR product capabilities will also help enable the
transition of outstanding Libor and Eonia products onto the RFR
equivalents. To help enable the repapering of a significant number
of Libor and Eonra contracts, the programme is also developing
the capability to transition gutstanding Libor and Ecnia contracts
at scale. Critical to the successful transition of Libor-linked
contracts is the active engagement of other market participants
and HSBC's clients.

Although we have notiona) amounts of around $31n of Libor and
Eania derivative contracts putstanding that mature beyond 2021,
we expect that the International Swaps and Derivatives
Association ('ISDA’) eftorts in guidting the transition of derivative
contracts, Lo reduce the risk of a non-orderty transition of the
derivative market with an estimated notional size in excess of
$2001tn. The process of implementing ISDA's proposed protocol
and transitioning outstanding contracts is nonetheless a material
undertaking for the industry as a whole and may expose HSBC to
the risk of financial losses.

The Group intends to engage actively in the process to achieve an
orderty transition of HSBC's Libor and Eonia bond issuance,
HSBC's holdings of Libor and Eorua bonds, and of those bonds
where HSBC is the payment agent. We continue to formulate
detailed plans to enable us o transition these exposures, although
tha execution of these transition plans will, to & certain extent, also

T S SO R e PRI T

depend on the participation and engagement of third-party market
participants in the transition process.

Although the Group have plans to transition $100bn drawn
amounts of post-2021 contractually lbor-referenced cormmaercial
fpans onto reptacement rates, our ability to transition this portfolia
by the end of 2021 is materially dependent on the availability of
products that reference the replacement rates and on our
customers being ready and able to adapt their own processes and
systems to accommodate the replacement products. This gives
rise to an elevated level of conduct related risk. HSBC is engaging
with impacted clients 10 help ensure that customers are aware of
the risks associated with the ongoing purchase of Libor and Eonia
referencing contracts as well as the need to wansition legacy
contracts prior to the end of 2021.

In addition to the conduct and execution risk previously
highlighted, the process of adopting new reference rates may
expose the Group 1o an increased levet of gparational and financial
risks, such as potential earnings volatility resulting from contract
maodifications and a large volume of product and associated
process changes. Furthermore, the transition to alternative
reference rates could have a range of adverse impacts on our
business, including legal proceedings or other actions regarding
the interpretation and entarceability of provisions in [bor-based
contracts and regulatory investigations or reviews in tespect of cur
preparation and readiness for the replacement of lbor with
alternative refarence rates.

We continue to engage with industry bodies, regulators and our
clients to support an orderly transition and the mitigation of the
risks resuiting from the transition. The FCA’s and PRA's recent
letter 1o senior managers of institutions, including HSBC, that fall
within their remit, should increase the level and depth of
engagemment as well as accelerating transition in the sterling Libor
markets.

The material risk types associated with cur banking and insurance manufacturing operations are described in the following tables.

Cradit nisk (see page 26)
The risk of financial loss
a custamer ar countarparty
fails to meet an obligation
under a contract,

Cradit risk arises principally from direct lending,
trade finance and leasing business, but also
from cenain other products such as guarantaes
and derivatives.

Capital and lguidity risk {zee page 62)

Tha risk of having Capital and liquidity risk arises from changes to
insufficient capital, hguidity the respective rasources and nsk profiles driven
er tunding resourcaes to by custorner behaviour, management decisions
mest financial obligations  or the external environment.

and satisfy regulatory

requirements, in¢luding

pension risk.

Creds risk 1s:

+ measured as the amount that could be lost if a customer or countarpatty
fails to make repayments;

« monitored using various internal sk Mapagement measures and within
limits approved by individuals within a framework of delegaled
authorities; and

= managed through a robust risk controf framework that outlines clear

. @nd consistent policies. principles and guidance for sk managers,

Capital and liquidity risk is:

« measured through appetites sot as target and minimum ratios;

+« maonitored and projected against appetites and using stress and scenario
tesuing; and

* managed through capital and liquidity resources in conjunction with risk
profiles and cashfiows.

Market risk {see page 64)

The risk tha1 movemants in
market facters such as
foreign exchange rates,
imerast rates, credit
spreads, equity prices and
commodity prices will
reduce gur incorms or

the value of aur partfelios.

Exposure 10 market risk 15 separated into two
portfolios:

* trading portfolios; and

e non-trading portfolios.

Market risk exposuras arising from our
insurance operations are discussed on page 71,

26
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Market risk is:

s easured using sensitivities, value at nsk {'VaR') and stress testing,
@giving a detaitad picture of potential gains and losses far a range of
markst movements and scenarios, as well as tail risks over specified
time horizons;

* monitored using VaR, stress testing and other measures, including the
sansitivity of net interest incoma and the sensitivity of structural foreign
exchange; and

* managed using tisk limits approved by the nsk management meeting
{'RMM’} and the RMM in various global businesses.
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Resilionce risk {see page 68)
Resilienca risk is the fisk Resilience rigk atises from failuras or Resiliencae risk is:
that we are unable 1o inadsquacies in processes, peopie. systems of  « megsured through a range of metrics with defined maximum acceptable
provide critical services to  external events. These may be driven by rapid impact tolerances, and against our agreed risk appetite.
our customers, affilates, technological innovation, cthanging behaviours ;
" . h S sk
snd courterpartios as a of our consumers, cyber-threats and atiacks, * ’S'l‘z;“:""::!::n“’:@ rg;‘::;?_:; :_f ;:;erpnsa processas, risks, controls and
result of sustained and crossborder dependencias, and third party i 9 P t . .
signiticant operational relationships. = managed by continuous monilosing and thematic reviews.
disruption.
Regufatory compliance risk (see page §9)
The risk that we fail to Regulatory compliance nsk arrses from the risks  Regulatory compliance risk is:
observe the letter and spirit  aseociated with breaching our duty ta our « measured by reference 1o identified metrics, incident assessments,
of aff relevant taws, codes,  custormnars and gther counterparties, regulatory feedhack and the judgement and assessment of our
rules, regulations and mappropriate market conduct and breaching ragulatory compliance teams;

standards of good market  other regulatory requirements.
practics, and incur fines
and genzlties and sufer
damage to our business,

= monntored against the first fine of defence nak and contral assessmants,
the resuits of the manitoring and control activities of the second line of
defance functiong, and the results of internal and externai audits and
regulatory inspections; and

= managed by estabhstung and communicating appropriate policies and
procedures, training employees in them, and monitoring activity 1o
assurs their observance. Proactive nisk control and/or remediation work
15 undertaken where required.

Financial crima risk (see page 63)
The risk that we knowingly  Financial crime and fraud risk arises from day-  Financial crime and fraud risk 1s:
or unknawingly heip to-day banking operatians. « maasured by refarence to identified metrss, incident assessmants,
parties to commit or to regulatory feedback and the judgement and assessment of our financial
fturther potentially illegal crime risk teams:
activity, including both . ., . . . . .
internal and externat fraud. . mom.mrsd against our fmancna! crima fisk appetite statemant and
metrics, tha results of the monitoring and control activities of the second
fne of defence functions, and the resuits of internal and extarnatl audits
and regulatory inspections; and
~ managed by establishing and communicating appropriate policies and
procagures, tramng amployeas (n them, and mMonitoring activity
ensure thewr gbservance. Proactive nsk controf and/or remediation work
1s undertaken where required.

it L
Muodel nisk {sve page J0;

Modet risk 15 the potential Model nisk arises in both financial and non- Maodet risk is:
for adverse consenuences  hinancial contexts whenever business decision « rmeasured by refsrence to modal performance tracking and the cutput
from businass decisions making includes reliance on models.

of detailed technical reviews, with key metrics including model review
statuses and findings;

» monitored against model risk appetite statements, insight from the
independent raview function, feedback from internal and external
audits, and regulatory reviews, and

+« managed by ¢reating ang cammunicating appropriate policies,
procedures and guidance, training colleagues in their application, and
supervising their adopticn to ensure operational effectiveness.

informed by models, which
can be exacerbated by
arrors i methodalagy.
design or the way they are
used.

CQur insurance manufacturing subsidiaries are regulated separately from our banking cperations. Risks in our insurance entities are
managed using methodologies and processes that are subject to Group oversight. Our insurance oparations are also subject to some of
the same risks as our banking operations, which are covered by the group’s risk management processes.

Uiesanprion of risks - s
Riska
Financial risk (so¢ gage 71;

Cur ability to effectively Exposure o financial risks arses from: Financial risk is:

match liabilities-arising s market risk affecting the fair values of financial * measured (i} for credit risk, in terms of econormic capital and the

undey insurance contracts assets or their future cash flows; amount that tould be last if a counterparty fails 10 make repayments;
with tha assat pertfolios = credit risk; and {1} for market risk, in terms of economic capits!l, internal metrics and
that back them is o liquidity risk of entitias not batng able 1o fluctuations in key financial variables; and {iii} for liquidity risk, in terms
ﬁxg:r:le :: ;;lé nancial make payments 1o policyholders as they of ipter‘nal metrics, including stressed operationat cash flow

risks and the extent fall due. projactions: -

to which these are borne by » monitored through a framework of approved limits and delegated
palicyholders autharities; and

managed through a robust risk control framework that outlines clear
and consistant policies, panciples and guidance. This includes using
product design and asset liakility matching and bonus rates.
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Inscrance risk (see page 71}
The risk that, over time,

the cost of the contract,
including claims and

benefits may exceed the
total amount of premiums
and investmant income
received.

The cost of clasms and benefits can be influenced
by many factors, including mortality and
morbidity experience, as well as lapse and
surrender rates.

e

Insurance risk is:

= measured in terms of life insurance liabilities and economic capital

allocated 1o insurance underwriting risk;

montored though a framework of approved limits and delegated

authorities; and

« managed through a robust risk comtrol framewark that outlines clear
and consistent policies, principles snd guidante. This includes using
product design, underwriting, reinsurance and claims-handling
procedures.

Gredit risk is the risk of financial {oss if a customer or counterparty
fails to meet an obligation under a contract. Credit risk arises
principally from direct lending, trade finance and leasing business,
but also fram certain other products, such as guarantees and
derivatives.

Keay developments in 2019

There wetre no material changes to the pelicies and practices for
the management of credit risk in 2013. We continue to apply the
requirements of IFRS 9 "Financial Instruments' within Credit Risk.

Governance and structure

We have established group-wide credit risk management and
related IFRS 9 processes. VWe conlinue to actively assess the
impact of economic developments in key markets on specific
customers, custamer segments or portfolios. As credit conditions
change, we take mitigating action, including the revision of risk
appetites or limits and tenors, as appropriate. In addition, we
continue to evaluate the terms under which we provide credit
facilities within the context of individual customer requirements,
the quality of the relationship, local regulatory requirements,
market praclices and our lecal markel position.

sad-tod)

Credit approval authorities are delegated by the Board to the Chief
Executive together with the authority to sub-delegate them. The
Cradit Risk sub-function in Risk is responsible for the key policies
and processes for managing credit risk, which include formulating
credit policies and risk rating framewaorks, guiding the appetite fos
credit risk exposures, undertaking independent reviews and
objective assessment of credit risk, and monitoring performance
and management of portfolios.

The principal objectives of our credit risk management are:

* to maintain across the group a strong culture of respoensible
lending and a robust risk policy and control framework;

* to both partner and chalienge globa! businesses in defining,
implementing and continually re-evaluating our risk appetite
under actuat and scenario conditions; and

* 1o ensure there is independent, exper! scrutiny of credit risks,
their costs and mitigation.

Key risk management process

The IFRS 9 process comprises three main areas: modelling and
data; implementation; and governance.

The Group have established IFRS 3 modelling and data processes
in various geographies, which are subject to internal model risk
governance including independent review of significant model
developments.

A centrabsed impairment engine performs the expected credit loss
{'ECL’) caleulation using data, which is subject to a number of
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validation checks and enhancements, from a variety of cliem,
finance and risk systems. Where possible, these checks and
processes are performed in a globally consistant and centralised
manner.

Management review forums are asiablished in order to review and
approve the impairment resufts. Management review torums have
representatives from Credit Risk and Finance. Required members
of the committee are the heads of Wholesale Credit, Market Risk,
and Retail Banking and Wealth Management ('RBVWM'} Risk, as
well as the global business Chief Financiai Officers and the Chiet
Accounting Officer.

*Agssled)

Concentrations of credit risk arise when a number of
counterparties or exposures have comparatile economic
characteristics, or are engaged in similar activities, or operate in
the same geographical areasfindustry sectors, so that their
collective ability 10 meet contractual obligations is uniformly
affected by changes in economic, political or other conditions. The
group uses a number of controls and measures to minimise undue
concentration of exposure in the group’s porfelius across
industry, couniry and customer groups. These include portfolio
and counterparty limits, approval and review controis, and stress
tasting.

Viaogded)

Our risk rating system facilitates the internai ralings-based
approach under the Basel framework adopted by the Group 1o
suppart the calculation of our minimoem credit regulatory capital
raquirement, The tive credit quality classifications each
encompass a range of granular internal credit rating grades
assigned to wholesale and retail lending businesses, and the
external ratings attributed by external agencies to debt securities.

For debt securities and certain other financial instruments,

external ratings have been aligned 10 the five quality classifications
based upon the mapping of related Customer Risk Rating {{CRR'}
to external credit rating.

The CRR 10-grade scale summarises a more granular underlying
23-grade scale of obligor probability of default {'PD’). Ali corporate
customers are rated using the 10- or 23-grade scale, depending on
tha degree of sophistication of the Basel approach adopted for the
exposure,

Each CRR band is essociated with an external rating grade by
reference to long-run default rates for that grade, represented by
the average of issuer-weighted historical default rates. This
mapping between internal and external ratings is indicative and
may vary over time.

Retail iending credit quality is based on a 12-month pomt-in-time
probability-weighted probabitity of default ('PD’).




Sovorsign dabt Othor dabt

recurities and bills  securities and bills Wholesals Janding and derivativas Rwtail lsnnding

h 12-manth 12 menth
External Exctornal Intamal probability of Internal probability-
Factnotes credit rating crodit rating wrodit rating default "% crodit rating weighted PD 'lo
Swong BBE and above A- and above CRR1 to CRRZ' ... 06-0.469 Band1and2 Q000 -0.500
Good BBB- 10 BB BBB+ to BBB- CRR3 0.170 - 0.740 Band 3 | -~ 1.500
BB-to 8 and 8B+ 10 B and CHR4 to CRRS 0.741 - 4913 Band 4 and 5 1.501 - 20.000

Satislactory unrated unratad
“Sutrstandard _B-1aC B-toC  CARGtaCRRE  4.915-99.99% Band 6 20.001 - 99.996
Cradit impaired Default Defanit  CRAS ro CRR10 100 Band 7 100

T Customer risk rating 'CRR’).

2 12-month point-in-time probability-weighted probability of default ('PD').

Quality classification definitions

» “Strong’ exposures damonstrate a strong capacity to meet financial commitrments, with negligible or low probability of default and/or low levels of

expacted loss.

rsk.
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‘Forbearance’ describes concessions made on the contractual
terms of a loan in response 1o an obligor's financial difficulties.

A loan is classed as ‘renegotiated’ when we modify the
contraciual paymaent terms on concessionary terms because we
have significant concerns aboul the borrowars' ability to meet
contraciual payments when due. Non-payment-refated
concessions (e.g. covenant waivers), while potential indicators of
impairment, do not trigger identification as renegotiated loans.

L.oans that havo been identified as renegotiatad retain this
designation until maturity or derecognition.

For details of our palicy on deracognised renegotiated loans, see
Mote 1.2(i) on the financial statements.

On execution of a renegotiation, the loan will also be classified as
credil impaired if it is not already so classified. In wholesale
lending, all facilities with a customaer, including loans that have not
bean modified, are considered credit impaired following the
idantification of a renegotiated toan.

Wholasale renegotiated loans are classified as credit impaired until
there is sufficient evidence to demonstrate a significant reduction
in the risk of non-payment of future cash flows, observed over a
minimum one-year period, and there are no other indicators of
impairment. Personal renegotiated loans generally remain credit
impaired until repayment, write-off or derecognition.

Audited)

For retail lending, unsecured renegotiated loans are generally
segmented from other parts of the loan portfolio. Renegotiated
expected credit 10ss assessments reflect the higher rates of losses
typically encountered with renegotiated loans. For wholesale
lending, renegotiated loans are typically assessed individually.
Credit risk ratings are intringic to the impairment assessments. The
individual impairment assessment takes into account the higher
risk of the future non-payment inherent in renegotiated leans.

sfSurthied)

For details of our impairment policies on loans and advances and
financial investments see Note 1.2{i) on the Financial Statements.

‘Good’ exposures require closer monitoning and damonstrate a goad capacity to meet financial comrmtments. with low dafault nsk.
‘Satisfactory’ exposures require closer monitoring and demonstrate an average to fair capacity to meet financial commitments, with moderate default

‘Sub-standand’ exposures requie varying degraes of special attention and default nsk 15 of grealer concerm.
‘Credt-impared’ expasures have been assessed as dascribed in Note 1.241) in the Financial Statements.

Audrodd

For details of our accounting pelicy on the write-off of loans and
advances, see Note 1.2{i) on the Financial Statements.

Unsecured personal facilities, including credit cards, are generally
written off at between 150 and 210 days past due. The standard
period runs until the end of tha month in which the account
becomes 180 days contractually delinquent. Write-off periods may
be extended, generally to no more than 360 days past due.
However, in exceptional circumstances, they may be extended
further.

For secured facilities, write-off should oceur upen repossession of
collateral, receipt of proceeds via settiement, or determination that
recovery of the collateral will not be pursued.

Any secured assets maintained on the balance sheet beyond 60
months of consecutive delinquency-driven default require
additional monitoring and review to assess the prospect of
recovery.

There are exceptions in a few countries where local regulation or
{egislation constrain eartier write-off, or where the realisation of
collateral for secured real estate lending takes mare time. In the
evant of bankruptcy or analogaus proceedings, wrile-off may
cecur earlier than the maximum periods stated above. Coltection
procedures may continue after write-off.

Croodit rind iy 2018

Dovich global monetary policies remained accommadative
through much of 2019, and share indices hit record highs. The
European Central Bank and the Bank of £ngiand are expected ta
maintain adequate market liquidity during 2020. Corporate credit
quality in Europe and the UK has been helped by a record low rate
environment despite a lower than expected trend of economic
growth, Certain industry segments of the economy are however
experiencing market or demand cycle changes that are providing a
more challenged market place and this trend is likely to continue
going forward. In some areas borrowers have taken on material
amounts of new financial leverage leading to more stretched
financial profiles. The second arder impacts on European and UK
corporates of coronavirus are being carefully followed by the bank
as this issue develops. We are expecting modest positive growth
for most econamies in the region however UK borrowers may
benefit given UK policymakers somawhat greater recom for policy
stirmulus.
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Gross loans and advances to customers of £108bn decreased from
£113bn at 31 Daecember 2018. Loans and advances to banks of
£11bn decreased from £14bn at 31 December 2018. Wholesale
and personal lending movements are disclosed on pages 53 to 59.
The charge in expected credit losses, as it appears in the income
staternent, for the pariod was £124m {2018: £159m}. Income
statement moverments are analysed further on page 13.

Qur maximum exposure to credit risk is presented on page 36 and
credit quality on page 43. While credit risk arises across most of
our balance sheet, luosses have typically been incurred on loans
and advances and securitisation exposures and other structured
products. As a result, our disclosures focus primarily on these two
areas.

Re-presentation of UK gross carrying/nominal amounts
staging

The wholesale lending gross carrying/nominal amounts in stages 1
and 2, which were disclosed at 31 Decemnbsr 2018, have been re-
presented 10 mflect the UK economic uncertainty adjustrment,
which was not previously reflected in the stage allocation. The

31 December 2018 amounts reflected the probability-weighted
view of stage allocation for the congsensus scenarios only, tn
comparisons, the allowance for ECIL. did reflect the UK economic
unceriainty adjustment. As a result of the re-presentation, there
has been an increase in stage 2 amounts, with a corresponding
decrease in stage 1. The financisl instruments and disclosures
impacted are as follows:

* Loans and advances to custormers: A change of £1,736m
cemprised of £1,677m for corporate and commercial and £59m

non-bank financial institutions in pages 33, 35, 49, 54. Loans
and other credit-related commitments: A change of £979m is
attributable to £916m for corporate and commercial and £63m
tor non-pank financial institutions on pages 33, 35, 49, 4.

» Financial guarantees. A change of £21m comprised of £21m to
corporate and commercial on pages 33, 35, 48, 54.

* Wholesals lending: other corporate, commercial and financial
(non-bank) loans and advances including loan commitments by
level of coltateral: A change of £2,241m on page 57.

The 'Reconciliation of changes in gross carrying/mominal amount

and allowances for loans and advances to banks and customers,

including loan commitments and financial guarantees’ disclosure
for 31 December 2018 reflects this re-presentation in other
£2,736m movements. There is no impact upon total gross carrying
values/inominal amounts, personal lending amounts or allowance
for ECL.

5 T g

The following disclosure presents the gross carrying/nominal
amount of financial instruments to which the impairment
requirements in IFRSY are applied and the associated allowance
for ECL. The allowance for EC|. decreased from £1,430m at 31
December 2018 to £1,113m at 31 December 2019.

The allowance for ECL at 37 December 2019 comprised of
£1,050m (2018: £1,347m) in respect of assets held at amortised
cost, £683m (2018; £83m) in respect of loan cormmitments and
financial guarantees, and £16m (2018: [45m) in respect of debt
instruments measured at ‘FVOCI'.

idudaed: _ . e o _
31 0ec2019 o 1 Dec -
- Gfmu enrryingf A‘lownnc. lor Grass carrying/
aominal amount EcL' nommnal smount Allowancs tor ECL
The group £m o Em
Loans and advances (o cuslomers at amnmsed cosl 109,428 113,306
- porsonal R 24,833 " 23903 ]
'— - corporate and commencial . 66,950 (809} 74,058
~ non-bank financial institutions ) 17,608 (55) 15,345 g
Loans and wtlvances 1 banks at ammo o haan " 13.631
Olherflnancnai assets measurad at amortised cost S ) 151,755 R -/ 165,525
- ;sll’)aqq balances a1 central banks 51.816 -1 52,014}
- itemns in the course ol collection frum other banks T 707 s 819! -
- Tevarse mpurt:hase : agreements - non trading . 85,156 i -— | 80,162 | —
- fmanual nvesiments co T . 13 - ! 13 | -
~ prepayments, accrued income and other assets’ i 43,483 o) 32,557 | AL
Total gross carrying amount on balance shaet 302,654 {1,050} 292,462 (1,347}
_Loans and other credit related commitmants 12%.447 {54} 141.620 66}
- persanal ‘ ) [ 1,950 12} 2.062 Tz
- corporate and commercia 68,593 {50} 69,119 85}
~ finsncial 60604 @ 70439 i,
Fmanczaim " N44,31’B {9) 8,054 i Ti
.y ;:ersonat 3 - 43 -1
- corporste and commercial e ] 2,849 @ 4479 nsni
— linancial 1,435 {1) 1,582 L
Total nominal pmount off balance sheet' 175,765 T 83) 147.67 )
T T T 478,419 {1,113) 440,136 (1,430)
T B Mm\o’rAandum Memorandum alln;-a;xcek;r
Fair valus  eliowunos for ECL® Fair vakus ECt®
. - £m £m _Em -~ ~ o Em
Dabt instruments measured at fair val;s;"ﬂ;lmughrother
compuh-nm income (‘F-vnm ) 46,360 (1 s) 47 1?2 149)

1 The totel ECL is recognised in the loss allawance for the financial @sse! unless the total ECL exceeds the gross carrying amount of the finahcial

asset, in which case the ECL is recognisad as a provision.

R N

recognised in ‘Change in expected credit losses and other credit impairment charges’ in the income stafernent.
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Inciudes onfy those financial instruments which are subject to the impairment requirements of IFRS 3. "Prepayments, accrued income and aother
assets’ as Prosented within the consolidated balance sheet on page 97 includas both financial and non-financial assets.
Excludes parformance guarantee corfracts to which the impairment requirements in IFRS 8 are not applied.
Represents the maxirmum amount at risk should the contracts be fully drawn upon and clients default.

Debt instruimants measured at FYOC! continue to be measured at fair value with the allowance for ECL as a memorandum item. Change in ECL is



TAURe gy

31 Dev 2019 3 pec2me
Gross carrying/
nominal Aowance for  Gross carrying/’ Allowance for
MTOunt EtL' nonunsi smount ecL'
The bank £m £m £m fm
50314 w8 sesar el
E s o 3,837 (8! 3,249 9
— cofporate and commercial N 29,839 | {345 39,256 (685}
- ank financiat institutions i _ (38) 17,022 {50}
E and advances 1o barks at amortsed cost [51] 12,689 .
Other financial assets measured at amortised cost 114,330 - 124,544
- cash and balances at central banks 30,349 [ - 40,657
- ilgmg in tha course of eollection from other banks ” - B 44 ! - 4437 ‘
- reverse repurchasa agreaments-non trading i o i 50,736 - 56,496 -
- financial investmants I - i e - -’ -
- Prepayments, acorued income and other assets? - o 33.40% - 26950 Al
Total yross carrying amount on balance sheat - 174,163 (39 196,760 (748
Loans and other credit related commitmeonts o .. 39882 _12s8) . B 196 (50
- personal aos m 305 -
~ vorporate and commercial L o ) e 26,495 23y 33.29% {49)
- froncial - ) : 12,879 o 27,600 Al
Fmancial guarantees’ o B 3,695 e 5578 14
- _personal e i ! 3 - 3 -
= corporate and cormmercial o T 674 @ 1,846 {13
- tnangial T - L o8 s )
Total hominal amount off balance sheet® ' 43377 {29) 66,774 641
217,546 {420} 263,534 {812}
T o Mér;’-or;;dum )
allowancs for . allowancs for
Fair value EcL® Fair value EcL?
o £m £m L £m
Debtinstruments measured mpvoet® T 26,506 @ 26645 i

T The rotef ECL is recognised in the loss alfowance for the financial asset unless the total ECL exceeds the gross carrying amount of the financial

asset, in which case tha FCL is recoghised as 8 provision.

A

assets’ as presented within the consolidetad balance sheet on page 97 includes bath financial and non-financial assets.

[L

Excludes performance guarantee contracts to which the impesirment requirernents in IFRS 3 are not applied,
Represents the maximurn amount 8t risk should the contracts be fully drawn upon and clients defauft,
Debt instrurnents measured al FVOCE continue 10 be measured at fair velue with the alfowance for ECL as a rernorandum item. Change in ECL is

recognised in ‘Change in expected credt losses and other credit impairment charges’ in the incerns statement,

The following 1able provides an overview of the group's and bank's
credit risk by stage and industry, and the associated ECL

coverage, The financial assets recorded in each stage have the
following characteristics:

¢ Stage 1 These financial assets are unimpaired and without
significant increase in credit risk on which a 1Z2-month
allowance for ECL is recognised.

* Stage 2: A significant increase in cradit risk has been
experienced since initial recognition on which a kfetime ECL 5
recognised.

* Stage 3: There is objective evidence of impairment, and are
therefore considered to be in default or otherwise credit-
impaired on which a lifetime ECL is recognised.

* Purchased or originated credit-impaired POCT): Financial
asgets that are purchased or originated at a deep discount that
refiects the incurred credit losses on which a lifetime ECL is
recognised.
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Includes only those financial mstruments which are subject to the impairment reguirements of IFRS 8 ‘Fropayments, accrued mcome and other
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thuditort — e e . PO
Gross carryingnominal amount” Allowance far ECL ECL coverage % o
Stage 1 Swga2 Stage3  POCE Totsl Stage 1 Stage 2 Stnge3  POCE  Totsl Stage ] Stage 2 Stage3  POCE  Totat
The group £m - Em £m £m £m o _l:'m £m £m £rn £fm o o L ,,% L
Loans and
advances to
customers at
amortised cost 100,077 7,238 2,043 7o 109,428 {104) {126} 74) {33y (1,037) 0.1 1.7 378 471 09
— parsonal 23273| 1073 487 - 24833 ®] @3 (44 - ~T7 23] 2906 - ] 0.7
- corperate and | § }
commarcial 59,654 5,806 1.460 79 66,990 {85 {100} {591) {33) <A } 1.4 40.5 47.1 1.2
- nor-bank 1 |
linancia! f ! I
instiutions 17.160 359 96 - i 17,605 {13 {3} {39) - 0.t | 0.8 40.6 .l 0.3
Loans and N o
advances to banks
at amortised tos! 11,408 63 - - 11471 ] (4L = - - (_4.'. N - - - - -
Other financial
agsets measured at
amortised cost 181,687 26 32 - 181,765 - - ] - (9} -~ - 28.1 - -
Loan and other T
croditrelated
commitments 118,078  3.235 129 5 121,947 @2 {1 21 - (54) - 03 163 - -
~ personal 1,859 88 3 ~1 1850 - iz - - @ - 23 pt ~ a]
~ corporate and : ) : | i : I
commerciat 65,796 2,967 125, 5' 68893 {20)E 19 21k - (Eﬂ)g - 0.3 16.8 -1 0.1
— financial 50.423 180 1 -, sosn4, (2x - - - @) ~ - - - l -
Financial
guarantees 3,685 567 &3 3 4,318 21 ©) n - {8} 0.1 11 1.6 - Q2
~ parsonal 33 e | AT e - o - - — __T . - - =
- corporate and f :
commereial 2,352 433, 61 3 2,849 >4, 6) - - {8 0.1 1.4 - - a3
- financia) 1.300 134 ' - 1438 ~ - m - 1) - —] 1een]| -] @3]
At 37 Dec 2019 494,945 11,129 2,267 78 428419  (132) (143} (805}  [33) {1,113} - 1.3 355 423 03
T Excludes perfarmeance guarantee contracts 10 wihich the impairment requirements i IFRS 8 are not appled,
2 Represents the maximum amount at risk should the contracts be fully drawn upon and clients defeult.
3 Purchased or priginated credit-impaired (FOCH).
Unless identified at an earlier stage, all financial assets are financial assets by those less than 30 days and greater than 30
deemed to have sutfered a significant increase in credit risk when DPD and thetefore presents those financiat assets classified as
they are 30 days past due ('DPD’} and are transferred from stage 1 stage 2 due to ageing (30 DPD) and those identified at an earlier
1o stage 2. The following disciosure presents the ageing of stage 2 stage (less than 30 DPD).
+Aadlirad) Gross carrying amount Allowance for ECL ECL covarsge % )
OF which:  Gf which: OF which:  OF which: Of which:  Of which:
T2 30 and > 1t0 29 30 and > {1029 30 ared >
Staga 2 oro’ pro’ Stage 2 orp’ oro’ Stage 2 ore’ oPD’
The group e W.,iﬂ,"___. ) £ £m £ £m £fm % % L
Loans and advancys to customers at
amortised cost: 7.238 73 100 {126} i} {3 1.7 1.4 3.0
._personal "'"' 10737 Ba 24 23) i m| 2.1 ] 1.71 23
- corporate and commarcial 5.806 15 L 56 (100K - 12 1.7 - 3.6
~ o bk financial mstiurions ol - - e -l e |-
Loang arnd advances to banks at
amortised cost 63 - - - - — — - —
‘Other nancial assets maasured at
amortiged cost ] - - - - - - -

1 Days past due (‘DPD}L. Up-to-date sccounts i stage 2 are nat shown
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JAudited:

éross éanymg.’nommal amount’ Awance lor ECL E_CL coverago %
Staga 1 StsgeZ Stagn3  POCI®  Towl Stege1 Sage? Stage3  POCP Total Stage 1 Stage 2 Staged GO Tosal
The graup fm _Em fm  fm  fm  fm Em  Em Em £, % % Y % Yy
Loans and advances
10 customers a1
amanised cost 100,393 10,6b2 2.244 117 113.308 121} 1/ {972y {78y (1.342) a1 1.8 43.3 68.7 1.2
— parsanal 2za70° 1r208] S]] emmod” W e v —~| o0 - a2 w3 <] o9
- corporate and [ } i
commarcial 63,145 9,133 1.643 17 74,058 (394 {132 (79?]% (78} {1,1086) Q.2 14 48.5 . 66.7 H 15
Jaiacinkihabuin o S . .
- non-hank financial ! ; , ’
institutians 15.078 - 193 i4 -1 15,348 (13 Ny 15 - {30} o1 6.7 58 \ S 02

Loans and advences
to banks at amprlised
cost 13,565 66 - - 13,63 [Fi] (1} - - (3} - is - - -

Other financial assers
mpasused at

amonised com 165.496 24 5 —~ 155,525 {1} — (3 - 2k - - 20,0 e -
Loan and other credit-
related commitmams 13556¢  5.806 249 S 141,620 (27 126} {133 - {66} oo 04 52 - -
= personal 2.008° 84 31 -] 2es7 - - -1 - - - - - i —1 —
— corporate and ‘ ! ! ‘
63.512 5,357 215 5| 69,119 {26 {26} (13); e 165 ! 0.5 5.3 - 0.1
< ] 70043 9% i —| a3 - - ot N S
Financial guaraniogs’ 5,402 586 64 2 6084 W - an- oo 1.6 63 - 03
T personal azj - ip - as i Z Z - L - -
- corporate and | ‘ : j
commarciat 3.845 i 520, 52 E 2. 4,429 4 (8 Ay — {16) a1, 1.5 65! - 04
~foancal ) 1esl o es, ap oy asee| =L o - o] omp - as| o  - 01
At 31 Dec 2018 420416 17,034 2.562 124 449,136 {156) {207} (990} (78} (1.430) — 1.2 38. 62.9 0.3
1 Exciudes performance guarantee contracts (o which the impairment requirements in IFRS 8 are not apphed.
2 Representy the maximum amaunt at (isk should the cantracts be fully drawn upon and cfients default.
3 Purchased or origingted credit-impared ("POCI’).
4 During the peripd. the group has re-presented the UK wholesale lending stage T and stage 2 armount. For further details, see page 30
vhaziten o Gruoss (:ar;ynng araount } Allewance for BCL - et covaraga %
Of which. CH wihich, OF wiich Of which OF which O which
1to 29 J0 and > fr02% 30 and ~ twl29 3%and >
Srage 2 orp’ orp' Stage 2 e brp? Stage 2 orp' oep?
I[\g__qrf)yp 7 ) £ £m fm fm £ £ % ] %
Loans and advances to customers m
amortised cost 10,552 17 7 3 (7] 26
e ] 1,208 &0 27) (21| e 25
nd commercial ] 9,153 371 (132} {’7 12} 27
7 non-bank tinancial institutions } 193 - - {12} - -
Loans and advances 1o banks at
amortised cosy 66 5 - {1 - — 15 -
Otor Frncial assats measurai ar™ " T . i e e o st e s

amortised cost 24 - i - . - - -

7 Days past dve ("DPD’). Up-to-date sccounts in stage 2 are not shown in armounts presented above.
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fhugiied
Gross mrfvinglnomlnsl Imun{z T ml;w:heo tor ECL EL l'.uv-t.lpn% CoTrm
Stage
Stuge 1 Stage2 Stage 3  PoC Total Stage 1 Stage 2 Stage3d POCK  Total 1 Stage2 Staged POCP Total
The bank £m £ rn £m £m Em Em £m £m £m %% ¥ % Yo %
Loans and
advances to
customers at
amortised cost 46,173 3,430 678 33 50,314 {58} {67} {239) 2.0 35.3 72.7 0.8
~ persomal |, 3,562  57. w[ I aEEr T 3] () TsR 222 - w2}
— corporate and f ' E E
commercial | 26,082! 3109, 615 33: 29,839 sy 1625 {211} 0z 20 343 727 12
"+ non-bank ) i ! : ; | !
financial : i : ! E g |
instwtions 16529  264| 45 —. 16,838 o @k (23) : ;01| o8| 533 - o2
Loans and
arfvances 1o
banks at
amortised cost 9,487 38 - - - - {3} — - - - -
Othae hnancialu T T R :
assels measuied
at amortised cost 114,306 18 8 - 11433 - - - - - - - - - -
L.oan and mhc{ '
credit-related
commitmants 38,820 234 18 5 39,682 @) 2) -~ 28) ~ 1.0 1.1 - 01
- petsonal 305 3 - - 308 T - =1 o -] 33.3 - | 02
- Corporate al E | i }
commerctal 24,657 815 18 5] 25,495 Il4}§ (7)% 12ZH - E I23l‘i 0.1 0.9 1141 - 0.4
- fmancil | 13,858 21 - - |L 13,879 (T - - L T - - -
guataniees' 3,363 275 57 - 3,695 {1 2) (+} - [ - 0.7 1.8 - 04
spssonal T ST | e B e e e N e
- corparate and ! 5
commercial 468 150 56 - 674 {1 @y - - 3y o2 1.3 - -| 0.4
- financial 2892 125 1 - 3018 - - m - - —1_000] | -
At 31 Dec 2019 212,149 4,598 761 38 217.646 77) 177 (242} (24} {420) - 1.7 31.8 632 02

1 Excludes performance guarantee confracts to which the impairment requirements in IFRS 9 are not applied.
2 Represents the maximum amount at risk should the contracts be fully drawn upon and clients default.
3 Furchased or originated credit-impaired ('POCT)

thuoed) T Grows earrying amaunt Allowante for ECL
OFf which:  OFf which:! OF which:  Of which:
1to29 30 and > 1029 30 mind >
Swge 2 orPD’ orp! Stago 2 DD’ pPD'
The bank £m £ £ £m £ £m
Loans snd advgnees to customers at
arortised cost: 2 [ (87) - - 2.0 e -
- personal i o 12! & @ JD 53
.gcorporate and commarcial - = 16z - - 2.0
~ non-bank financial institutions 284 - - 12 - - 0.8
Loans and advances to banks at
amortised cost 3B - - - - - - - -
Other financiat assets measured at
amortised cosy 16 - — . —_ - — - _

1 Days past due (‘DPD’). Up-to-date accounts in stege 2 are not shown in amounts presented above.
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vALudrea)

Gross canyingmominal amount’ " “Ahiowance for ECL TECL coverage %
Stage 1 Stage? Stege3  POCP Towl Stogel Stage? Swmged POCIY  Towal Swoel Stago 2 Stoge 2 poCE Total
Thebank tm tm Em Fm £m tm rm tm _Em Em * % R %
Loans ard el ot L S
advances to
Gustomers st
amornsed cost 51,228 1213 985 103 £9,527 {B6) 122) (481) (75)  {744) 0.2 1.7 46.8 728 1.2
~ personal CAETY 1S " —| 3249 ST N - N ) - 33 208 - 03
- corporata and ¢ ; : : .
commercial . 31.28% 6.9689 895, 103 39256 72y (108}, 430y {75} {685) 02 15 48.0 728 | 1.7
e L} H H ' ' L]
~ nen-bhank ! : ) ‘ |
inanci | i ! } i ) ‘
financia \ : . P : : . 1
institutions | 16,803 153 — 17,022 il3l§ {1 I)E {26) — (50); 61 | 12 35.4 - 0.3]
Loany and T -
advances ta
banks at 12,629 60 —_ — 68% {2} (1] - — 13 i 1.7 - - —
Other financiat R ’
assets measurod
at amortised cost 124521 19 4 - 124544 - - [4))] — (&) - - 25.0 - —
Laratt ard ather o ’ i
cradit-related
commitmants 97,183 3,868 41 5 61,197 {24) (24} {2} — (54} - 0.6 14 — 01
. persons 302 3 - - 305 - z - - X - — — — — -
- cerporata and . | i | i
cormmmercial 29,633 ERS KR 4 a5 33,292 . {23 124]§ {2 — 1 {49y 0.1 0.7 1.4 — a1
— tinancial 27,248 382 . —i - 27600, ) . - - 11 . - - _ -
Financial ' )
guarantees’ 5224 288 53 - 5578 i3) 17 4 - {14 0.1 2.3 15 - 0.3
- personal ] z —_ 1 3 — _ _ -1 -1 - _ ! _
- corporate and H t . E i } ‘
cammercial 1.546 248 52 - 18467 13 &Y (L)) - ‘; (13§ 0.2 Z.4 1.7 - Q.7
- finanvial [ 1678 ; 50 . 1 - | 3729 - mi - - I: () - 2.0 J - - -
A131 Dec 2018* 250,766 11,459 1,383 08 263,539 {115} (164} (468} {75 {812} - 13 396 69.4 0.3
1 Excludes performance guarantee contracts to which the impairment requirements i (FRS 9 are not applied.
2 Represents the maximum amount at risk should the contracts be lully drawr upon and chents default.
3 Furchased or originated credit-impaired [ POCI).
4 Buritng the period, the groug has re-presented the UK wholasale landing stage 1 and stage 2 amount. For further detads. see page 30.
(rudies) " Gross carmyng smount Abwancafor ECL " " ECLoovemge %
T Orwhich, Ofwaich Ofwhich.  Of which Cfwihich:  Of which
1029 30 and = 110 29 30 s > fio29 30 and =
Stage 2 e’ orD’ Stage 2 orp' orp’ Stage 2 orp' DR’
The bank Fm fm £m £m Em £m L h % *
Loans and advances 10 customers at
amortised cost 1,213 20 - - 1 7 — —
— Personal — : o 20§ - - 33
~ Corpaorate and commercial 8,969 - % - - 15
- Nan-bank financial institlions ! 1%3 -1 - = 12|
Loans and advances to banks at
amaortisad Gost 60 — - X3 — — 3.7 — -
Other financial assats measared a1
amortised cost 19 - - - _ - — — _

H

Maximum exposure to credit risk

chudnea;

Days past due ("DPD’). Up-to-date sccounts in stage 2 are not shown in amounts presented sbove.

This section provides information on balance sheet items and their offsets as well as loan and other credit-related commitrnents.

The offset on derivatives remains in line with the movements in maximum exposure &rmounts.
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‘Maximum exposura to cradit risk’ table

The following table presents our maximum exposure befora taking
account of any coliateral heid or other cradit enhancements {unless such
enhancements meet accounting offsetting requirements). The table
exchudes financial instrumems whose carrying amount bast represents the
net exposure to credit risk and it excludes equity securities as they are not
subject to cradn risk. For the financial assets recognised on the batance
sheet, the maximum expasure 1a tradit nsk equals their carrying amount;
for financial guarantees and other guarantees grantad, it is the maximum
ammount that we would have to pay if the guarantees were called upon. For
loan commitments and other credit-related commitments, it is genarally
the full amount of the committed facihties.

The offsat in the table relates 1o amounts wherg there is a legally
enforceable nght of offset in the event of counterparty defauit and where,
as a result, thara is a net expasure for credit risk purpeses. However, as
thers is no intention 1o settle these balances on a net basis under normal
cucumstances, they do nol qualify for net presentation for accounting
purposes. No otfset has been applied 1o off-balance sheet collatersl. In the
case of derivatives the ofiset column also includes coflaterat received in
cagh and other financial assets.

While not disciosed as an offset in the following 'Maximum
exposure to cradit risk’ table, other arrangements are in place
which reduce our maximum exposure to credit risk. These include
a charge over collateral on borrowers’ specific assets such as
residential properties, collateral held in the form of financial
instruments that are not held on balance sheet and short positions
in securities, In addition, for inancial assets held as part of linked
insurancefinvestment contracts the risk is predorinantly borne by
the policyholder. See Note 2B on the Financial Statements for
turther details of collateral in respect of certain loans and
advances and derivatives.

Collateral available to mitigate credit risk is disclosed in the
Collateral section on page 55.

LAY REDH 2019 Tama
Maximum Maximom
SXpPOIUre Offzot Not oxpasure Offset Net
£m £m m €m fn frn
108,391 10.419) 97,972 111,964 (12,579} 99,385
sonal [ 24,660 - 24,660 23,697 . =1 23697 -
- comporate and commercial T L ssam (8,833%  57.348 72.952 10.610) 62,347 !
- nor‘[-barlllglllinancia1 institutions B i 17,550 (1,535}] 15,964 L IE“SIS! 7 (1969] wi:]m}f@
“Loans and advances to banks at amartised cost 11,467 75 11,382 13,628 12 13,616
Other financial assets held at amortised cost ie1,983 (21,848} 160135 165793 (17,065 148.728
~ cagh and balances at central banks T s me -]  5L816 52,013 - 52,013
- in?_n?g in tha course of colloction from other banks ) B W, 707 - i 707 839 — B39
= taversa rapyichase agroements — non ading 85.756 {21,848} 63,908 80,102 {17.065) 63,037
~finencialinvesiments T - 13 - 13 13 - 13
_~_prapayments, accrued income and other assats 1 43691, 200 - 436891 32826 = 32,826
Devivatives "7 164,538 {163,779) 759 144,522 (140,644} 3.878
“Total on bal sheet exposure to gredit risk 466,379  {196,121) 270,268 435,907 (170,300} 265,607
Total off-bg!apgg:._hgﬁ!ﬂm_‘_ e 148,306 - 148,306 172,073 — 172,073
o i}'\a';tci'al and other guaramees}l ) ) 19,456 - 19,456 23,244 - 23,244
e and other o iatad 128,850 = 128,880 148,828 - 148,829
At 31 Dec 614,685 {196.121) 418,564 607,980 {170,300} 437,680
2018 oo
The bank Em £m e
ns and advances te custamers held at amorlisad cost a09) 32,517 58,763
T P Z17 329! 3z740|
1 29494 (8,833 20,661 ! 3857 (10,6101 27.861
| 16,803 {8.576 8,227 16,972 9.435) 7,537/
) 2686 (22) 4
Ot 2481 13,400 111,414
~ cash and balancas at central banks ! 40,657 -
= Wams in the course ol colloction from uiher banks - aa° 442 — 442 .
_—:_r-e"\-fmé_{%i%gggrghase agreements — NOD trading T {14,936) 35,800 56,495 {13,401} 43,094
" financial investmants - - - - - - -
- prepayments, sccrued income and other assets T 33511 - 33511 i 27,221 - 7an
Derivatives ] 162,496 (152,450) 46 133229 (137.509) 1,725
‘Total on halance sheet exg to credit risk 326,384  (184,795) 141,589 135513 170972) 164541
Total ofi-balance shaet o T 55,298 - 66288 81748 81748
< financisl and sther guaranteas 238 = 11236 15860 860 ¢
- loan and other cradit-refated commitnigma .Y ~| aso82|  esess] -] 65,888
At 31 Dec T 381,682 {184,795} 156,887 217,261 1110.972) 246,289

1 “Financial and other guerantees’ represents ‘Financial guarantees’ and 'Performance and other guarantess’ as disclosed in Note 30, net of ECL

Concentration of exposure

We have a number of businesses with a broad range of products.
We operate in a number of markats with the majority of our
exposures in UK and France,

For an analysis of:
» financial investments, see Note 15 on the Financial Statements;
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Statements; and

derivatives, see page 58 and Note 14 on the Financial

trading assets, see Note 10 on the Financial Statements;

* loans and advances by indusiry sector and by the location
of the principal operations of the lending subsidiary or by the
location of the lending branch, see page 53 for wholesale
lending and page 58 for personal lending.



Credit deterioration of financial instruments
tAudsed

The recognition and measurement of expected credit foss {'ECL"}
involves the use of significant judgement and estimation. We form
multiple economic scenarios based on economic forecasts, apply
these assumptions to credit risk modals to estimate future credit
losses, and probabifity-weight the results to determine an
unbiased ECL estimate.

Methodology

We use multiple economic scenarios to reflect assumptions about
future economic conditions, starting with three economic
scenarios based un consensus forecast distributions,
supplemented by alternative or additional economic scenarios
and/or management adjustments whare, in management's
judgement, the consensus forecast distribution does not
adequately capture the relevant risks.

The three economic scenarios represent the ‘most likely' outcome
and two less likely putcomes referred to as the Upside and
Downside scenarios. Each outer scenario is consistant with a
probability of 10%, while the Central scenario is assigned the
remaining 80%, according to the dacision of HSBC's senior
management. This weighting scheme is deemed appropriate for
the unbiased estimation of ECL in most circumstances.

Economic assumptions in the Central consensus economic
scenario are set using the average of forecasts of external
economists. Reliance on external forecasts helps ensure that the
Central scenario is unbiased and maximises the use of
independent information, The Upside and Downside scenarios are
setected with reference to externally available forecast
distributions and are designed to be cyclical, in that GDP growth,
inflation and unemployment usually revert back to the Central
scenario after the first three years for major economies. We
determine the maximum divergence of GBP growth from the
Central scenario using the 10th and the 90th percentile of the
entire distribution pof forecast cutcomes for major economies,
While key economic variables are set with reference to external
distributional forecasts, we also align the overall narrative of the
scenarios ta the macroeconomic risks described in HSBC's Top
and emerging risks” an page 21. This ensuras that scenarios
remain consistent with the more qualitative assessment of these
nisks, We project additional variable paths using an external
provider's global macro model.

The Upside and Downside scenarios are generated once a year,
reviewed at each reporting date to ensure that they are an
appropriate reflection of management’s view and updated if
economic conditions change significantly, The Central scenario is
generated every quarter. For quarters without updates to outer
scenarios, wholesale and retail gredit risk use the updated Central
scenario to approximate the impact of the most recent outer
scenarnos.

Additional scenarios are created, as required, to addrass those
forward-looking risks that management considers are not
adequately captured by the consensus, At the reporting date, we
deployed additional scenarios to address economic uncertainty in
the UK.
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The economic assumptions presented in this section have been
formed by HSBC with reference to external forecasts specifically
for the purpose of calculating ECL.

HSBC’s Central scenario is one of moderate growth over the
foracast period 2020-2024. Global GDP growth is expected to be

2.8% on average over the period, which is marginally higher than
the average growth rate over the period 2014-2018. Across the
key markats, we note;

» Expected average rates of GDP growth over the 2020-2024
period are lower than average growth rates achieved over the
2014-2018 period for the UK and France which reflects
expectations that the long-term impact of current econornic
uncertainty will be moderately adverse.

* The unemployment rate is expected to rise over the forecast
harizon in most of our major markets.

= |nflation is expected 1o be stable and will remain close to
central bank targets in gur core markets over the forecast
period.

= Major central banks lowared their main policy interest rates in
2019 and are expected to continue Lo maintain a low interest
rate environment over the projection horizon. The European
Central Bank is expected to restart its asset purchase
programmes.

* The Waest Texas Intermediate oil price is forecast to average $59
per barrel over the projection period.

The following table describes key macroeconomic variables and
the probabilities assigned in the consensus Central scenario.

GOP growth rate 41
inflation (%)
Unamploymant (%)
Short term interest rate {%6)
10-year treasury bond vields (%) R
House peice growth {%)

Equity prica growth %)
"F!;lw!;;hllltvwi"/e)

The economic forecast distribution of risks {as captured by
consensus probability distributions of GOP growth} has shown a
decrease in upside risks across our main markets over the course
ot 2019. In the first two years of the Upside scenario, global real
GDP growth rises before converging to the Central scenaric.

Increased confidence, positive resolution of ecanomic uncertainty
in the UK, de-escalation of trade tensions and removal of trade
barriers globally, expansionary fiscal policy, stronger oil prices and
a catming of geopalitical tensions are the risk themes that suppart
the Upside scenario.

The following table describes key macroeconomic variables and
the prebabilities assigned in the ¢onsensus Upside scenario.

Uk France
‘GDP growth rate (%) 21 A2
tnHavon (% 24 20
Unemployment (%) 40 7.4
Short term intorest rate (%) 0.6 10.5)
10-year treasury bond yields {%) ) 1.7 o Lo_

House price growth (%}

kquity pnce grawth (%)
Piobabily (%) : S ... Yo

100

The distribution of risks {as caplured by consensus prabability
distributions of GDP growth) has shown a marginal increass in
downside risks over the course of 2019 for the eurozone and the
UK (see discussion on UK economic uncartainty below). in the
Downside scenario, global real GOP growth declines for two years
before recavering towards its long-run trand. House price growth
either stalls or contracts and equity markets correct abruptly in our
major markets in this scenario. The global siowdown in demand
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would drive commaodity prices lower and result in an
accompanying fall in inflation. Central banks would be expected to
enact loose monetary policy, which in some markets, would result
in a reduction in the key policy interest rate. This is consistent with
the key downside risk themes. which include an intensification of
global protectionism and trade barriers, a worsening of economic
ungertaintly in the UK, and weaker commodity prices.

The following table describes key macroeconomic variables and
the probahilities assigned in the consensus Downside scenario,

- - [ UK
GDF growth rate (%} - 1.0
Inflation {%) I
Unemployment (%) 4.8
Short tarm intaerest rata (%) (18] {
10-yaar Treasury bond yields (94) o 0.8 o
House price growth (%] . ¥ )
‘Equity price growth (%) o 1.7}
[Probability {%) -

Alternative Downside scenarios have been created ta reflect
management’s view of risk in some of our key markets.

Three alternative Downside scenarios were maintained in 2019 for
the UK, rellecting management’s viaw of the distribution of
economic risks, These scenarios reflect management’s judgement
that the consensus distribution does not adequately reflect the
risks that stem from the UK's departure from the European Union
('EU’} on the 31st of January 2020. Management evaluated events
over the course of 2019 and assigned probabilities to these
scenarios that take into consideration all relevant economic and
political events. The three scenarios and associated probabilities
are described below.

» UK allernative Downside scenario 1 {'AD1'): Economic
uncertainty could have a farge impact on the UK economy
resulting in a long-lasting recession with a weak recovery. This
scenario reflects the consequences of such a recession with an
initial risk-premium shock and weaker long-run productivity
growth. This scenario has been used with a 25% weighting.

* UK alternative Downside scenario 2 {'AD2'): This scenario
reflects the possibility that economic uncertainty could result in
a deep cyclical shock triggering a steep depreciation in sterling,
a sharp increase in infation and an associated monstary policy
response. This represents a tail risk and has been assigned a
6% weighting.

* UK alternative Downside scenario 3 {'AD3'}: This scenario
reflects the possibility that the adverse impact associated with
ecanomic uncertainty currently in the UK could manifest over a
far longer period of time with the worst effects occurring later
than in tha above two scenarios. This scenario is alsa
considered a tail risk and has been assigned a 5% weighting.

The table below describes kay macroeconcmic variables and the
probabilities for each of the alternative Downside scenarios:

AD1 AbD2 AD3

0.3 0.3 (0.8
73 2.3 2.7

Unomploymant () 8.0 7.7
_Short term intarest rats (%) 28 AS
10-vear traasury bond vields (%) 2.0 a0
House price growth (%) [LED amn @
Equity price growth (%) 3.3 @.6) 9.6}
Probability (%) 25.0 5.0 5.0

The conditions which resulted in departure from the consensus
economic forecasts will be reviewed regularly as economic
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conditions change in the future to determine whether this
adjustment continues 1o be necessary.

How economic scenarios are reflected in the wholesale
calculation of ECL

HSBC has developed a globally consistent methodology for the
application of econorric scenarios into the calculation of ECL by
incorporating those scenarios into the estimation of the term
structure of probability of default ('PD") and loss given default
('LG"). For PDs, we consider the correlation of economic
guidance to default rates for a particular industry in a country. For
LGD calculations we consider the correlation of economic
guidance to collateral values and realisation rates for a particulas
country and industry. PDs and LGDs are estimated for the entire
term structure of each instrument.

For impaired Joans, LGD estimates take into account independent
recovery valuations provided by external consultants where
available, or internal farecasts corresponding to anticipated
aconomic conditions and individual company conditicns. In
estimating the ECL on impaired loans that are ingividually
considered not to be significant, HSBC incorporates economic
scenarios proportionate to the probabitity-weighted outcome and
the central scenario outcome for non-stage 3 populations.

How economic scenarios are reflected in the retail
calculation of ECL

HSBC has developed and impiemented a globally consistent
methodology for incorporating forecasts of economic conditions
into ECL estimates. The impact of economic scenarios on PD is
modelled at a portfolio level. Historical relaticnships between
observed default rates and macroeconomic variables are
integrated into IFRS 9 ECL estimates by leveraging aconomic
response madels. The impact of these scenarios on PD is
modelled aver a period equail to the reamaining maturity of
underlying asset or assets. The impact on LGD is modalled tor
mortgage portfolios by forecasting future loan-to-value {'LTV)
profites for the remaining maturity of the asset by leveraging
nationat level forecasts of the house price index {'HPI') and
applying the corrasponding LGD expectation.

impact of UK economic uncertainty on ECL

At 31 December 2019, management made an adjustment that
increased ECL allowances in UK wholesale by £25.7m (2018:
£64m). The adjustment represents incremental ECL based on a
probability-weighted distribution of the upside {10%), consensus
{65%) and alternative downside scenarios (35% combined).

We also considered developments after the balance sheet date
and concluded that they did not necessitate any adjustment to the
approach or judgements taken on 31 December 2019,

Economic scanarios sensitivity analysis of ECL
estimates

Managemaent considered the sensitivity of the ECL. outcome
against the econamic forecasts as pan of the ECL governance
process by recalculating the ECL under each scenaric described
above for setected portfolios, applying a 100% weighting to each
scenario in turn. The weighting is reflected in both the
getermination of significant increase in credit risk as well as the
measurement of the resulting ECL.

The ECL calculated for the Upside and Downside scenarios should
not be taken 10 represent the upper and lower limits of possible
actual ECL. outcomes. The impact of defaults that might occur in
the future under different economic scenarios is captured by
recalculating ECL for loans in stages 1 and 2 at the balance sheet
date. The popuiation of stage 3 loans (in default) at the halance
sheet date is unchanged in these sensitivity calculations. Stage 3
ECL would only be sensitive to changas in forecasts of future
economic conditions if the LGD of a particular portfolio was
sensitive to these changes.

There is a particularly high degree of estimation uncertainty in
numbers representing tail risk scenarios when assigned a 100%
weighting, and an indicative range is provided for the UK tail risk
sensitivity analysis.




For wholesale credit risk exposures, the sensitivity analysis
exctudes ECL and financial instruments related 1o defaulted
obligors because the measurement of ECL is refatively more
sensitive to credit factors specific to the ebligor than future
eConomic scenarios, and itis impracticable to separate the etfect
of macroeconomic factors in individual assessments.

For retail gredit risk exposures, the sensitivity analysis includes
ECL for loans and advances to customers related to defauited
obligors. This is because the retail ECL for secured morigage
portfolios including loans in all stages is sensitive 10
macroeconomic variables.

Wholesale analysis

ECL coverage of financhal instr  subject to
ignifi uncartainty at 31

Docamber 20187

-ﬁemﬂcd' el
_Consensus scenarios

Ceantral scanano
_Hpsida scenario
“Dorenade somar T
Alternative scennri;:.s T e
UK A .
Tai risk scenarios (UK AfJZ and AD3)
Gross Gamr}fiﬁé";;;\z)zi;t{nomis1al amount”

160
342318
126,085 119,967

1 Excludes ECL and financial instrurnents relating to defaulted obligors
because the measurement of ECL is relativeiy more sensitive to credit
factors specific to the obligor than fulure 8CONOMIC SCEnaris.

2 Includes off-balance sheet financial instruments that are subject ¢
significant measurement uncertanty.

3 Includes fow credit-risk financial instruments such as debt
instruments at FYOCI, which have high carrving amounts but low
ECL uynder afl the above scenarios.

At 31 Dacember 2019, the sansitivity of the UK book to changes in
macro-sconomic forecasts is primarily due to downward revisions
in consensus forecasts and their resultant impact on the additional
downside scenarios.

The underlying movement in tha reported ECL in the UK is driven
by changes in the probability weights of the underlying scenarios
together with a shift in the portfolio mix of underlying assets,
Furthermore, the impact of the additional downside scenarios
particutarly AD2 and AD3 are relatively more severe than 2018
given marginally weaker than forecast aconomic performance in
2019,

Retail analysis

ECL coverage of financial instrumeants
subject to significant measurement
uncertainty at 3% December 2019*
Roported £CL
Consenzus scenarios .
Central scenario
Upside scenario

Downsidy sconari

Aftemative scenarios
Cro8$ Carrying amoun

1 ECL gensitivities excivde portiohos utilising less complex modelling
approachies.

2 ECL sensitivity includes only on-balance shest financial instrurnents
to which IFRS 8 impairment requirements are applied.

In France, following management review of the calculated £CL.,
results have been adjusted to more accurately retlect
management’s views of FCL sensitivity under an upside and

downside scenario by adjusting for factors including the economic
forecast skew and forecast reversion approach, consistent with
2018,

‘The changes in sensitivity from 31 December 2018 is reflective of
changes int lending volumes, credit quality and movements in
foreign exchange.

For all the above sensitivity analyses, changes to ECL sensitivity
would occur should there be changes 1o the corresponding level of
uncertainty, economic forecasts, historical economic variable
correlations or credit quality.

The foliowing disclosure provides a recongifiation by stage of the
group’s gross carrying/nominal amount and allowances for loans
angd advances to banks and customers, including loan
commitments and financial guarantees. Movements are calculated
on a quarterly basis and therefore fully capture stage movements
between guarters. If movements waere calculated on a year-to-date
basis they would only rellect the opening and closing position of
the tinancial instrument.

The transfers of financial instruments represents the impact of
stage transfers upon the gross carrying/nominal amount and
associated allowance for ECL.

The net remeasurement of ECL arising from stage transters
represents the increase or decrease due to these transfers, for
example, moving fram a 12-month (stage 1) Lo a lifetime {stage 2}
ECL measurerment basis. Net remeasurerment excludes the
underlying customer rigk rating {"CRR')/probability of default {'PD’}
movements of the financial instruments transferring stage. This is
captured, along with other credit quality mavements in the
‘changes in risk parameters — credst guality’ line item.

Changes in 'New financial assets originated or purchased’, "Assets
derecognised (including final repaymeants)’ and ‘Changes to risk
parameters - further lending/repayments’ represent the impact
from volume movements within the group’s lending portfalio.
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(TR

) Non-oredit ~ impaired - Crndit - impaired
Stﬂg.rl o Stage 2 Stage 3 POCI ‘ Total
Gross Gross Gross Gross
carrying/ carrying/ carrying/ carrying!
inat Al i " ]
amount for ECL.  amount for ECL  amount for ECL amopunt
The group Em  fm £m _Em £m £m
_At1 Jan 2019 205,009 (154 @on_ 2567  (@es) 124 (78} 224,700 (1,428)
Transters of financial instruments 1 566 ©1 83  ex2 QL__L___ = -
- Tianslers from Stage 1 1o Stage 2 ' 8.660 18] ey - - — -] - =
"= Transfers from Stage 2 to Stage | 10.426 &0y 80| - - - - { - -
— Translars to Stage 3 205, 1 24 { 692 | 28y - - - -
- Teansfars from Stage 3 .3 L) @ wor 3l - R S B
Net remeasurement of ECL arising from _ _ _
transter of stage - 52 - i28) m - 23
New financial assets originated or o -
purchased 113, 078 {79) - - —_ - Fql {16} 13,099 {95}
Assat derscognised (intiuding final " o o
:Ebaymems) {88.021) 8 (1.,479) 17 411) 96 {7 3 {89,918) 121
Changes to risk parameters - furthar o ’ ’ o
lendingfrepayments (26.328) 60  (2.380) 2 (89) 62 23 8 (28.784) 151
Changes to risk paramatars — cradit n ' o
quality - a6 - @ - 333 - 28 - (353)
Changes to modal used for ECL
calculation - - - - - — - - - -
_Assets writtan off - - - - (304) 304 @8 78 pen sz
Cradit ralated madificafons that
resulted in derecognition - - - - {65) - - (65) 45
_Foreign exchange ®029 4 @Ay a a4} . N 3 (5.450) 43
Others? @oze) m as 5 9 e 1 B8} (3.526) )
At 31 Dec 2019 1 96 249 (132} 11,103 {143} 2,235 (796) 78 (33) 208,665 {1,104)
ECL incomo statemem charge for the
_psriod bl es . 78) L 53}
Recoveries - R )
Oihers ¢ rvmrece eravene - - -
“Yotal ECL incame charge for the
Period {160)
R o B " 12 montha ended 31
At 31 Dec 2013 Dec 2019
Grpns wrvhglhol‘l’linll
All for ECL ECL chorge
. £ B BT
R 20,665 . e ___fso
_ ; 181 7§§7w_ 9 3
- . 37998 = -
of 1t tn which tha mspa rment rgqmramanu m A )
IFRS 9 ars appliedlSummaw consolidated income statement 428,419 1,113} {181)
Debtinstrumonts moagured at FVOCI _..36.360 . WA
Total alfowance for ECLitotal income statement ECL, charge for the pem:d nfa 1,129) {(124)

1 Excludes performance guarantes contracts ta which the impairment requirernents in IFRS 8 are not applied.
2 includes the period on period movement in exposures relating to other HSBC Group companies. As at 31 Decermber 2013, these amounted o

£75/bn gnd weare classified as Stage 1 with no ECL
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Ncn-e:wdnl - =mpasred ‘

’ C!’Bdll-w wnpairad

S.age 1 Smge 2 POCEH o B _“lqgul
Gioss Grosg Cross Gross
canying! carrying/ carmangf warrpngl carying'
nominal  Allowarce norung!  Allowance  pominpl  Abtwanos noripal  Alowancse nominal  Allowance
amount tos £CL arnount tor ECL amaunt for ECL smount for £CL emount for ECL
The group tm Im _Em tm = tm Efm fm m £m
AY 1 Jan 2018 . 408,167 . 18702 IG'I__BI _ 53:42 {1,887} 463 {74) N43?v,57‘4‘ {3.041)
Transfers 10 HSBC UK and its
subsidialies {216,026} 288 {9,502} 453 {2 717) 683 - - {228,238 1.404
Trarvafers of f:nanclal mstmmnnls (5 8!:2) 11200 4,637 176 1 21') {56) - R - -
I e C T T T N T tagunai T T T N N N ~ - "y
- Trar\slers fr Stage 110 Stdge ii (15, 141) 3a 15,141 (38) I - - —
- Translets Stage 210 Stage t i 9,955 {154] [9.955)1: 154 -y -, — —
" Transfers to Stage 3 e (754) 1 taa1) 7811695 9oy - -
- Transters from Stage3 ! 88’ s, _glgj*ngag 80y e - -~
Net ramaasuremant af ECL ariging from _ _ _ _
transfer of stage ” i - 14 o 122)
Nul new and funher lemimgl - o T o
((epayments} 19,080 £143} {421) 239 (769} 76 (330 1 17,960 183
Chunges ta n'.k purame!ers credlt n o
quality — 136 - {324) - 2 - {448)
Asosts wrttonoff .= T . - - user | 456
Fo'ergn exchanuﬂ " 779 @ 88 T M gk = 8w 19
Others* . - 1139 B L I L .8 ! 2283 B0
At 3] Dec 2018 205,009 {154) 17010 {207} 2,557 989) 124 (78) 224,700 {1.428)
ECL Incame staternent charge for the
period 94 {199) {171 (287
. - V — . — n
OKheus o o R - ) ) o - o
Totat ECL income statement cbargef for
the panod {226
o 15:nnmhs anced 31
At 31 Dac 2018 Oec 2018
Gross carrying/nominal )
amount Allowance for ECL LCE charge
o o E‘m fm fm
“As above’ - - . 224,700 {(1,428) . _1226)
Other hnanmal assets measured at amumsag L,_qs! ______ B o . 165, 525 e Azt -
Non—lradmg reverse purchase agreemoent wrpmnmen'ls o ) - . 49911 - -
Pur‘lmmance and otherguarnn(ws not considered lor IFRS 9 o - - .
Summarv ol flnanmal instruments to Wthh the IMpRIrMent requirements in IFRS 9 are
appfiadiSummary consoiicfated meoma statement 440,136 (14308 {238)
Dbt mstruments measured at FVOCI . 47.1n ~ {45) e
Total atlowance for ECLAGtal incorme statermen ECL chaue for the paniod w/a {475} (159}

T Excludes performance guarantee contracts ta which the impairment requiremsnts in IFRS 3 are not applied.
2 The 3! December 2018 comparative ‘Reconciigtion of changes in gross carrying/naminal amount and alfowances for loans and advances to

banks and custorners” disclasure presents ‘New financial assets originated or purchased’,

‘Changes o risk parameters ~ further fendingfrepaymems’ ynder ‘Net new lending and further lending/repayments’. To provide greater

granularity, these amounts have been separately presented in the 31 December 2013 disciosure.

‘Assets derecognised (including final repayments)’ and

3 Inciudes the pariod on period rmovement fn exppsures redating to other HSEC Group companies. As at 31 December 2018, these amourited to
£2bn and were classified as Stage T with no ECL. During the period, the group has re-presented the UK wholesale lending stage 1 and stage 2

amount for the 31 December 2018 anly. For further details, see page 30.
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AL iten)
Stage 1 Stage 2 Staga 3 Pocl Total
Gross Gross Gross Gross Gross
carrying/ carrying carrying/ oarrying! carrying/
naminal Allowance nominal Alk inal  All inad  Alk inol Al
RToUnt for ECL amount for ECL  amount for ECL amount for ECL amount Jor ECL

_The bank Em fm  &m  £m £m £m £m _Em £m £
At T Jan 2019 124,150 (I 15} !1 439 {154) 1,179 {467} 108 73) 137.495 B1%)
Transtars of financial instruments 2,678 t32) 2. 983) 50 305 & - - - -
~ Trangtors from Stage 1 to Stage 2 @ 7as;| 18] 3,736 115) - - - - - -1
- Teansters from Stage 2 to Stage 1 6,602 (47) (8,302)5 47 - - - - - - 5
—~ Transters to Stage 3 {192 1 (14$é 18 337 (19§ —_ - - -
— Transfers from Stage 3 1 1y 28] - 132) 1 - - - B3
Net remessurement of ECL arising from
transfar of stags - a e {16) - — — - - 16
New financhal assets originated or T ) o
purchased 18,132 5N - - - - 18 (15) 18,150 {72}
Assat derecognised (including final o i
_repayments) {12,180} 1 (602) 19 {99} 14 - = 2881} 31
Changes 10 risk parameters — further oo
lending/repayinerts {19,883} 45 {2,538} 24 {249) 14 {2) {22657 102
Changes to risk paremeters « cradit ' i o

j::’&[ily — 34 - HO) - - {1 - ) UZ)
Changes'to model used tor ECL
calculavion - — - - - -

Assts writton of - - - - 1194; 194
“Credit related modifications that ) ' o
resubted in derecognition - - - — {62) 45 -

Foreign exchange R S .= {7 3 3 2. sy 00 7
Othars® 14 12 e 41 [ 73 119.263) 140
At 31 Dec 2019 {77 27} 753 {242) 38 {24) 100,310 {420)
ECE income statement charge for the
petiod 54 16 30) {24} 5

Recoveriss e e ..
Others S e uo
Tara] EGL income charge for the
Period @

’ 12 mo}l!i‘l; sndad 31
At 31 Doc 2015 Bac 2019
Gross carrying/notninat
amount Adlowance for ECL ECL chargs
£ £ __Em
""" 100,310 {420) (3
» 114,330 - -
reverse un:hase nmeemem g:_ommumems %905 R

and other guarantees not cansidered for iFRS 9 z

uf b ingtr to which ¢ irment requi ts in
IFRS 9 are applied/Summary consolidsted income statemont m
_Dabi instruments measured at FVOC) 2

Total allowance for ECL/total income statement ECL charge for the period

1 Excludes performance guarantee contracts (o which the impairment reguirements in IFRS 9 are not applied.
2 Inchudes the period on period movement in expasures relating to other HSBC Group campenies. As at 31 Decernber 2019, these amounted to
£112)bn and were classified as Stage 1 with no ECL.
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Nen-ceedit - impatred

Sikga 1 Stage 2 _ ."..m'?flm_,,.mmm,
Gross Grozs Grosa
camying catryingl carrying/ carrying! careying’
r ] Al r | All aammnal Allowance norunal  Allowanco/ nominsl - Allowanca)
amount far FCL amount for ECL amount for ECL amount for ECL amount for ECL
The bank £m £m £im £em £ Em fm ~  fm  fm fm
“At1 Jan 2018 276954 7 (364) 11,665 {524) 3488 (12858 425 CB9) 292532 (2.230
Transfers to HSBC UK and its i
subsidiaries {216,026) 288 (8,502 453 2.211) 663 - - (228,239} 1,404
Transfors of linancial ingrruments: 13,540} B3 2848 13 ez (55) — — —
~ Transfers fram Stage 1 to Stage 2 {8,746 79 g7a6. o ¢ - — - — -
~ Transters from Stage 2 to Stage 1 5649 115 15549 116 — - - - - -
- Teansfers to Stage 3 (522)! (598)! 66 1,1203 {74} — -1 - !
~ Transfers from Stage 3 191 249 | 0s) @y |~ - -
e jurthar lending/ 12,636 (an 1463 195 @29) 138) 285) 7 13398 32
(q!::;;gas 1o risk parametars — cradit _ 150 _ (283) - 1108) —_ {36} — (275)
Assets writton off arsy Tmg - - (319 3y
Faraign axchango (92) T (51 — 3 - - — (301} {t
Others® 54,908 TEm T a9m gn_ sm . am ey 13 60,198 21y
AL31 Dsc 2018 124740 1% 11433 (154 1,179 {467) 108 (75 137,466 B11)
ECL income statement charge for the
period B3 (184) (150 29) {2801
Recoverioz ) -t T S Trmmm—— - o Mﬁ
Others T ) o @)
Total ECL income stitarmant charged for i
the pariad 227
T 17 morths anded 31

At 31 Dec 2018

Grass ont tymsginaminal

fec 2018

amannt Aliowance lor ECL 1.CL charga
Em £y Ern
As above ) 137,466 11) @271
Othes tn_gncl_al assets measwied al amontised cost } ’ - ’?4-54-5 B L1 —
Non-ieading reverse pu:ciu_:;a n.g:raemenl commitmonis 1,625 - -
Psﬂonmr@?}md olhey guarantess not considered for IFAS 8 {6
Summary of financial instruments to which the impairment tequirements in IFHS 9 arg
appligd/Summary consolidated income statement 263,535 812} (243)
Debt instruments Measured at FVOC] .. 26648 . o t
Total allowance for ECLitatal incorme statement ECL charge Tor tha period wa {818} 1242)

7 Excludes performance guarantee contracts to which the impairment requirements in IFRS 3 are not spplied.

2 The 31 December 2018 comparative ‘Reconciiiation of changes in gross carrying/nominal amount and aflowances for loans and advances to
banks and custamers’ disclosure presents ‘New financial assets originated or purchased’, “Assets derecognised fincluding final repayments)’ and
‘Changes 10 risk parameters - further lending/repayments’ under ‘Net new lending and further lending/repayments’ To provide grester
granularity, these amounts have been separately presented in the 31 December 2019 disclosure.

2 Includes the pericd on period movement in exposures relating to other HSBC Group comparnies. As at 31 Decernber 2018, these amounted (o
£33bn and wers classified as Stage 1 with £21m in FCL

LN TN ERELI

Credit quality of financial instruments

tAudited)

We assass the credit quality of alt financial instruments that are

The five credit quality classifications each encompass a range of
geanular intemnal credit rating grades assigned 1o wholesale and
peraonal lending businesses and the externatl ratings attributed by
external agencies to debt securities, as shown in the table on page

28.

subject 1o credit risk. The credit quality of tinancial instruments is
a point-in-time assessment of the probability of default ‘'PD"),
whereas stages 1 and 2 are determined based on refative
detericration of credit quality since initial recognition. Accordingly,
for non-credit-impaired financiat instruments, there is no direct
refationship betweaen the credit quality assessment and stages 1
and 2, though typically the lower credit quality bands exhibit &

higher proportion in stage 2.
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Tughile sy
Grcss V&ﬁyinglnetioul amount
i T T e Credi " Allowsnes
Strony Good i ¥ dard impaired Total for ECL Neot

Tha group £m fm £m £m £m Em £m £m
In-sc0pe for IFRS 9 T e
Loans ard advances 1o customers held at 43,805 32.224 27,863 3.423 2113 109428 {1.037) 108,39
T S — Tagedl T zsei e as7|  24833] (173 2860,
- corporate and commarcial 17.252, 22,7671 22573 2,868 1,530 66,990 ; {802y 66,181
-_non-bank tinancal institutions i 4,555 , 2,693 ] E ;
Loans and advances 1o banks held at amortised e

cost 1,163
"Cash and balances at contral hanks a2

ftems in the course ol tpllection frurﬁ”oiher T zes T 1

Reverse repurchase agreements — non —tradi_f)g ) L T2.587 10,819

Financial investments 2

Pr{zpaymerlls, acc;_qg_t_!_ _incorna arsed athar assels 4,1,,’,,3,95,,, .
- endorsements and acoaptances =

- accrued income and othet 41,862 |

vl'-)qabbtvinmruments maﬂsu(r;c‘jmm tai valu;;m i )

thiough other comprehensive income 41.431 2,708

“Out-of-scope for IFRS 9

Trading assets - 5934 9,731 956 59,956 ~ .. 59858
Other financial assots dosignated and othenwine

mandatorify measured at tair vaive through

profit or loss 1,265 684 3.367 7 - - 5,323
Dervatives T 130829 " 24873 8048 588 - - 164538
Total gross carrying amount on batance

shaet 436,321 79,491 53,770 5.282 2,146 877,010 {1.066) 575,944
Pgrgmaga of tula!_li!-edit quality B A‘lg% 149% % R 100%

Loans and other credit-related commitments 74,056 27,378 8,721 1,162 121,447

Financiel guatanteas, o 1.822 1103 1,001 325 - ans

I I ble loan commi s

and financial guarantees 15878 28,477 19,722 1,488 200 125,765 {63) 125,702
_Loans and ather credit-related commitments 4.485 . 899 13¢ 3 7.457 - 7,457
_Performance and other guarantees o 1528 30582 3,870 63 oo 5188 89 18147
Qut-of-scope: Revocable loan

comimitments and nan-financial

guarantees 12,010 4,983 4,769 778 103 22643 139} 22.604

1 For the purposes of this disclosure gross carrying velue is defined as the amortised cost of a financial asset, before adjusting for any Joss

aflowance. As such the gross carrying value of deb! instruments at FVOC! as presented above will not reconcie 1o the balance shest as it excludes

fair value gains and losses.
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JALstead; o
Gross carrying/notional amount

Suhb- ) Clﬂdl\ a Allowance for
Strong Good Satsfactory standard impairan ‘total ECL Net
Thegroup o tm om fm £ Ern _Em o fm Em
In-scope for IFRS 8 _ ~ e ot e e
Loans and advances 1o customurs he!d at
_amortised cost 45,870 31.451 301 3.483 2,361 11,342} 111,964

- personal o 15,579 | 5,266 | 2,346 185 527 2903 T ized]

rporste and commarcial | 20,868 | 73,016 25,347 3.077° 1760 74,058 (1.166)
- nen-bank financial institutions B 9,423 ' 3,169 2.453 226 74 15345, (30)
Loans and advances (o banks held a1 amortised '
£as 1,735 1,536 385 5 - 13,631 (3
_Cash and balances at cemrarlr bénki - R ) 519651____ - 35 LB o —Nj 52 614 B {1t £2.013
flams in the caurse of collection from other - ' ’ T
banks — — - 4934
erverse repurchase agreemoms - IID B.017 4337 - - ﬁE\T{F
Flhanaal invesiments ) - 8 - IR
F'l'ep jments, sccrued mcome and oth 486 444 ! ) - 32876
- endorsements and acceplances 14 ! ! 112
- uccrued (ncome and other 4771 437 73 12,712
DQ&}: instraments measured a fair vﬂlue A —
ﬁvough other cnmpmhans:m mcoma 42,363 2,084 606 597 9 45,659 115) 456814
Out- ofuscupe for IFRS E L o - T
“Trading assets ) 422/a 9974 7088 876 = 60167 - 60,162
Other financial assets damgnamd and otherwise T T
mandatority measured at {air value through
Pmli! or IOSS 2,633 1.362 4,136 2 - 8,133 — 8,133
Dgrivatives T e wiisT T asre 451 32 144522 144577
Total gross carrying amount on balance sheet 420012 71,975 51,379 5,435 2 A1) 651,208 {1.39%)
Percentage of total credit quality 8% 15% 8% 1% - 00w
Loans and other credit- ? © 0 eeee2 31393 12821 630 254 141620 @B) 141,554
Financial guarantees 3z 1486 _5ag 194 66 G054 1 6,037
In-scope: Irrevocable loan commitments and i ) e
financiat guarantees 99,912 32.849 13,769 824 320 147,674 {83) 147,591
Loang and other CIedil—lelaled x:unu'rliln*u’n'!ls‘:2 1215 - - R ) - 71.275 - 7,278
Purlormancn and other guarantess 8631 " 6236 2887 89 Tz 1izaa @n 17.207
Out of-scope: Revocable loan commitments and B o e
ngn-financial guarsniees 15,906 5,236 2.692 52 103 24519 37 24,4872

1 For the purposes of this disclosure gross cerrying value is definad as the amortised cost of a financial asset, before adjusting for any foss
allowance. As such the gross carrying value of debt instruments at FVOC! as presented abiove will nat reconcile to the balance shoet as it exciudes
fair value gains and losses.

2 I 2018, revocable joan and other commitmaents of £7.3bn, which arg out-of-scope of IFRS 9, are presented within the 'Strong' classsfication,
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HR e Fel]

Gruﬁ oarrthnouonnl amuunt-

i

Subr Allowanco
Strong Good Satisk ¥ dard paired Total far ECL Nat

'l'he bandk L fm £fm £m £m £m £m €m _£fm
In-scopskfuor IFRS 9 mmmmmm————— e

Loans and arlvancea 10 custumers efd at T

smortised cost 20.751 17.246 10,353 1,253 7¥1 50,314 {288) 49,926
- personal 1.546] 897 857 19 3.627 | ®  aszs
- torporate. and comlnercual 6,976 13,043 8.185 1.007 29,839 {345 29,494
- non-bank financial st 11,929 3,306 1,331 227 16,838 | {35) 1_6.80_3
Loans and advances 1o bank; o T

amortised cosl #,166 15 431 13 - 9525 [E1) 9,522
Cash a_r_u_:i ba!anoes at central banks T 7T S T A - 30,149 - 30,1 45
lterns in the course of collect.or‘lyf}:r?; Au»(“h:r wwwwwwwwwwwwwwwwwwwwwwwwwwwwwwww

banks 44 - - - - 44 - a4
Ré;e};;;gu'rchasa agreefr]gmé - nonr-l'ratiirrugr 40,284 8,209 2,155 88 - 50,132; - _ 50,736
Financial nvestments o o -~ - - - - - =
Pmpaymums accrued iﬂcoﬂ'le and olher assets o 33100 181! i1 - k] 33,401 - 33.401
R endorsemams and aooomaq;a;; 3 35] 3 - I 1 i 42 — a4z’
. atcrued income and othar 23,097 147 108 - 7! 33,358 | = ?1_3?_“93
Debt instruments  measured at fair valua ' ’ T o

through cther cumprahanswu income' 26 009 73 3 - - 26,085 {4y 26,081
‘Out-of-acope for IFRS 8 T e -
Trading assets “""20183 6,849 9,599 956 - - 46,687
Other financial assets designated and othsrwise

mandatorily measured at fair value thiough

profit or loss 84 377 1,789 7 - 2,257 - 2,257
Derivatives e 128381 20396 3140 579 = Tas2ase < 152,88
Total gross carrying amount on balanca

sheet 316,151 54,247 27,581 2,886 719 401,594 {395) 401,198
Pemonuge of total credit qnali‘!y 7% 14% % — - 100 e
_Loans and other credit-related commitments 22854 9,958 6,708 142 23 19,682 25) 39,857
Flnnn}ml puarantees 2,5;54 210 410 54 s7 3,595 . o (.,4.', . u3w6,?1
in-scope: Irrevocable loan commitments - ' ' ’

and financial guarantees 25.818 10,185 7.118 196 ] 43,377

Loans and mher cmdu ralal:ed  comrmiuments Z,GDQ ‘IM,ZM 434 1 19 2 4,405 =

F’edormance a d of ) y o 30 7.554

Ou‘l-of-mpe: leoc.bla ioan

guarantess 1.708 2,584 1.208 327 32 11.959 [0 11,950

T For the purposes of this drsclosure gross carrying value is defined as the amortised cost of 8 financial asset, before adjusting for any loss
allowance. As such the gross carrying vaiue of debt instruments 8t FVOCI as presented sbove will not reconcile to the balance sheet as it excludes

fair value garns and losses
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g ed
Gr;sm; narrvlr}ér‘nn(mnaf ar:n.:mf

Sub- Credit Allowance for

Strong Good  Sabsisciory stanuaro mpsired Total ECL Net
The bnnk 7 fra £m tm _fm _fm £m e fm
In soope for 'ﬁfﬁ'g oY e e e TR ST R R .0
Luans and advances o cusiomers hald at - - - - /e /T -
Bmomsed cost 23.923 17.828 15,123 1586 1.067 §9.527 {744, 58.783
pesaral T T imp T el | T DT T as T T e s,
= torporate and commafc:al - ___4] 9.4941 11,695 12,764 1,358 { 998 39256 ° (BHS) 384571
—ronbank tgncarmssutons )z, zaw| e me| a5 ez __ e ,ﬁm-szzi
‘Loans and advances ta banks held &t amortisad
cost 11,225 1,356 107 1 - 12,669 {3 12,686
“Cash ond balances atceniral banks _ ages? - 0 T T T T anesy . dGes7
“items in the course of coflectian from othor o e T - - S e
banks - - - 442 - Aa42
HAoverse repulchase agreemsnts - nan-lmdmg i 6,668 1.607 e T T 56,495 - 7_ 56.495
_anuncmhnvestmems o —— — ’ - 7; - e ‘~ -
_Prepayments, acorued i mcome and amer aﬂf:;: N - QEEB ; T T T T 22 I __ 76,950 mi n - 26 949
- endnrsemerns anu nd accoptances Y 7' R —_r - 82 (‘l,\, a1
- nccrued incoma and mher ~ ;‘i ?G_‘;_Bb . ‘156] ) - 12?_ [ L_ 26,868 R 28, 868 \
Debt nstruments measuvad ar fair valuc
1hruug1\ mher comprehensive income* 26,272 AQ 12 2 3 26,329 {6} 26,323
OuwetseopefortfRss T T T 0T T U o T T 0 T T T
Trading axsot C A ham | &em | Re T T Tagn - e
()lhe: hr\anctal a;ésels dssugnmed and mharwasa e T 0 ' )
randatonly measured at farr vatluo through
profit or joss 303 939 3,800 2 - 5,044 - 5,044
Dervatives T T a8 Tvazdo geea 4zl 30 d8ess - 139979
Total gross carrying amourt on balance sheet 327516 dBGa0 31328 2.864 1,704 411437 (754} 410,679
Porcentage of total credit quality 7 %% 12% | T | . S wes
Loans and other croditrelated commuments 32,245 14827 8489 379 146 61196 (s __ B1146
Financial guaraniees T dass 7 se 33 s 53 ebig a4 u664
in-scope; Irrevocable Ioan commnments and 7 T 7 ' ) ] T
haancial guarantees 41,693 15,625 8.882 a5 139 66,774 {G4) 66.710
Loans and other credit-related commumunls’ Ava2 - - - - 4,742 - 4,742
@iﬂrmirpejnd ather guarantees ) o 5 231 o 2.458 o ZTSZS o w‘ :{M T 467;—_16,5'23;—' WJ(NZ n o ‘1 0,296
Out-of-scops: Rovocable Ioan commitments and TThm T T - T
nan-financial guaranteas 9,973 2,458 2,193 3714 67 15,0685 27 15.038

1 For the purposes of this disclosure gross carrying value is defined as the amortisad cost of & financial asset, before adjusting for any loss
allowance. As such the gross corrying value of debt instruments at FYOU! as presentad above will not recancile to the balance sheet as it excludes
fair value gains and losses.

2 In 2018, revocabie foan and other commitments of £4 7bn which are out-of-scope of IFRS 9, are presented within the ‘Strong’ classification.
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{Augeied) .
T T Mércsi- wrylnofnotmnnl -;wm\l -------------------------- N
i T Sub- Cradit AHownnce
Strong Good  Safigh Y standard impaired Totol for ECL Neat
The group £my £m Em £m £m £m £m fmy
‘Loans #pd advances to customers at T o T T
smortised cost 43,805 32,224 27,863 3.423 2,113 109428 (1.037)  106.391
43,804 31.864! 23,006 1,403 Tl w0077 7 Tlioa) 98e73’
1 360 4,857 2,020 - 7,238 1126 7,912
- - - - 2,043 2,043 (774} 1,268°
e - - J 70 70 33} a7
9,709 1,163 531 18 - 11,471 7)) 11,867
8,871 1.161 " g61 15 - 11.408 7] 11,408
38 2! 20 3 - 63 - 63
- - ! - - - - oy
_m;;i#r'a;;;ial assﬁtﬁ mueasured at amor;iﬁéd a e . D o ) o
cost 186,847 11,408 3,368 99 az
- stage’ - 168,847] 11,402 3,352] - sasiE - ]
- stagaZ = - & 7 3; -
- staged - - - - 3z
- pocl = i . S I
‘toans and other credit-related commitments 74056 21374 18,721 1.182 121,393
Tstaget T - Y 7T 26,82a] 16868 “az7 i 118.05&}
- staga 2 T 107 550 | 1,853 725 3.224
stage 3 - - i - - - - l
Foc —- - - -
Financial guararmeés-__ m_ 1,322 1,103 100 326 . i
- stagel i 1821 1,087 663 114
- stage? 1 16 I8 212
B - - - e T
- P0G - - =i - 3 k] =3
At 31 Dec 2019 Com 296,230 73,272 51,535 5,028 2,345 428,419 11.113) 427,306
Debt instruments at FVOCt IR . e B o
- stage b - | evaes] 2,089 5681 - - 44,025 @] aso1s
- stage 2 . 63 16i 243 191 - 513 ) 504
- stage 3 ; i - - - - - - - -
obhoa o LT - o - 1 A -1 1l
At 31 Dac 2019 41.431 2,105 811 191 1 44,539 {15} 44,523

1 Far the purposes of this disclosure gross carrying value is defined as the amortised cost of g linancial 8sset, before adjusting for any loss
affowsance. As such the gross carrying value of debt instrurments at FVOC! as preserited above will not reconcile to the balance sheet as it excludes

fair value gains and losses.
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(Audhiegs!

fross cerryinginolional smount

Sub- Credit B Atowance

Stsung Good Setisfacrory standard wnpaired Total fer ECL Net

Tha group £m £ Ere frn fin 3 . Em
_Loans and advances to customers at amortised cost 45870 31451 30141 3483 2361 33 3421 111964
- T I asma[ Tzemes| T 2aat7T tmal } iz 100272
| B57 2,562 | 5124 1,709 -1 10,562 nry, 10381
i - - - - 2.244) 2,284 w7z 1272
SOt R S - Az 17 ] ,{Z‘?AL 39,

11,738 1,538 355 5 o 1863 B 13628
= stage 1 R YA i’_qﬁ;*' 150" 5 1 Thases 2] 13,563 ]
Zsagaz T 8 51 5 - - 86 m 65
i e & " _ - - g n N
- Pogi =] ~1 - i - -1 -
‘Othex financial assats moasured af amortised cost 152,293 8,491 4 717 i 1% 5 165 576 {2} } mﬁﬁ
Z stage — e T 152203 8477 a.nal 16 ~[ evase] {y " 165405
Zstage 2 T - 14 7 \ 241 - 74
~ stage 3 o T - ol - : 61 i 4
- POCI T ~ ! —i - .*[ - -
Loang and othor cred " mesyz  avaws | 1zeml 141,620 ©6)___ 141554
—stagel 964707 20890 9136 136,567 zn, 1355341
-_stage 2 o ] 52 1503 | 3695 5,804 (26} 5,779
- -1 249 13y 238,

e el o - L] LB

1456 848 6054 0N 6037

1,429 ] 585 5,402 ) 5,398

- 27 83 506 8y 8§77

- - — [} {4); 60

- Poci N = T N 2 T 2
A1 31 Dec 2018 309,810 74,327 48,982 4331 2686 440,138 1,430) 438706

Debt instruments at FYOCI . o 7

" stage s o RVTECTE 20087 329 331 —i  angoa By 45016
< stagZ B 7 76 277 266 - 626 (361 550
~stage d _ - - - -| 6 6 P 5l
- poct . — -, - i = 3 3 B B 3
At 31 Dec 2018° 42,363 7,084 606 597 ] 5,59 145) 45514

1 For the purposes of this disclosure gross carrying value is defined as the armaortised cost of @ financial asset, before adfusting for any loss

allowance. As such the gross carrying value of debt instruments at FYOC! as presented above will hot reconciie to the balance sheet as it excludes

fair value gains and losses.

2 During the period, the group has re-presented the UK wholesale lending stage 1 and stage 2 amount. For further details, see page 30.
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aTed)
Gross carrying/notional amount A
o Sub- Cradit Adlowarics

Strong Vi dard impaired Totnd for ECL MNet

The bani £m £m £m £ £m £m £m
Conms ard . L EBm  Em fm  fm
amortised cost 20.751 17.246 10,353 1.253 711 50,314 (388} 49,926
- stage1 T 20781 17,027 8310 85 —T 173 58 46,115
2 - 218 2,043 1,168 - 3.430 67 3,363

- - - - 678 678’ (239, 439
- -~ . - 33 33 a9y 9

8,166 s a31 13 - 9,525 3 9,522
8149 @1a] " T a1 13“5 - 9.487 @ 9,484 |
17 1 20 —_ E - 38 - 38

103,577 2,39 2,266 88 & 114,330 - 114,330
103,577 “g3g7| 2254 88| T 4308 =T 1ta308]
- 4 12 - - 16 - 16|
- - - - 8 8/ - g
- - - -1

s ""23 398z 25) 39,657
~ stage 1 T 38_820“ Tt 3;505;
- stagez - 839 (8 831,
- s1aga 3 18 18 {2 16}
- POCI N 5 5 - 51
Financial guarantees 57 3,695 1y 3,691
- stage 1 - 3,383 {1 3,362 |
T stage2 e - 275 2y 273
- stage 3 57 57 {1 56
- Pocl - -1 -1 o
At 31 Dac 2015 88,392 36,717 20168 1,550 " 799 211,546 (azq) 217,126
Delt instruments at FVOCI' - e g+ e e
- smgel T26,009 73] -] - - 26,082 2 26,080
. ' - - 3, - - 3 @ 1

S _ - - -1 - - - - -

F - -1 -1 - T .= =

At 31 Deg 2019 26,009 "3 3 - — 26,085 @ 26,081

7 For the purposes of this disciosure gross carrying value is defined as the amortised cost of a financiel asset, before adfusting for any loss

affawance. As such the gross carrying value of debt instrumernts at FVOC! as presented above will not reconcile to the halance sheet as it excludes

fair vatve gains and losses,
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whamred! ) S » - L

Grass camymginotional amount

- o } o Sub- ’ Cradit B Allowance
Strong Good Satisfactory stendard ympaced Total tor FCL Nat
Tr}e bank s im Tm otm Em tm i . NE’“__-. n ~{r‘n“
Loans and advances 1o clstomers a1 amertisod cost ‘23823 rms  iBaz3 1586 (2ar 58783
- stagol - BIN 1595 11,593 " o29] |6 1167,
- sage2 o | 552 2474 3,530 8571 1122 7,081
- stage3d T - - - - o1 503
oPOCL i -l . e R § sy, 78
_Loans and advances 1o banks at amortised cost 11228 1386 107 ! 13 12,685
— stage? o | 11_223] 1302} 103, 1| 2 12.627 |
~stagez 0 2 54° A - i 59

i

- - dore - - S—— - — _i - - -

972 6838 1 n

16972 6826 1 .

- 12 - -

- - - i
T avzas | 1ager Bas9 arg _ B0) 61148
37.206° 7 13588 6,330 50 24) 57.168 ]
3 1.339 2,160 320 28 2,843
- — - —i, 7} 139
4.448 598 < D 94 5564
Tamz! '5931 202 | 2o| o 52241
36 53 181 ?6‘ {7} Feihl
- ) _ - - - -1 (4 49§
L e b - e JR Ul IS oo Sl
At 31 Doc 2078 192,813 41,547 25,847 2,063 1270 763,534 @171 267,722

Dbt fnstruments at FVOCT ~ ] . o . i B o ]

-ewgel T o T "”5}5.272h 0] 8 - - "'“Eé”.ém' - "'ié'."izo}
- stepe 2 RN -t =1 4 2 —‘ Gi r: -
- stage 3 - - - -1 - | — —_ —
Twoo . =) T S DU N VO 3
AL21 Dec 2078 T 263727 40 12 T2 3 26,329 ) 26,324

1 For the purposes of this disclosure gross carrying value is defined as the amortised cost of a financial asset, before adjusting for any loss
affowance. As sUch the gross carrying value of debr mstruments at FVGCT as presented above will not reconciie to the balance sheet as it exciudes

fair value gains end losses.

Credit-impaired loans Renegotiated loans and forbearance

e aoned The toliowing tabie shows the gross carrying amounts of the
group's holdings of renegotiated loans and advances to customers

The group determines that a financial instrument is credit impaired "
by industry sector and by stages.

and in stage 3 by considering refevant cbjective evidence,
primarily whether:

* contractual paymaents of either principal or interest are past due
for more than 90 days;

» there are other indications that the borrower is unfikely to pay
such as that a concession has been granted 1o the borrower for
economic or tegal reasons relating to the borrower's financial
condition; and

» the loan is otherwise considered to be in default. If such
unlikeliness to pay is not identified at an earlier stage, it is
deemed o oceur when an exposure is 90 days past due, even
where regufatory rules permit defauft to be defined based on
180 days past dus, Therefore the definitions of credit-impaired
and detault are aligned as far as possible so that stage 3
represents all loans which are considered defautted or
atherwise credit-impaired.
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= first lign TS
- othet personal Eendlng
Wholesule

Stage 1 Stage 2 Stage 3 " poct Total
The group Emy Em £m . Em . Em
‘Gross camrying amount - e
Personal e B - 75 = s
— fiest fion ms:dennal mmlgagasrﬂ T ) - - - 57 Tt 2 ?;
- other personal | T ) - - 18 mm _ 18 ‘
Wholesale ’ o 2885 a2y 348 88 1027
orparate and commercaetm ) ] i o 285 ; o 2z 345 9] 1.028
+ non-bank financial msmm:og;' § - = 1l - . 1
At 31 Dac 2019 _ 285 327 pey ) o2
Allowance for ECL - . —
Parsonal - S T e 114 - L
- first lien residential mongages o 3 . - *‘ -T (10]% - (10)4
-~ other personal Iendlng -1 ol ). Sl R b
- L U .. SRR . .. B2 uza)
@2 & {aay @z (124)1
Il\m\cml nstiutions . e = . - = - -
At 31 Doc 2019 - @ {6) {98} 32) {138)
The group - . B o
Gross carrying amount o i T
Parsuﬁ—_u_ - - - T ~ ﬂ T L) - m;.., . 7.5:-
- ftrsl fien r95|dentla i »Ww B . -~ % - 56 - 56
. olhe« persqnal lenc?!ng L ) ) -1 - 19 — g,
Wholasale 384 A .66 1y 1,508
- corpolate amj commercial 'mw B } L T T» ) 354 4249 ’ 667 117 , 1,507
- non-bank financial institutions — 4 =1 D _ v e Y
)\1 31 Dec 2018 394 425 643 117 1,
Allowanm far ECL ~ R e e v— —
Persorml o N - - N 4y - 114
- fsrsl liany rﬂmdemml mor!gages - T =1 {9 - E {9
- olher parsonal lendmg - 5 e {6)
‘Wholasale e o i a0 TEL 78y (267)
- corpc.\ralt. and commercaai - B ,.. ! ; {10y tlééa o (IB}I 261
ba ancial : ot 8 -J - et ..
At 31 Dec 2018 {4} {1Q) {183 (783 {279}
Stage 1 Stago 2 Stage 3 PoC| Total
The bank fm £m !;m £m £fm
‘Gross carrmng amount 777777 i B )
Parsonal o -

- corporate and commercial o » 171] 2n 135 | 333

~ npn-bank fmanc::a! |nsmu||qns - N s . - -1 -

At 31 Dec 2019 171 201 139 33

Allowance/ provision far ECL B B - . -

Personﬂi - - -~ - - -
- first hen resadennal morlgages e - had - - -

- other personal fending o _ - = - et =

"Wholssale ~ in G an e 1)

- carporala and commerctal ~ I { (‘H| {S]I_‘ (21ll (23 3] R

~ non-bank fmanmal institutions . B -1 - -i. el W !

At 31 Dsc 2019 1] 5} £21) (24) 51}

52

HSBC Bank pic Annual Report and Accounts 2014




“Stage 1 Stage 2 Stags 3 pOCE Total

The bank _ o £m £m B, T tm
né};;;cnn'ying amount o B ) M - '

Tersonal - LT o 3 — 7

- firstfien residential mortgages o . 5 — 5

~ other persanal lending I = T 2l .. - 2

VWHuEesnla ) B . ] - o T 38 . 3t - .W,V _:CiGO - 103 1162

- cosporata and comsnercial I " e8] STfl 360 103 1162

-_non-bank finanial institutions ) e - N — bl S

AL Dec 2018 B e o 388 373 357 103 1,169

Allowance! provssion for ECL [ R

. T - [ T LA

S — | x o | o

, , it RO - Lo a

Nesdle o - s An JAeoy o mmy ee)

- corporate and commercial ) o @ m {100) l?ﬁil a6y

- non-bank f[b:ml;::i;!w ir\s_u'(ui;'onE‘ . o =1 3 ‘l . SN BUNN -

“Av31 Dec 2018 - ) [ &) {102 ) 1188)

o [FT R

This section provides further details on the countries and industries comprising wholesale loans and advances to customers and banks,
tndustry granularity is also provided by stage with gecgraphical data presented for loans and advances to custermers and banks, loans
and other credit-related commitments and financiat guarantees,

" Gross carrying amount

Allawance for ECL

Stoge 1  Stage2  Stage 3 POCI Totsl  Stage1  Stego2  Staga 3 POCE Total
The group Em £m £m tm Em £ - fm ; ﬁm - £m £m
Corporato and commercial 59654 5806 1460 70 66,990 ®5)  {100)  {s81) 133) {809}
.. agriculture, forestry and fshing "6 7 10 = 103 - - o - m]
- mining and quarrying 1,335 400 L - 1736 3) 6) - J - 9y
- manufacture 11,764 1.411 148 46 13,369 18) {33] {58)5 (9)1 (‘!ZSIE
— electricity, gas, steam ond air- '
conditioning supply 2,543 3 3z - 2,892 4) (ki L] -— 123)
— water supply, sewerage, waste H
w nent and r iation 422 . 3} -— - 453 - - am - -
~ gonstruction 891 113 145 23 ;_ 1,172 {1} lZ)j {62) 123) (88
- wholesala and retsil trads, repair of ;
motor vahicles and motorcycles 8,534 903 318 11 9,764 {10} {5 (159) {1} (175
~ tronsponation and storoge 5,112 216 264 - 5,592 (LR} 18] {43) - 162
~ accommodation and food 985 286 16! - 1,287 2y - (8K - {10
~ publishing, sudiovisual ang i
broadeasting 2,656 162 23 | = Z,843 {5} EZI‘ {4} - {1 1)%
— real estate €44 979 218, - 7.611 (13 % (104 - {126
- professional, scientiic and tochnical E
activities 5,862 178 a3 - 6,080 L] (11 {20 - {25,
- administrative and support services 7,566 534 224 - 8,324 7y (&) {100/ - 113
~ public administeation and defence, f
compulsory social security 555 138 - - 893 - (2) - - |z)!;
. education m 3 2 - 116 ) - a - 2¥
~ heatth and core 305 38 8 - 51 {13 {3 (1 - {9
— arts, entgr v and ion 337 g 5 - 351 - -— {a -— [2)
- ather sawvicas 2,319 13 10 - 3,342 (-ﬂ‘ - {3 - {
— activitios of householdg 3 - - - 3 - - -1 - -
- extra-territorial organisations and
bodias activitias - - - - - - - — - -
= governmenl 831 60 - - 891 - - - - i
- asset-backed securitios 18 10/ - - 26 m e - -1 nom
Non-bank financial instilutions. 17,150 389 98 - 17,605 {13} [ N =] . . ...
Laans and gdvances to barks 11,408 63 - = 1A @ - = = @
At 31 Dec 2019 89,212 §.228 1,556 70 98,066 {102) (1Q3) {830) {33) {8638)
By country R
UK 43,848 3,183 550 33 47713 %52) 49 (187} 291 @312
France 27,082 1,223 528 3 28.836 an 21} (316) ) {358)
Germany 8,406 641 220 - 9,167 [4)) @ {a0) - (45)
Other cauriries 8778 __ 1280 258 3¢ 10,350 32) 29) i87) t8) (156)
At 31 Bec 2015 8B8.212 6,228 1,556 70 86,066 {102) (103) {530) {33) (868)
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" Aliowance for ECL _ ) q

Staga 3 "Yotsl  Stage1  Stuga2  Stoge 3
Thegrowp R Em . . ... £m £m
Corporata and commercal 68,148 _ 186 8 778 @a 05 @)
Finavcial - §1.723 2 w. 52038 @) DR & |
At 31 Doac 2019 119,871 188 8 123,781 {24] {15} 122)
Bygeography . . - e e o
Eorope g8 8 123781 2 {24 (8 22y 2 - = _{8Y
= of which: UK 5 . 5 33802 4 - . = - {14)
ch, fra . L T 20187 B .z = 16
-~ of which; Germany 13634 = 1,389 6 . .- 15,086 (1) O &/ N - 10)
1 Excludes performance gusrantea contracts to which the impairment requirernents in IFRS 9 are not applied.
TLITOE YYILTTHREAIT ITR TR IR 1177 TS ATt
o i Grass carrying amnul:n o M-_-#_\_tluwanm_(aLECL
T stage 1 Stage 2 Stagad  POCI Total " Swget  Stagu2 | Staged poci Total
The group Lo imo £m | tm L fm fm  Im M Em Fm
Corporate-and commaercial 63,145 9.153 1643 17 14088 (99 (1371 (74m 78 (1106
- agricultuse, forestry and fishing | 187 5, o 202 1 - 14) - ()
~ mining-and quarryirg 1.341 14| 19 - 1,494 14 3 @ ~ (@
— manufacture 12.363 1,380 745 %3 14,041 (23i; {19} {1001 {33) {175}
~ electricity, gas, steam and air- ) } : |
sonditioning supply 2,703 381 6 a7 28171 @ (9% @ {43 67)
- water supply, sewerage, waste i ! : ;
management ard remediation 430 | 37 - - 467! - - ] - - -
- consiruction 1,202 244 305° - 1,751 12) ey {141) -~ 1151
~ whotasale and retail trade, repair of ‘ i | ! ! 3
motor vehicles and motoreyclas 9,323 | 2.662 291 ER N 12,287 8} amn 1586) - i1 ?5);1
- transporiation and storage 6,213 592 148 - 5943 (14 119) {23) —~i (561
- accommodation and food 1,169 29 23 2! 1,223 {0 1) (i (¥ as)
~ publishing, audiovisual and | . . :
broadesasting 3.769 390 30! - 4,189 18): 1y [0 - (20)
- real astate 1.013 61 298 1 8,083 {8)§ {7} 252y - (267},
- pratessional, scientific and technical ; ; "
activities 4.359 1,388 L] - 5.783 1 e —1 1) . an
— administrative and support services 1757 703 86 3 8,549 8 (1B}I {64) (13 "9
- public administration and daferice, !
compulsory social security 562 21 — - 583 - [vd] - e (2H
— -education 109 3 1 - 13 {2y - {1) i (3)
— health and care 425 29| 30 -1 454 t ) iy - (G
—_arts, entertainment and recraation 1,367 445 | 12 -1 1,825 (2} {1) 3 - 3T
~_ather services _ 3.4 55, ] ~; 385 12y ) 181 ~ 2
= activities of househalds 3] - —; - 6 —- - — - -
- extra-temntorial organisations and :
bodies activities, 15 - 5} - by - n - i
- goveinment- 1157, 63 - —-l 1,220 al — - - -1
~ assot-backed securities 1, 12 - [ T & L U S B 1 - - 10y
Non-bank financiol institutions 15,078 i T £ - 15,345 3y 2 () - 130)
_Loans and advances to banks 13,565 66 = - 13,631 {2} [&) - R =]
A Dgggms‘ 51,788 J412 A RANS 117 103,034 {114} {145) (B0 {18) {1,139
By country — .. e — e
UK 752,745 6512 N6 5 53579 16 Qoo (354 - 1523
France 26,555 1548 408 10 28,627 (8 1e) (298) [ @33s
Garmany e Az a0 - 9063 Al @ g -
Giher countries 3417 879 373 L] i (26) _en (s (75} {253}
A3 Dec 2018, 91,788 9412 1,717 117 103.034 {114} {145) {802} {78} {1,139}
Fotsl wheinsale landing for ioane end ¢
T Nominal ameount e Allowsnce for ECL
T Stagei Swge2?  Stge 3 poct “Total Stage 1 Stage?  Stugsd PO loml
Thagroup . _fm fm £m _Em fm fm Enny £Em Em £m
Corporate and commarcigl 67,357 5,877 307 7 ... 713548 {30} (24) {17 . ;an
Figanciab o N,558 461 2 - 7zo21 1) {1 .- o~ (2
A131 Dec 2018° 138,315 6,338 09 7 145569 (31) {35) (17 - (B3
Bygeography . TR =
Europs . 138,915 309 7145589 31} 255 N A -~ B3
= of which: UK 45682 175 - 49.572 23 @8 & - 57)
— of which: france 76,550 33 — . 7reat Ii/] 7/ /4 -
- of which: Germany 14772 78 -~ 15868 - (1 - s

1 During the period, tha group has re-presented the UK wholssale lending stage 1 and stage 2 amount. For further details, see page 30.

2 Fxcludes performance guarantee contracts to which the impairment reguirermnents in IEAS 9 are not applied
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Although collateral can be an important mitigant of credit risk, it is
the group’s practice to lend on the basis of the customer's ability
ta meet their obligations out of cash flow resources rather than
placing primary reliance on collateral and other credit risk
enhancements. Depending on the customer’s standing and the
type of product, facilities may be provided without any collateral or
ather credir enhancements. For other lending, a charge over
collateral is obtained and considered in determining the credit
decision and pricing. In the event of defaudt, the group may utilise
the collateral as a source of repayment.

Depending on its form, collateral can have a significant finarncial
effect in mitigating our exposure to credit risk. Where there is
sufficient collateral, an expected credit loss is not recognised. This
is the case for reverse repurchase agreements and for cartain
loans and advances to customers where the loan to value ('LTV') is
very low. '

Mitigants may include a charge on borrowers’ specific assets,
such as regl estate or financial instruments, Other credit risk
mitigants include short positions in securities and financial assets
held as part of linked insurance/invastment contracts where the
risk is predominantly borne by the policyholder. Additionatly, risk
may be managed by employing other types of collateral and credit
risk enhancements, such as second charges, other liens and
unsupported guarantees. Guarantees are normally taken from
corporates and export credit agencies. Corporates would normally
provide guarantees as part of a parent/subsidiary relationship and
span a number of credit grades. The export eredit agencies will
normally be investment grade.

Centain credit mitigants are used strategically in portfolic
management activities. While single name concentrations arise in
portfolios anaged by Global Banking and Corporate Banking, it is
only in Global Banking that their size requires the use of portfolio
lavel credit mitigants. Across Global Banking, risk limits and
atilisations, maturity profiles and risk quality ara monitored and
ranaged proactively. This process is key to the setting of risk
appetite tor these larger, more complex, geographically distributed
custorner groups. While the principal form of risk management
continues to be at the point of exposure origination, through the
lending decision-making process, Global Banking also utilises loan
sales and credit defautt swap {'CDS’) hedges to manage
cancentrations and reduce risk. These transactions are the
responsibility of a dedicated Global Banking portfolic management
team. Hedying activity is carried out within agreed credit
parameters, and is subject to markat risk limits and a robust
governance structure. Where applicable, CDSs are entered into
directly with a cenaral clearing house counterparty. Otherwise our
exposure to CDS grotection providers is diversified amang mainly
banking counterparties with strong credit ratings.

CDS mitigants are held at portfolio level and are not included in
the expected loss calculations. COS mitigants are not reported in
the following tables.

EI RS b LGN A0 LHERRI S

The following tables include off-balance sheet Ipan commitments,
primarily undrawn credit lines.

The collateral measured in the following tables consists of charges
over cash and rmarketable financia instruments. The values in the
tables represent the expected market value on an open market
basis. No adjustment has been made to the collateral for any
expected costs of recavery, Marketable securities are measured at
their fair value,

Cther types of collateral such as unsupported guarantees and
fleating charges over the assets of a customer’s business are not
measured in the following tables. While such mitigants have value,
often praviding rights in insalvency, their assignable value is not
sufficiently certain and they are therefore assigned no value for
disclosure purposes.

The LTV ratios presented are calculated by directly associating
loans and advances with the collateral that individually and

uniguely supports each facility. When collatoral assets are shared
by multiple loans and advances, whether specifically or, more
generally, by way of an all monies charge, the collateral value is
pro-rated across the loans and advances protected by the
collateral.

For credit-impaited loans, the collateral values cannot be directly
compared with impairment aliowances recognised. The LTV
tigures use open market values with no adjustments. Impairment
allowances are calculated on a differant basts, by considering
other cash flows and adjusting collateral values for costs of
raalising collateral as explained further on page 112.

Other corporate, commercial and financial {non-bank) loans are
analysed separately in the following table, which focuses on the
countries containing the majority of our toans and advances
balances. For financing activities in other corporata and
commaercial lending, collataral value is not strongly correlated
1o principal repayment performance,

Collateral values are generally refreshed when an cbligor's general
credit perdormance deteriorates and we have to assess the likely
performance ol secaondary sources of repaymert should it prove
nacessary to rely on them.
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Of which

Totnd i‘-‘tn‘mo
Groas " Grom Groes
a:::min:l, ECL c:::-:::: FCl, norniilnl
@ t covarage t L

The group
Stage 1 .
Not collaterakised
Fuly collsteralises

LTV ratio®

- less than 50%
- 51% M0 75%
~ 76% 10 90%
- $1% 10 100%

Partially collatarafisod (A}

- collateral vakia o A

Total Stage 1

Stage 2

Not coltateraliset

Fully collateralised

LTV ratio:
-+ loss than 50%
- Si%075%
- JE% 10 90%

- 91% 10 100%
Partially collateraligad (B):

- collateral value on B

Total Stage2 7

Fully collateralised
LTV ratio;

- less than 50%
- 51% to 15%

Partially collatarafised (C)

—_collateral value on C

“Total Stage 3

pocl e e+ s e e i
Not collaternlised T 73 100.0 - -
Fully cullat__e_tgl:ksad . - - - - —_ —_
= less n 50% — - - — - -

- S1%t0 78% R - s - -

< I%tesow T T T T - - . -

- 91% &)]m% C o ’ o - T L_—— - n """ . w_ - — =
‘artially collateraticed (O "8 16.7 s 67 '3 50.0 - -
...: colfateral va!uq on ‘ T V 16 o 12 - “wg i T R T
Total POCI 75 aa.0 38 63.2 a 50.0 - -
At 31 Dec 201% 159,525 0.8 75.746 0.4 50,678 0.7 21,045 0.3
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Ofwhich:
Total TR T France T Gemeny
Gross Gross Gross Giots
carying/ carnneg’ caTying! carrymngl
nominal nominal norinal noiminal
ameunt  EC: coversge amount ECL coverage amount  ECL coverage amount ECL coverage
The group Cm % fm % L Em % o fm %
Staget L .
Not colliteralised B % 7] 01 70,747 01 35,118
Fully cofiaeralised 28052 - ... sexw o - &S
N R T 0]
= 51:/4130 75% ; 16,008 - 2,067 =]
S 6%t % — sga| oy 368 -
= 91%0100% CTTL _mess| Tl ewes| T
Barially c_alia tqf;!_isedTKimemmm SR i ,wigéswm h e -
- collateral value on A 343 295 ]
Jotd Stege 1 166,222 0.1 80,703 0.1
Stage 2 U
Notcollatersfised 7" " paze "7 73g 0 go3m 1.7 )

F‘ul‘ly}}glla‘teralis_gd .
LTV rat

- lass than 50% i
= 91% 0 75% !
- 6% 15 90% - |
oo ]
sellateralised (B

al value on B

Total Stage 2

than 50%
it L
- 76% 10 90%

%10 100%

Partalty colateralised (C):

- collattysl value on €
Total Stage 3
pact
Notcollatoralised
Fully eollateralised

LTV ratio:
fan Eﬁ)“’;ﬁ;ir L
Sl 8%
- 16% 10 90%

« 81% lg 100%

Partially collateralksed (D) G B =T

~ coflateral vaive on 0 3 3 B =
Total POCH 0 - 121 63.6 6 - 9 133 - —
A1 3T Dog 2018 182371 06 90911 0.6 56,608 0.5 72,370 0.1

T During the period, the group has re-prasanted the UK wholesale lending stage 1 and stage 2 amount. For further detsils, see page 30 The 2018
comparative amounts have aiso been re-presented to reciassify amaunts from fully collateralised to not collatersiised and to mclude not
collateralised amounts previously excluded. The impact of these re-presentations is ta increase stage 1 not collaterslised amounits by £23bn and
decrease fully collateralised amounts by £21bn, increase stage 2 not collateralised amounts and decrease fully colisteralised grmounts by €16n,
and to increase stage 3 not collateralised amounts and decrease fully collateralised amounts by £0.05ba.

In addition to coliateralised lending, other credit enbancements Credit risk associsted with ABSs is reduced through the purchase

are employed and methods used to mitigate credit risk arising of credit defauit swap ['CDS’) protection;

from financial assets. These are described in more detail betow: * Trading loan and advances mainly pledged against cash

* Some securities issued by governments, banks and other collaterals are postad to satisty margin requirements. Thers is
linancial institutions benefit from additional credit limited credit risk on wrading loans and advances since in the
enhancement provided by government guarantees that cover event of default of the counterparty these would be set off
the assets; against the related liabifity. Reverse repos and stock borrowings

o ir natur liateralised.
¢ Debt securilies issued by banks and financial institutions are by their nature collateralised

inGlude asset-backed securities ('ABSs'} and similar instruments
which are supported by underlying pools of financial assets.
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* The group’s maximum exposure to credit risk includes financial
guarantees and similar contracts granted; as well as loan and
other credit-related commitments, Depending on the terms of
the arrangement, we may use additiona$ credit mitigation if a
guarantes is called upon or a loan commitment is drawn and
subsequently defauits.

We participate in transactions exposing us to counterparty credit
risk. Counterpanty credit risk is the risk of financial loss if the
counterparty to a transaction defaults before satisfactorily settling
it. It arises principally from over-the-counter {"QTC") derivatives and
securities financing transactions and is calculated in both the
trading and non-trading books. Transactions vary in value by
reference to a market factor such as an interest rate, exchange
rate or asset price.

The counterparty risk from derivative transactions is taken into
account when reporting the fair value of derivative positions. The
adjustmient to the fair value is known as the credit value
adjustment ["CVA").

The ISDA master agreement is our preferred agreement for
documenting derivatives activity. It is common, and our preferred
practice, for the parties involved in a derivative transaction to
execute a credit suppon annex 'CSA’) in conjunction with the
ISDA master agreement, Under a CSA, collateral is passed

between the parties to mitigate the countarparty risk inherent in
cutstanding positions. The majority of our CSAs are with financial
institutional clients.

Ve manage the counterparty exposure an our OTC derivative
contracts by using collateral agreements with counterparties and
netting agreements. Currently, we do not actively manage our
general OTC derivative counterparty expasure in the credit
markets, although we may manage individual exposures in certain
circumstances.

We place strict policy restrictions an collateral types and as a
conseguence the types of collateral received and pledged are, by
value, highly liguid and of a strong quality, being predominantly
cash.

Where a colisteral type is required to be approved outside the
collateral policy, approval is required from a committee of senior
representatives irom Markets, Legal and Risk.

: . .
LE e [

This section provides further details on the countries and products
comprising personal loans and advances to customers,

Fusther product granularily is also provided by stage, with
geographical data presented for loans and advances to customers,
loans and other credit-related commitments, and financial
guarantees.

“Stage 1
The group
By partfolio . ,
First lign residential mosrtgages Y r080
-~ of which: imerest only (inciuding offser) 3914
~ affordabiity including ARMs 378
_Othet persanal lending o _-7 16,193
~ gther o 5867 750
- credit cards 328

- sacond lien rgsidential mortgeges

23273 1073 a

At 31 Dec 2015
8y geography . o
ug' 3,962 58 837 @ i
France T 17.403 o911 322 18538 a) 15 87} {105)
Germany 200 4& - - . 2a6 . - . ’ —_—
Othar countries 2108 58 148 234 @ m s (60}
At 31 Dec 2019 23,273 1,073 487 24833 R 23) a4 1173)
fotal preacsiand g i brais vl dh
- Nominal amount S o Allowancs for ECL

Stoge 1 Stage?  Stage 3 Total  Stags 1 Stage 2 Stage 3 Total
The group tm £m Em £m €m £m £m &m
w0 o 308 3 Tz an - m L T
frence T T T e s a 1000 - — = -
Gormany o i 120 4 - s - o T
Othercountries T 0 494 8 - 4 E s N BT
At 31 Dec 2019 1.892 88 4 1,984 = 2} = &)

T includes primarily first fien rasidential muortgages in Channel Islands arnd Isle of Man.
2 Excludes performance guarantee conlracts ta which the impairment requirements in IFRS 8 are not applied.
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Gross carmying amount

Allowance forECE

T Smgot1 " Siage 2 Stage 3 Towl  Stage1  Stga2  Stege3d  Tofal
The group Em fm gn O . Ir fm I
Byportolo - e e —
First en residential moriged 632 349 276 7,487 B I T L )
~ of which: interest only finchuding offset] e 2323 244 126 3683 - 4% 324 {35}
— alferdabitty intluding ARMS 290 - = 290 - - == e
Gther personal lending 535887 | 261 feads ) ag ey ai
— othyr RCE g8 7380 15841] ) {157 88} norf
= cradit cars : 39, 16! 389 oy ! e 16}
- gatand Jien residential mortgages S Jm__,ww‘lﬁﬁ,,, - =] e T
At 31 Dec 2018 1,206 527 23,903 [ @n 170} (206)
By gangraphy ~ o I, . .
ug! 92 M 3,249 T I . .
France 84 s Boes_ @) an - doa 22
Germany 40 - 226 I - ’. -
"Otber countres ) 50 175 2,360 i {an 176)
At31 Dec 2018 1.206 520 23803 @ _zn (1700 ¢206)
i3t el g sonal longmo dor foars s othe
" Nominsl amount I " Alowsnea for EGL o
Stage 1 “Stage 2 Stage 3 Torsl | Swmget  Stage:  Swge3 Total

The group fm L fm fm
uk *' 405 3 " 309 T

E— 1,022 n T —_

o o 5 18 -

aih * - ‘ 539 15 L _
A131 Doc 2018 n T g par 54 4 2106 — N - —

1 Ingludes primarily first lien residential martgages in Channel Isiands and Isle of Man.
2 Excludes performance guarantee contracts to which the impairment requirements in IFRS 8 are not applied,

Collateral on loans and advances

The following table provides a quantification of the value of fixed
charges we hold over specific assets where we have a history of
enforcing, and are able to enforce, collateral in satisfying a debt in
the everyt of the borrower failing 1o meet its comractual
obligations, and where the collateral is cash or can be realised by

sale in an established market.

Fhe collateral valuation excludes any adjustment for obtaining and
sefling the collateral and in particular loans shown as collateralised
or partially collateralised may also benefit from other forms of

cradilt mitigants,
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(Audited;

The group

£ 1V ratio:

- lass than 509

- 51%10 60%

~ 6% 10 70% T
- %10 80%

“Partially collaterafised (Al
LTV ratio:

- 0% 0%

S M%BweI20%

% 10 60%
- E1% 10 70%

P 10 80%

- 81% to 90%

- 91% 10 100%

Pi-y‘tially colla}grﬁ;é&(ﬁ_}-j_. o

0% 0 1105

- 1% 10 120%

- greater than mi;[)% '

— coflateral value on 8 S
¥otal

Fully collmeraiised

LTV ratio:

- lessthan50%

-~ 81% to 90%

- 91% 10 100%

Par@igﬂ\;alia}éahée&
LTV rati:

- 101% 10 110% 3 -
Mm% N 14 714 -
= greater than | i - n 871 -
- collareral vaJUgmo};; < o I 1.1} o
Toral - e 237 0.5 14
At 31 Dec 2019 7.925 — 2,948
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Auditeas

" Of which
_Toul [ S
- Gl:ss ECL Gross ECL Gross £CL
exposuIn coverage expasure OVRrag X COVErag
The Qroup Em “ha . Em % £m i3
S(aglﬂ [ e e e — - e T " S
Fully collateraliged ~ — T M Tears o1 za3 . T Tzag T -
[TV ratia [ [ e — i et "~ — ” . Sl

- lews than 50%
5% 10 60%
WL I0%h
- N%wsth
~ B81% 10 90%
- 91%10 100%

“Partially collaterslisod (A);
L1V m;‘,&m
- ‘Iﬂ‘l%l
- %
- _greatar than !2{}%
- caﬂarerai vatue orn A_

Towal

F uilv collalemfrsad
LTV ratio;

- less less than 50% .
- 51%t0 60%
- 61%10 70%
- %o B0%
- A%t 0%
- 9w 0%
Partiafly. oslia;urallsod B}
LTV ratio: o
- 10Vt 110%
S Mi%0 2%
- gmatar lhan 120%
- cq{fgre(al vaiua on 8
TTotal
Swage 3

Pty cnllateral:sed )

. “fo to ?0"/0
- 71‘% o 80

- 91%£o1

i’amaliy cullatarahsed [C;

LTV ratio:

- 111% 10 1£G°/u

- greater lhan 120%
- _collateral s vafue onl 'L
ot

At 31 Dec 2018
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Capital and liquidity risk

3 3% :
<

Details of HSBC s Liguidity and Funding Risk Management
Framework ('LFRF'} can be found in the group's Pillar 3 document.

HSBC requires all operating entities to comply with HSBC Group's
LFRF on a stand-alone basis and to meet regulatory and intemal
minimum reguirements at all times. The liquidity coverage ratio
{'LCR'} and net stabie funding ratio 'NSFR’) are key components
of the LFRF,

The elements ot the LFRF are underpinned by a robust governance
framework, the two major elements of which are:

s Group, regional and entity level asset and lability managemaent
commitiees {'ALCOs’}; and

«  Annual individuatl liquidiy adequacy assessment process
('ILAAP’) used to validate risk tolerance and set risk appetite.

fhe Group's operating entities are predominantly defined on a
country basis Lo reflect the local management of liquidity and
funding. However, where appropriate, this definition may be
expanded to cover a consolidated group of kegal entities or
narrowed to a grincipal office (branch} of a wider legal entity to
reflect the management under internal or regulatory definitions.

The AMM reviews and agrees annually the list of entities i1 directly
oversees and the composition of these entities.

g, . oo g
Liquidity coverage ratio

The LCR aims to ensure that & bank has sufficient unencumbered
high-quality fiquid assets {('HQLA’} to meet its liquidity needs in a
30-calendar-day liquidity stress scenario. HQLA consist of cash or
assets that can be converted into cash at little or no loss of value
in markets.

At 31 December 2019, all the group’s principal operating entities
were within the LCR risk tolerance level established by the Board
and spplicable under the LFRF.

The following 1able displays the individual LCR levels for HSBC
Bank plc's principal operating entities on an £C LCR Delegated
Regulation basis.

At o

31 Do 31 Dec

2019 2018

% %

142 147
R L

us & Burkhardt AG 125 )

1 HSRC France LCR increased rmainly as a result of 8 growth in
corporate deposils. It is to be noted that the ratio iIncorporates 8
change in the parameter as compared to 2018, following the transfer
of Eurcpean Economic Areg branches frorm MSBC Bank plc to HSBC
France in Q1 20139,

Net stable funding ratio

The Net Stable Funding Ratio {"NSFR’) requires institutions to
maintain sufficient stable funding relative to required stable
funding. and reflacts a bank's long-term funding profile (funding
with a term of more than a vear}. i is designed to complement the
LCR.

At 31 December 2018, all the group's principal operating entities
ware within the NSFR risk tolerance level established by the Board
and applicable under the LFRF,

A
31 Do 31 Dec
2013 2018
s . .3 %
H5BC B an S - G223
HSBCFrance® . . . 1
HSHC Trinkaus & Burkhardt AG 121 118

i HSBC Bank pic uses an adjusted NSFR as a basis for establishing
stable funding. The adjusted NSFR requires HSBC Bank plc to
maintain sufficient stable funding and reflects its long term funding
profife. The adjusted NSFR takes into account the anticipated
requiatory changes approved under the Capital Requirements
Regulation and Directive, as implamented ('CRR i), and ather
internal adiustments cormmensurate with the risk profite of the
bealance sheot.

2 in anticipation of amendments under CAR 1l that are not in force as
of balance sheel date, the NSFR is estimated at the level of 127% at
end 2019.

Depositor concentration and term funding maturity
concentration

The LCR and NSFR metrics assume a stressed outfiow based on a
portfolio of depositors within each deposit segment, The validity of
these assurnptions is undermined it the underlying depositars do
not represent a large enough portfotio so that a depositor
concentration exists.

In addition 1o this, operating entities are exposed 10 term re-
financing concentration risk if the current maturity profile results
in future maturities being overly concentrated in any defined
period.

Liquid assets of the group’s principal operating entities

The table betow shows the unweighted liguidity value of assets
categorised as liquid, which is used for the purposes of calculating
the LCR metric. This reflects the stock of unencumbered liquid
assats at the reporting date, using the regulatory definition of
liquid assets.

At Estimatod ALE

liquidity value lijuidity valua
31 Dec 20619 31 Dec 2018
Em fm

'HSBC Bank plc

'HSBC Trinkaus & Burkhardt AG

Level1 S, 5805
level2a . 60
Level2b 520

Sources of funding
Qur primary sources of funding are customer current accounts,
repo and wholesale securities.

The following ‘Funding sources and uses’ table provides a
consolidated view of how gur baiance sheet is lunded, and should
be read in light of the LFRF, which requires operating antities to
manage liguidity and funding risk on a stand-alone basis.

The table analyses our consolidated balance sheet according to
the assets that primarily arise from operating activities and the
sources of funding primarily supporting these activities. Assets
and Habilities that do not arise from operating activities are
prasertted at other balance sheet lines, In 2019, the level of
gustomer accounts continued to exceed the {evel of loans and
advances to customers. The positive funding gap was
predominantly deployed in liquid assets, cash and balances with
central banks and financial investments, as reguired by the LFRF,
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‘z018 2018 2018
£m Em £ _Er_n
T  WUses .
N Ti'l,zss 1EOE!€ Loan'sjnd advances 10 custumms 108,391
23 991 24,632 Loans and advances to| banks ' 11,4567
49,385 46;583 ﬁaverse repurchase agreemants - non-trading 85,756
Debt q;_xéu B 25.039 72171 Caéh cullaleml margin and settlement accounts 40,254
Cash cotlaterm margn na se(ﬂemem accoumg 43 6556 38.661 Assa15 held for sale o
Subortlmatad q.abmu 13,182 13770 Tradngassets L
41,842 36922 - revere repus
21,509 20657 - swockbomowing o
Trading liabifities 48028 954 ; - 84,797 . 82.781
- repos o - 349 L 1,027 Finatwal mvestmems __ 46,464 47,272
- _stock ending 7,498 | 9161  Cash and balances with central banks 51.816 52,013
- ather tading lisbilities _ 40,179,  39376| Other balance sheet assets 194,081 176.657
Total aguity ‘24,012 77.409
"Othey balance sheat labiiites 168,913 146,453
At31Dse ) B 636,491 604,958 At 31 Dec 36,491 604,958

Contingent liquidity risk arising from committed lending
facilities

The group provides customers with committad facilities such as
standlyy facilities to corporate customers and committed backstop
lines to conduits sponsored by the group. Alf of tha undrawn
commitments provided to conduits or external customers are
accounted for in the LCR and NSFR in fine with the applicable
regulations. This ensures that under a stress scenario any
additional outflow generated by increased utilisation of these

Cummnments ta :onduus
Consoln:lnled muln-sellar condum;
- total lines

committed facilities by either customers or the group’s sponsored
conduits will not give rise 1o liquidity risk for the group.

Since the group controls the size of the portfolio of securities heid
by these conduits, no contingent liquidity risk exposure arises as a
result of these undrawn committed lending facilities. In relation to
commitments to customers, the table below shows the level of
undrawn commitments outslanding in terms of the five targest
single facilities and the largest market sector,

Comgltmenls 1o cust

- tve largast

Iargast market seclor

" 2019 2018
Foptnnies £on fbn
- . s s

) L ‘a4 ] 6.6

~ S . .02 23
- s .,2',",,“._m 3.4
,,,,, T a0
7 L. B 8

T Exposures relate 1o the Regency mufn-,seller conduit. This vehicle pmwdes funding to group customers by issuing debt securad by a diversified
poal of customer-originsted assets. In 2019, Regency ceased to be consalidated in HSBC Bank ple's LCR and adjusted NSFR reports.

2 Represents the undrawn balance for the five largast commitied liquidity facilities provided to customers, other than those facilities to conguits.

3 Represents the undrawn batance for the total of all committed liquidity facilities provided to the largest market sector, other than those facilities ©

conayts.

Asset encumbrance and collateral management

An asset is defined as encurnbered if it has been pledged as
coliateral agalnst an existing liability and, as a result, is no loanger
available to the group to secure funding, satisfy collateral needs or
be sold to reduce the funding requirement. Coliatera! is managed
on an operating entity basis consictent with the approach to
managing liquidity and funding. Available collateral held in an
operating entity is managed as a single consistent collzteral pool
from which each operating entity will seek to optimise the use of
the available collateral. The objective of this disclosure is 10
facifitate an understanding of available and unrestricted assets
that could be used to support potential future funding and
collateral needs. The disclosure is not designed to identify assets
which would be available to meet the claims of creditors or to
predict assets that would be available to creditors in the event of a
resolution or bankruptcy.
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o £m £m
Total on-balance sheet assets at 31 Dac o o - 636,49 604,958
Lms —— s - RO T—— - ———
o r;verse repotsmck bormwmg receivables and derivative aasels ) . T L e {26§ 7_62} (73f 020}
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~ fair value of colla!e:al mcewcd in rel;mon 10 revmse repo/stonk borrowmgfdenuanves 1hal is avallable to sel! or repledge - 239.032“ 250,2777
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Where appropriate, we apply similar risk management policies and
measurement technigues 10 both trading and non-trading
poartlofios. Our objective is to manage and control market risk
exposures to optimise return on risk while maintaining & market
profile consistent with HSBC Group's status as ane of the world's
largest banking and financial services organisation.

The nature of the hedging and risk mittigation stralegies performed
across the group corresponds to the market risk management
instruments available within each operating jurisdiction. These
strategies range from the use of traditional market instruments,
such as interest rate swaps, o more saphisticated hedging
strategies to address a combination of risk factors arising at
porttotio level,

Market risk governance
fAuciiea)

Market risk is managed and controlled through limits approved by
the RAMM of the HSBC Group Management Board ('GMB’) for
HSBC Holdings and the global businesses. These limits are
allocated across business lines end agreed with HSBC group's
legal entities, including HSBC Bank pic.

The management of market risk is principally undertaken in
Markets using risk limits allocaeted from the risk appetite, which is
subject 10 HEBC Bank plc RMM ratification. Limits are set for
portfolios, products and risk types, with market hiquidity being a
primary factor in daetermining the leve! of limits set.

Global Risk is responsible for setting market risk management
policies and measurement techrigues. Each major operating entity
has an independent market risk management and control function
which is responsible for measuring market risk exposures in
accordance with the policies defined by Global Risk, and
monitoring and reporting these exposuwes against the prescribed
lirnits on a daily basis.

Each operating entity is required to assess the market risks arising
on each product in its business and to transter themn to either its
local Markets unit for management, to Balance Sheet
management bopks or to separate books managed under the
supervision of the local Asset-Liability Committee ['ALCO’).

The aim is to ensure that ali market risks are consolidated within
operations which have the necessary skills, tools, management
and governance to manage them professionally. in certain cases
where the market risks cannot be fully transferred, the group
identifies the impact of varying scenarios on valuations or on net
intergst income resulting from any residual risk positions.

Madel risk is gaverned through Modet Oversight Committees
{"MOCs’) at the regional and global Wholesale Credit and Market
Risk levels. They have direct oversight and approval responsibility
for all traded risk models utilised for risk measurement and
management and stress testing. The MOCs prioritise the
development of models, methodologies and practices used for
traded risk managsmaent within the HSBC group and ensure that
they remair within our risk appetite and business plans. The
Markets MOC reports into the HSBC group MOC, which oversees
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all model risk types at group level. The group MOC informs the
HSBC Group RMM about material issues at least on a bi-annual
basis. The RMM is the HSBC Group's 'Daesignated Committes’
accarding to regulatory rules and has delegated day-to-day
governance of all traded risk models to the Markets MOC.

The control of market risk in the trading and non-trading portfolios
is based on a policy restricting individual operations to trading
within a list of permissible instruments authorised for each site by
Global Risk, entorcing new product approval procedures, and
restricting trading in the more compiex derivalive products only to
offices with appropriate levels of product expertise and robust
control systems.

Market risk measures

Our objective is to manage and control market risk exposures
while maintaining a market profile consistent with the group’s risk
appetite.

We use a range of Lools ta monitor and limit market risk exposures
including sensitivity analysis. vaiue at risk {"VaR'), and stress
testing

Sensitivity analysis measures the impact of individua! market
factor movements on specific instruments or portfolios, mcluding
interest rates, foreign exchanye rates, credit spreads and equity
prices, such as the effect of & one basis point change in yield. We
use sensitivity measures to monitor the market risk positions
within each risk type. Sensitivity lirnits are set for portfolios,
products and risk types, with the depth of the market being one af
the principal Tactors in determining the level of limits set.

Value at risk

VaR is a technique that estimates the potential losses on risk
positions as a result of movernents in market rates and prices over
a specified time horizon and 10 a given level of confidence. The
use of VaR is integrated into market risk management and is
calculated for ali trading positions regardifess of how the group
capitalises those exposures. Where there is not an approved
internal model, the group uses the appropriate local rules to
capitalise exposures.

In addition, the graup calculates VaR for non-trading portfolios in
arder to have a complete picture of risk. The models are
predominantly based on historical simutation. VaR is calculated at
a 99% confiderice fevel for a one-day holding period. Where we do
not calculate VaR explicitly, we use alternative toals as
summarised in the Market Risk Stress Testing section,

The VaR models used by us are based predominantly on historical
simuiation, These models derive plausible future scenarios from
past series of recorded miarkef rates and prices, taking into
account inter-relationships between different markets and rates
such as interest ratas and foreign exchange rates. The models also
incorporate the efect of option features on the underlying
auPOSUres,




The historical simulation models used incorporates the folfowing
features:

= historical market rates and prices are calculated with reference
to foreign exchange rates and commodity prices, interest rates,
equity prices and the associated volatilities;

* potential market movements ulilised for VaR are calculated
with reference to data from the past two years; and

* VaR measures are calculated to a 99% confidence level and use
a one-day holding period.

The nature of the VaR models means that an increase in observed
matket volatility will most likely lead to an increase in VaR without
any changes in the underlying positions.

Although a valuable guide to risk, VaR shoulg always be viewed in
the context of its limitations. For example:

= the use of historical data as a proxy for estimating future events
may not encompass all potential events, particularly those
which are extreme (n nature;

s the use ol 4 holding pericd assumes that all positions can be
liguidated or the risks offset during that period. This may not
fully reflect the market risk arising at times of severe illiquidity,
when the holding period may be insufliciant to liquidate or
hedge al! positions fully;

+ the use of a 99% confidence level by definition does not take
into account losses that might occur beyend this tevel of
confidence; and

= VaR is calculated on the basis of exposures outstanding at the
close of business and therefore does not necessarily reflect
intra-day exposures.

Other basis risks which are not comptataty covered in VaR, such
as the Libor tenor basis, are complemented by our risk not in Vaf
{'RNIV) ealeulations, and are integrated into our capital
framework.

Risk factors are reviewed on a regular basis and either
incorporated directly in the VaR muodels, where possible, or
quantitied through the VaR-based RNIV approach or a stress test
approach within the BNIV framewaork. The outcome of the Vafl-
based RNIV is included in the VaR calculation; a stressed VaR
ANIV is also computed for the risk factors considered in the VaR-
based RNIV approach.

Stress-type RNIVs include a gap risk exposure measure to capture
risk on non-recourse margin loans and a de-peg risk measure to
captura risk to pegged and heavily managed currencies.

Stress testing is an important procedure that is integrated into our
market risk Management tool to evaluate the potential impact on
portiolio values of more extreme, although plausible, svents or
movements in a set of financial variables. In such scenarios, losses
can be much greater than those predicted by VaR modeiling.

Stress testing is impiemented at legal entity, regional and overall
Group levels. A standard set of scenarios is utilised consistently
across all regions within the HSBC group. Scenarios are tailored to
capture the relevant events or market movements at each level.
The risk appetite around potential stress losses for the group is set
and monitored against referral Hmits.

Market risk reverse stress tests are undertaken on the premise that
there is a fixed loss. The stress testing process identifies which
scenarios lead to this Iogs, The rationale behind the reverse stress
test is 10 understand scenarios which are beyond normal business
settings that could have contagion and systemic implications.

Stressed VaR and stress testing, together with reverss stress
testing and the managament of gap risk, provide management
with insights regarding the "tail risk’ beyend VaR for which the
group's appetite s limited.

Trading portfolios

We routinely validate the accuracy of our VaRk models by back-
testing them against both actual and hypothetical profit and loss
against the corresponding VaR numbers. Hypothetical profit and
loss exciudes non-modelled items such as fees, commissions and
revenues of intra-day transactions.

We would expect on average to see two or three profits in excess
of the VaR at 1% confidence level and two or three losses in
excess of VaR at the 89% confidence level over a one-year period.
The actual number of profits or losses in excess of VaR over this
period can therefore be used to gauge how well the models are
performing.

We back-test cur VaR at various entity hierarchy levels, Back-
testing using the regulatory hierarchy includes entities which have
appraval to use VaR in the calculation of market risk regulatory
capital requirement.

Non-trading portfolies

Mon-trading VaR of HSBC Bank pl¢ includes the interest rate risk
of non-trading financia! instruments held by the global businesses
and transterred into portfolios managed by Balance Sheet
Management ("BSM') or Asset, Liability and Capital Management
(ALCW} functions. In measuring, monitoring and managing risk in
our non-trading portfolios, VaR is just one of the tools used. The
management of interest rate risk in the banking book is described
further in 'Non-trading interest rate risk” below, including the role
of BSM. The Group's and HSBC Bank plc's control of market risk
in the non-trading portfolios is based on transferring the assessed
market risk of non-trading assets and liabilities created outside
BSM or Markets, to the books managed by BSM, provided the
market risk can be neutralised. The net exposure is typically
managed by 8SM through the use of fixed rate government bonds
(liquid asset held in held-to-collect-and-sale {{HTCS' bocks)} and
interest rate swaps. The interest rate risk arising from fixed rate
government bonds held within HTCS portfolios is reflected within
the group’s non-trading VaR. Interest rate swaps used by BSM are
typically classified as either a fair value hedge or a cash flow
hedge and included withia the group’s non-trading VaR, Any
market risk that cannot be neutralised in the market is managed
by HSBC Bank plc ALCM in segregated ALCO books.

Structural foreign exchange exposure

Structural foreign exchange exposures represent the group's net
investmenis in subsidiaries, branches and associates, the
functional currencies of which are currencies other than sterling.
An antity’s functional currency is that of the primary economic
environment in which the entity operates.

Linrealised gains or losses due to revaluations of structured foreign
oxchange exposures are recognised 1n other comprehensive
income, whereas other unrealised gains or losses arising from
revaluations of foreign exchange positions are reflected in the
mngome staterent.

The group's structural foreign exchange exposures are managed
with the primary objective of ensuring, where practical, that the
group’s consolidated capital ratios and the capital ratios of
individual banking subsidiaries are largsly protected from the
eflect of changss in exchange rates. We hedge structural foreign
exchange exposures only in limited circumstances.

Interest rate risk in the banking book

interest Rate Risk in the Banking Book {'IRRBB') is the risk of an
adverse impact to earnings or capital due to changes in market
interest rates. IRRBB is generated by our non-traded assets and
liabilities. The ALCM function is responsible far measuring and
controliing IRRBB under the supervision of the RMM who approve
risk limits used in the management of interest rate risk. IRRBB ig
transferred to and managed by BSM, who are overseen by
Whotleszle Market Risk and Product Control functions.
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The bank's IRABB can be segregated into the following drivers:

» Managed rate risk — the risk that the pricing of praducts, which
are dependent upon business line decisions, do not corretate to
movements in market interest rates.

» Re-investment risk — the risk arising due to change :n rates
when behaviouralized balances are reinvested as per the
transfer pricing policy.

+ Basis risk - the risk arsing from assets and liabilities that are
priced referencing different market indices creating a repricing
mismatch.

* Prepayment risk ~ the risk that the actual customer prepayment
in different interest rate scenarios does not match the profile
used to hedge the inlerest rate risk.

* Duratian risk ~ the risk that there are changes in the maturities
of assets and liabilities due to changes in interest rate, which
create or exacerbate a mismatch,

ALCM monitors and control non-traded interest rate risk as well ag
reviewirlg and chalienging the business prior to the release of new
products and proposed behavioural assumptions used for hedging
activities, ALCM is alsa responsible for maintaining ang updating
the transfer pricing framework, infarming ALCO of the group’s
overall banking boak interest rate risk exposure and managing the
balance sheet in conjunction with BSM.

The internal transfer pricing framework is constructed to ensure
that structural interest rate risk, arising dus to differences in the
repricing timing of assets and liabilities, is transferred to BSM and
business lines are correctly allocated income and expense based
on the products they write, inclusive of activities 1o mitigate this
risk. Contractual principal repayments, payment schedules,
expected prepayments, contractual rate indices used for repricing
and interest rate reset dates are examples of elements transferred
for risk management by BSM,

The internal transfer pricing framework is governed by ALCO
whose responsibility it is to defina each operating entity's transfer
pricing curve as well as to review and approve the transfer pricing
policy, including behaviouralisation assumptions used for products
where there is either no defined maturity or where customer
optionality exists. ALCO is also responsible for monitoring and
reviswing the overall structural interest rate risk position. Interest
rata behaviouratisation policies have to be formulated in line with
HSBC group’s behaviouralisation policies and approved at keast
annually by local ALCOs.

Non-traded assets and fiabilities are transferred to BSM based on
their repricing and maturity characteristics. For assets and
liabilities with no detined maturity or repricing characteristics
behaviouralisation is used to assess the interest rate risk profile.

BSM manages the banking book interest rate positions transferred
to it within the Markets Risk limits approved by BMM. Effective
governance across BSM is supported by the dual reporting lines it
has 1o the Chief Executive Officer of GB&M and to the HSBC
Group Treasurer, BSM will only receive non-trading assets and
liabilities as long as they can economically hedge the risk they
receive. Hedging is generally managed through vanilla interest rate
derivatives or fixed rate government bonds. Any interest rate risk
which BSM cannot ecanomically hedge is not transterred end will
remain within the business line where the risk is aoriginated.

The faollowing measures are used by ALCM to monitor and control
interest rate risk in 1he banking book including:

*« non-traded VaR;
*» Net interest Incoma {'NII') sensitivity; and
s Economic Value of Equity ('EVE').

Non-traded VaR uses the same models as those used in the
trading book but for banking book balances.

NIt sensitivity reflects the group’s sensitivity of eamings to
changes in market interest rates. Entities forecast both one year
and five year Nil sensitivities across a range of interest rate
scenarios based on a static balance sheet assumption. Sites
include business line rate pass-on assumpticns, re-investment of
maturing assets and liabilities at market rates per shock scenario
and prepayment risk, BSM is modelled baged on no management
actions i.e. the risk profile at the month end is assumed to remain
constant throughotut the forecast horizon.

Neot interest income sensitivity

A principal part of our management of non-traded interest rate risk
is to monitor the sensitivity of expected NIt under varying interest
rate scenarios {simulation modelling), where all other economic
variables are held constant. This monitoring is undertaken by
ALCO.

The group applies a combination of scenarios and assumptions
relevant to the businesses as well as applying standard scenarios
that are required throughout HSBC group.

Economic value of equity

EVE represents the present value of the future banking book cash
flows that could be distributed to equity providers under &
rmanaged run-off scenario, i.e. the current book value of equity
plus the present vajue of future net interest income in this
scenario. EVE sensitivity is the extent 1o which the EVE value will
change due 1o a pre-specified movement in interest rates, where
al other economic variables are held constant.

Detinaed benefit goansion scheme

Market risk also arises within the Bank's defined benefit pension
schemes to the extent that the obligations of the schemes are not
fully matched by assets with determinable cash flows. Refer to
Pension risk section on page 70 for additional information.

H B R I

Market risk 15 the risk that movements in market factors, including
foreign exchange rates and cormmodity prices, interest ratas,
credit spreads and equity prices will reduce the group’s income or
the value of its poniolios.

Theare were no material changes to our paolicies and practices for
the management of market risk in 2019.

Exposure 1o market risk is separated info two portfolios.

Trading portiolics comprise positions arising from market-making
and warehousing of customer-derived positions.

Non-trading portfolios including BSM comprise positions that
primarily arise from the interest rate management of the group’s
retail and commercial banking assets and liabilities, financial
investments designated as held-to-collect-and-sale {'HTCS'}, and
exposures arising from the group’s insurance operations.

Trading portfolios

{Audited)

Trading VaR predominantly resides within Global Markets where it
was £24.9m at 31 December 2018 compared with £39.6m at

31 December 2018. The Total Trading VaR has been fairly volatile
in 2019; it first decreased during Q1 in line with the IR, FX and EQ
Trading Vars which all reduced during this period. It then increased
in Q2 back to its beginning of vear leve), driven by changes in
positions under the IR and C$ asset classes. # stayed roughly
stabie during Q3 before decreasing in Q4, predominantly driven by
the CS and IR Var. This reduction was the result of risk position
changes as well as ongoing improvement of times series and
meathodaologies.
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7
urisystematic market risk that occurs when combining & number of different

Portfolio diversification is the market risk dispersion effect of holding a portfofio containing different risk types. It represents the reduction in

risk types, for example. interest rate. equity and foreign exchange,

together in one portfolio. It is measured as the diffarence between the sum of the VaR by individual risk type and the combined total VaR. A
negative number reprasents the benefit of portfolio diversification. As the maximum occurs on different days for diffarent risk types, 1t is nat

meaningful to calculate & portfolio diversification beneffit for this measure.

In 2019, the bank experienced three back-testing exceptions, one
against actual gain, ane against actual loss and cne against
hypathetical gain. There was no evidence of model failure or
contzol error,

Non-trading portfolios

JAwdited!

The non-trading Var in 2019 was driven by interest rate risk in the
banking book arising from BSM and ALCO book positions. The
fluctuations in VaR during the year was mainly due to the active
management of the securities portion of the Liquid Asset Buffer
{'LAB') by the BSM business. Throughout the year, HSBC Bank
plc's BSM business has on average increased the securities
portion of the LAB via purchase of cutright securities, increasing
the IR outright sensitivity; this has had a net diversification VaR
benefit with the rest of the positions in the banking book.

The daily levels of total non-trading Vafl over the last year are set
out in the graph below.

The total VaR is non-additive across risk types due to diversification effect and it includes VaR RNIV.
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together in ane portfoho, It s measured as the difference betyeen the surn of the VaR by individual risk type and the cambined totel VaR. A
negative number represents the benefit of portfolio diversification. As the maximutn occurs on different dsys for different risk types, it is not

meaningfii ta calculate @ portfolic divarsification benefit for this measure.
2 The total VaR is non-additive across risk types due to diversification sffect.

Structural foreign exchange exposures

The group's structural foreign currency exposure is represented by
the net asset value of its foreign currency equity and subordinated
debt investrments in subsidiary undertakings, branches, joint
ventures and assaociates.

Far our policies and procedures for managing structural foreign
exchange exposures, see page 65 of the 'Risk management’
section.

2019 2018

£fm £m
- 8,446 12,866
1005 00 805

South African rand ’ ’ o 324 357
Russian rouble - - 188 o asT
“Others, pach tss than £150m T A 433
At 31 Dec — ] 10,370 14,658

The decrease in gur Euro structural foreign exchange exposure is
primatily due to the impairment of the bank's investment in HSBC
France. For further details refer to Note 18 on page 143.
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Overview

Resdience risk is the risk that wa are unable to provide critical
services to our customers, affiliates and counterparties, as a result
of sustained and significant operational disruption.

Sustained and significant operational disruption means events that
atfect:

« the stability of the financial system,

* the viability of the bank and our industry peers; or
* 1he ability of our customers tg access our services,
Governance and structure

Within the group, Resilience Risk is managed within our RMM and
Risk Commitiee, with a clear escalation path into the GRMM.

Key risk management process

Operational resilience is our ability 1o adapt operations 1o continue
functioning when an operational distwbance occurs. We measure
resifience in terms of the maximum disruption period or the impact
tolerance that we are willing to accept for a business service.
Rasilience risk cannot be managed down to zero, so we
concentrate on critical business and strategic change programmes
that have the highest potential 1o threaten our ability to provide
continued service to our customers. Jur rasilience sirategy is
focused on the establishiment of robust back-up plans, detailed



response methods, alternative delivery channels and recovery
options.

L o sev et os .
Overview

The Regulatory Compliance sub-function {'RC’) provides
independent, objactive oversight and chalienge, and promotes a
compliance-orientated culture that supports the business in
delivering fair cutcomes for customers, maintaining the integrity of
tinancial markets and achieving H5BC's strategic objectives.

Key developments in 2019

There were no material changes (o the policies and practices for
the management of RC risk in 2019, excepl for the following:

« The Board of HSBC Bank plc maintains oversight of conduct
matters following the demise of the Conduct and Values
Compnittee.

= We implemented a nurmber of itiatives to raise our standards
in relation to the conduct of our business, as described below
under 'Conduct of business’.

Govarnance and structure

The Europe Head of RC reports inta the Global head of RC.
Regulatory Compliance and Financial Crime Risk were integrated
inte a new Compliance function in 2019 which is headed by the
Group Cheef Compliance Officer. RC continues to be structured ag
a global sub function with regional and country RC teams, which
suppart and advise each global business and global function.

Key risk management processes

We regularly review our policies and procedures. Global policies
and procedures require the promgpt identification and escalation of
any actual or potential regulatory breach to RC. Reportable evenis
are escalated to the bank’s RMM and Risk Cormmittee, as
appropriate. Matters relating to the Group's reguiatory conduct of
business are reporied to the Group Risk Committee.

Conduct of businass

In 2019, we have continued to highiight ¢conduct requirements, as
a globat principle and elsewhere withins the risk management
framowork, reflecting the individual responsibility and
accountability we bave for delivery of good conduct nutcomes for
custorners and market inegrity. Other key activities in 2019
included:

* the inclusion of an annual conduct objective in performance
management scorecards for executive Directors, Group
Managing Directors, Group Generaf Managers and Country
CEOs across all regions, business lines, global functions and
HSBC Operations Services and Tachnology, Executive Directors
are also now subject to a new separate conduct-focused 'long-
term incentive” measure,

« further devetopment of digital products and supporting
processes to ensure our digital ofterings deliver fair outcomes
for customers. Governance and controls continue to be
strengthoned to ensure they remain fit for purpose as new
technoiogy is introduced.

= enhanced globat policy requirements helping customers who
are, or may become, vulnerable. Business line-led initiatives in
specific markets have addressed suppon for appointed
representatives of vulnerable customers, customers in financiat
distress, financia! inclusion, and a pilot programme of training
to help customers with or affected by cancer or dementia; and

* the delivery of our fifth annual glebal mandatory training course
on conguct for all employees. This is compiemented by an
ongoing programme of newsletter, intranet and live-streamed
commisnications, mntermal surveys of staff sentiment regarding
progress in delivering good conduct, and conduct awareness
campaigns.

Further information on our conduct is provided in the Strategic
Report on page 7 and www.hsbec.com/conduct, and for conduct-
related costs relating to significant items, see page 14,

Overview

Financial crime risk is the risk that we knowingly or unknowingly
help parties 10 commit or to further potentialty iliegal activity.
Financial crime risk arises from day-10-day banking operations.

Key developments in 2019

During 2019, we continued to increase owr afforts to strengthen
our ability to combat financial crime. We integrated into our day-
to-day operations the majority of the financial grime risk core
capabilities delivered through the Giobal Standards programme,
which we set up in 2013 to enhance our sk management
policies, processes and systems. The global programme
infrastructure closed in 2019, and we have begun several
initiatives to define the next phase of financial grime rigk
management

= AMIL and Sanctions are now largely embedded. and we are
continuing gevelopments in the ABEC and Tax space.
Embedding of our AB&C programme is expected to be finalised
by the end of 1020, and the transition of Tax Transparency
responsibilities from Tax to FCC has now been completed,
augmented by awarenass sessions and updated procedures.

* Woae continued to strengthen our anti-fraud capabilities,
focusing on threats posed by new and existing technologies,
and have delivered a comprehensive fraud training programme
to qur pecple.

+  We continued to invest in the use of artiticial intelligence ('Al’)
and advanced analytics techniques to deveiop a financial crime
risk management framework for the future.

*  We launched industry-leading anti-money lavndering ('AML")
and sanclions autoemation systems to detect and disrupt
financial crime in imernational trade. These systems will haip
strengthen our ability to fight financial grime through the
identification of criminal activity and networks.

Governance and structure

Since establishing a global framework of financial crime risk
management committees, in the first quarner of 2018, we have
continued to strengthen and review the eftectiveness of our
govarnance framework to manage financial crime risk. Formal
govemance committees are held across all countries, territories,
regions and ines of Business, and are chaired by the respective
CEOs. They help to enable compiiance with the letter and the spirit
of all applicable financial crime comgliance laws and regulations,
as weil as our own standards, vakues and policies relating to
financial crime risks. Significant changes have been made to
simplify the FCC Europe structure, making us more efficient,
providing <learer pathways for our stakeholders, and aligning to
the FCC qualities of judgement, guality, speed and tlexibitity. The
Regional Head of FCC for Continental Europe and France has baen
appuinted, in a merged role reflecting the ring-fencing of the UK
ring-fenced bank and Europe restructuring. Following the
successful split of HSBC's UK based operations in 2018, the
estabiishment of the HSBC London Office ('HBLO') management
construct has allowed HSBC to separately manage the activity
retated to the UK non-ring-fenced bank {"NRFB'} businesses.

Key Risk management processes

We continued to deliver 8 programme to further enhance the
policies and controls around identifying and managing the risks of
bribery and corruption across our business, Qur transformation
programme continued te focus on our anti-fraud and anti-1ax
evasion capabilities. Further enhancements have been made to our
governance and policy frameworks, and to our management
information reporting on the effectiveness of our financial crime
controls. We are investing in the next generation of capabilities to
fight financial crime by applying advancad analytics and Al. We
remain committed to enhancing our risk assessment capabilities
and to delivering more proactive risk management.

Working in partnership with the public sector and other financial

institutions is vital to managing financial crime risk. We are a
strong proponent of public-private partnerships and participate in
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infarmation-sharing initiatives 10 better understand these risks so
1hal they can be mitigated more effectively.

Suilled Personfindependent Consultant

Following expiration in December 2017 of the anti-money
laundering Deferred Prosecution Agreement entered into with the
JS Department of Justice {"DoJ'}, the then Monitor has continued
to work in his capacity as a Skilied Person under Section 166 of
the Financial Services and Markets Act under the Direction issued
by the UK Financial Conduct Authority {"FCA") in 2013. He has aiso
continued 1o work in his capacity as an Independent Consultant
under & cease-and-desist order issued by the US Federal Reserve
Board {'FRB").

The Skilled Person has assessed HSBC's progress towards being
able to effectively manage its financial risk on a business-as-usual
basis. The Skilled Person issued several reports in 2019. The
Skilled Person has noted that HSBC continues to make material
progress towards its financial crime rigk target end stata in terms
of key systems, processes and people. Nonetheless, the Skilled
Perscn has identified some areas that require further work befora
HSBC reaches a business-as-usual state. Rellectiva of HSBC's
significant progress in strengthening its financial crime risk
management capabilities, HSBC's engagement with the current
Skilled Person will be terminated and a new Skilled Person with a
narrower mandate will be appointed to assess the remaining areas
that require further work in order for HSBC to transition fully to
busginess-as-usual financial crime risk management.

The Independent Consultant completed his sixth annual
assessment, which was primarily focused on HSBC’s sanctions
programme. The Independent Consultant concluded that HSBC
continues to make significant strides toward establishing an
eftective sanctions compliance programmae, commending HSBC's
material progress since the fifth annual assessment in 2018,
However, he has determined that certain areas within HSBC's
sanctions compliance programme require further work. A seventh
annual assessment will take place in the first quarter of 2020. The
Independerit Consultant will continue to carry out an annual OFAC
compliance review at the FRB's discretion.

Ponston risk
Governance and structure

A global pension risk framewaork and accompanying glohal
policies on the management of risks related to defined benefit and
defined contribution plans are in place. Pension nsk is managed by
a network of local and regional pension risk forums. During H2 of
2019, the group's Europe Pension Oversight Farum (‘POF'}'s
responsibilities changed and oversight of the largest two sections
of the HSBC Bank {UK) Pension Scheme wera removed. The
governance and oversight of the Bank's section of this schame
and all other pension plans sponsored by HSBC within its
Furopean operations remain the responsibility of the Europe POF.
The membership was revised at this time and the Furope POF is
now chaired by the Bank's Head of Risk strategy.

Key risk management processes

HSBC provides future pension benefits on a defined contribution
basis from many of its European operations. However; there
remain future defined benefit pensions provided in the region.

In defined contribution pension plans, the contributions that HSBC
is required to make are known, while the ultimate pension benelit
will vary, typically with investment returns achieved by investment
choices made by the employee. While the market risk to HSBC of
detined contribution plans is low, tha bank is still exposed to
operational and reputational risk.

In defined benefit pension plans, the level of pension benefit is
known. Therefore, the level of contributions required by HSBC will
vary due 10 a number of risks, inciuding:

» investments delivering a return betow that required to provide
the projected plan benefits;

= the prevailing economic environment leading to corporate
fadures, thus triggering write-downs in asset values (both
equity and debt);
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s achangs in either interest rates or inflation, causing an
increase in the value of the plan jiabilities; and

+ plan members living longer than expected (known as
longevity nsk).

Pension risk is assessed using an economic capital model that
takes into account potential variations in these factors. The impact
of these variations on both pension assets and panasion liabilities is
assessed using a one-in-Z00-year stress test. Scenario analysis
and other stress tests are also used to support pension risk
management.

To fund the benefits associated with defined benetit plans,
sponsoring Group companies, and in some instances empioyees.
make reguiar contributions in accordance with advice from
actuaries and in consuitation with the plan’s trustees where
relevant. These contributions are normally set to ensure that there
arg sufticient funds to meet the cost of the acecruing benefits for
the future service of active members. However, higher
contributions are required when plan assets are considered
insufficient to caver the existing pension liabilities. Cantribution
rates are typically revised annually or once every three years,
depending on the plan.

The defined benefit plans invest contributions in a range of
investments designed to limit the risk of assets failing 10 meet a
plan‘s liabilities. Any ¢hanges in expected returns from the
investments may also change future contribution reguirements. In
pursuit of these long-term objectives, an overali target allocation
of the defined benefit plan assets between asset classes is
estabiished. In addition, each permitted asset class has its own
benchmarks, such as stock market or property valuation indices or
liability characteristics. The benchmarks are reviewed at least once
every three 1o five years and more frequently if required by local
legiglation or circumstances. The procass generally involves an
extensive asset and liability review.

T e
Overviaw

Model risk is the potential for adverse consaquences from
business decisions informed by models, which can be exacerbated
by emors in mathodology, design or the way they are used. Model
rigk arises in both financial and non-financial contexts whenevar
business decision making includes reliance on modals.

Key developments in 2019

in 2019 we carried out a number of initiatives to further develop
and embed the Model Risk Management sub-function, including:

* We appeinted a Head of Model Risk Management for the
group.
We refined the modael risk policy to enable a more risk-based
approach to modeal risk management.

+ Wae conducted a full review of model governance arrangements
overseeing model risk across the group, resulting in a range of
enhancements to the underlying structure to improve
effectiveness and increase business engagement,

+ Woe designed a new target operating mode! for Model Risk
Management, referring to internal and industry best practice.

On 1 January 2020, corporate exposures subject to the UK loss-
given-default model moved from the advanced to the foundation
internal ratings-based approach.

Governance and structure

Maodel Risk Management is headed by the group’s Maodel Risk
Steward and is structured as a sub-function within Risk Strategy.
The group's Model Risk Management teams support and advise
the CRO on model risk,

Kay risk management processes

Global responsibility is delegated from the Risk Managsment
Meeting of the Board to the Global Model Risk Committee, which
is chaired by the Group Chief Risk Officer, This commitlee
regularly reviews our model risk management policies and
procedures, and requires the first line of defence to demonstrate




comprehensive and effective controls based on a library of model
risk cantrols provided by Mode! Risk Management. The Global
Model Risk Committee delegates responsibilities to oversee model
risk in the group to the group's Model Risk Committee chaired by
the CRO.

Model Risk Management also report on model risk to senior
management on a regufar basis through the use of the risk map,
risk appetite metrics and top and emarging risks.

We regularly revievy the effectiveness of these processes,
including the mode| oversight committee structure, to ensure
appropriate understanding and ownership of model risk 1s
embedded in the bysinesses and functions.

' R s
. Pt <1

There were no matarial changes to our palicies and practices for
the management of nsks arising n our insurance manufaciuring
operations in 2019,

Governance
tAudied!

Insurance risks are managed to a defined risk appetite, which is
aligned to the bank’s risk appetite and risk management
framework, including the three lines of defence madel. For details
on the governance framewaork, see page 20. The Group Insurance
Risk Management Maeting oversees the control framework
globally and is accountable to the RBWM Risk Managernaent
Meeting on risk matters relating to the insurance business.

The monitoring of the risks within the insurance operations is
carried out by insurance risk teams. Specific risk functions,
including Wholesale Credit & Market Risk, Operatianal Risk,
Information Security Risk and Financial Crime Risk. support
Insurance Risk teams in their respective areas of expertise.

Stress and scenario testing
iAuchred,

Stress testing forms a key part of the risk management framework
for the insurance business. We participate in iocal and Group-wide
regulatory stress tests, including the Bank of England stress test of
the banking system, the European Insurance and Occupational
Pensions Authority stress test, and individual country ingurance
regulatory stress tests,

These have highlighted that a key risk scenario for the insurance
business is a prolonged low interest rate environment. In order to
mitigata the impact of this scenario, the insurance operations are
taking & number of actions including repricing some products to
reflect lower interest rates, faunching less capital intensive
products, investing in more capital efficient assets and developing
investment strategies to optimise the expected returns agains? the
cost of economic capital.

Management and mitigation of key risk types

Cur insurance manufacturing operations are subject to financial
risk, including market risk, credit risk and hquidity risk, and
insurance risk.

All our insurance manufacturing subsidiaries have market risk
mandates which specify the investrment instruments in which they
are permitted tv invest and the maximum quantum of market risk
which they may retain. They manage market risk by using, among
others, some or all of the techniques listed below, depending on
the nature of the contracts written:

* For products with discretionary participating features {({DPF'),
adjusting bonus rates to manage the liabilitias to policyholders.
The effect is that a significant portion of the market risk is
bomne by the policyhoelder.

» Asset and liability matching where asset portfolios are
structured t¢ meet projected Lability cash flows. The Group
manages its assets using an approach that considers assat
quality, diversification, cash flows matching, liquidity, volatility
and target investment return. It is not always possible to maich
asset and liability durations due to uncertainty over the recaipt

of alt future pramiums and the timing of claims, and also
because the forecast paymant dates of Habilities may exceed
the duration of the longest-dated investments available. We use
models to assess the effect of a range of future scenarios on
the values of assets and associated liabilfties, and local ALCOs
emplay the cutcomes in determining how to bast structure
asset holdings to support liabitities.

» Using derivatives to protect against adverse market movements
or better match liability cash Hlows,

*  For new products with investment guarantees, considering the
cost when determining the level of premiums or the price
structure.

= Peariodically reviewing products identified as higher risk, which
contain investment guarantees and embedded optionality
faatures linked to savings and investment products, for active
management.

*  Dasigning new products 10 mitigate market risk, such as
changing the investment return sharing between pelieyholders
and the shareholder.

« [Exiling, 1o the extent possible, investment portfolios whose risk
is considered unacceptable.

* Repricing premiums charged on new contracts to
policyholders.

QOur insurance manufacturing subsidiaries are responsible for the
credit risk, quality and performance of their investmenrt portfolios.
Qur assessment of the creditworthiness of issuers and
courtterparties is based primarily upon internationally recognised
credit ratings and other publicly available information.

Investment credit exposures are rmonitored against limits by our
insurance manufacturing subsidiaries, and are aggregated and
reporied to HSBC Group Insurance Credit Risk and Group Credit
Risk functions. Stress testing is performed on the investment
credit axposures using credit spread sensitivities and delault
probabilities.

We use a number of tools 1o manage and monitor credit risk,
These include a credit report which contains a watch-list of
nvestments with current credit concerns, primarily investments
that may be at risk of future impairment or where high
concentrations to counterparties are present in the investmem
portfolio. The rapart is circulated monthly to senior management
in Group Insurance and the individual country chief risk officers to
identify investments which may be at risk of future impairment.

Risk is managed by cash flow matching and maintairnag sutficient
cash resources, investing in high credit-quality investments with
deep and liguid markets, monitoring investment cancentrations
and restricting them where appropriate, and establishing
committed contingency borrowing facilities.

Insurance manufacturing subsidiaries are required ta complete
quarterly liquidity risk raparts for HSBC Group insurance Risk
function and an annual review of the liguidity risks to which it is
exposed.

The bank primarily uses the following techniques to manage and
mitigate insurance risk:

¢ product design, pricing and overall proposition management
{for example, management of lapses by intreducing surrender
charges);

»  underwriting policy;
+ claims managaement processes; and

« reinsurance which cedes risks above our acceptable thresholds
to an external reinsurer theteby limiting our exposure,
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The group's bancassurance model

We oparate an integrated bancassurance model that provides
insurance products principally for customers with whom we have
a banking relationship.

The insurance contracts we sell relate to the underlying needs of
our banking customers, which we can identity from our point-of-
sale contacts and customer knowledge. The majority of sales are
of savings and investment products and term and credit life
contracts.

By focusing largely on personal and SME lines of business, we are
able to optimise volumes and diversify individual insurance risks.

We choase to manufacture these insurance products in HSBC
subsidiaries based on an assessment of operational scate and risk
appetite, Manutacturing insurance allows us Lo retain the risks and
rewards associated with writing insurance contracts by keeping
part of tha underwriting profit and investment income within the
bank.

We have life insurance manufacturing subsidiaries in France,
Malta and the UK. Where we do not have the risk appetite or
operational scale to be an effective insurance manufacurer, we
engage with a handful of leading extemal insurance companies

in arder to provide insurance products to our customers through
our banking network and direct channels. These arrangamenis are
generafly structured with our exclusive strategic partners and earn

the bank a combination of commissions, fees and a share of
protits.

Insurance products are sold through all globat businesses, but
predominantly by RBWM, GP8 and CMB threugh our branches
and direct channels,

Measurement
(Autited!

The risk profile of our insurance manufacturing businesses is
measured using an economic capital approach. Assets and
liabifities are measured on a market value basis, and a capitat
requirement is definad 10 ensure that there is a less than one-
in-200 chance of insolvency over a one-year time horizon, given
the risks 1o which the businesses are exposed. The methodology
for the economic capital calculation is [argely aligned to the pan-
European Solvency [l insurance capital regulations. The economic
capital coverage ratio (economic net asset value divided by the
economic capital requirement) is a key risk appetite measure. Each
of the businessas operates to appetite limits of 135% or higher
with a tolerance of 110%. In addition to economic capital, the
regulatory solvency ratic is also a metric used to manage risk
appetite on an entity basis.

The fallowing table shows the composition of assets and liabilities
by contract type.

tAceited) . e e e,
- Sharoeholder
- Othgy  astets and
With DPF  Unit- linked contracts liabiitiey Total
£m £fm £m . Em £m
“Vinancial agsers T o "'dezss T 216 233 zzh 23,838
e 8.222] 2, oﬁ-ﬂ T e 1,389, 11,718
N -1 - 2 63
- at mveslments - at amortised cost - L] 7 7
= fir al i investments - at’ tanr valua through othar comprehensive income - ] 105 ray 9,BB7
Z_other financial assets 2 B a3 14 2,095
- S0 129 — 179
™IF 3 - -— - 715
Other asm and investment properties 783 [, 819
Total nagets at 31 Dec 2019 T T 20,021 2167 383 3,000 25,551
-_— 862 - -_ B62
19.889 1,295 21,509
Z 18 4
ial T e e T 1.645
Total lllbuituet at 31 Dac 2018 e 20,026 2,163 325 1676 " 74,990
Tousl equity at 31 Dec 2019 . - = ~ 1,361 1,361
Total liabilities and squity at 31 Dec 2019 ) 20,026 2.162 325 3.037 25,551
Financial assets T msie Ty 60 T 1832 22346
) 7.850 16481 7 87! e 102941
92 - -1 3 96 |
- Tinancisl investments - al amortised cost R 82 - E - £ 6 183'
- financial investments - at fair valus through other comprehensive incomes ] 8,698 - } 108 947 9.753
:M‘E_l.hel' 'manc:el assa 2 1‘797 - 75!.1“&_“_ . 58 E 10_7 | _2 3[:3
Kemw;";nw assots B — 50 45 = T1ms
o ] 3 - - — 652 gk
sg3ats and investrent prapert e ) . LT 1 = 48 823
Totof assats gt 11 Dec 2018 ) o ] 19,393 1,553 398 2,572 24,018
ilities under invesiment contracty designated at fair value i B2 . -~ -~ SO L
1,043 154 — 20,857
) } - 162 163
Other liabilities e -~ - 1,294 1.294
Total linlsfities at 31 Dec 2018 o 1,663 a4 1.456 22,725
JTetal equity a1 31 Dec 218 _ T S = lzen 28
m‘w&l 3 Dec 2018 19,262 1,693 354 2, 747 24 316

‘Other contracts” includes term assurance snd credit life insurance

Present value of in-force long-term insurance business.

LR LY
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Comprise mainly loans and advances o banks, cash and intercompany balances with other non-insurance legal entities.

‘Deferrad tax’ includes the deferred tax Kabifites arising on recognition of PVIF.




Koy risk types

The key risks for the insurance operations are market risks (in
particular interest rate and equity) and credit risks, lollowed by
insurance underwriting risks and operational risks. Liquidity risk,
whilst significant for the bank, is minar for our insurance
operations.

{Audtad!

Market risk is the risk of changes in market factors aftecting the
bank’s capital or profit. Market factors include interest rates,
equity and growth assets and foreign exchange rates.

Our exposure varies depending on the type of contract issued. Our
most significant flife insurance products are investment contracts
with discretionary participating features {'DPF') issued in France,
Thase protucts typically include some form of capital guarantee or
guaranteed return on the sums invested by the pchcyholders, to
which discretionary bonuses are added if allowed by the overall
performance of the funds. These funds are primarily invested in
bands with a proportion aliocated to other asset classes,

1o provide custaomers with the potential for enbanced returns.

DPF products expose the bank to the risk of variation in asset
returns, which will impact our participation in the investment
performance. In addition, in some scenarios the asset returns can
become insuficient 10 cover the policyhotders' financial
guarantees, in which case the shortfall has to be met by the bank,
Amounts are held against the cost of such guarantees, calculated
by stochastic modelling.

Where local rules require, these reserves are held as part of
liabilities under insurance contracts. Any remainder is accounted
{or as a deduction from the present value of in-force ‘PVIF’ jong-
term insurance contracts, The table belaw shows the total reserve
held for the cost of guarantees, the range of investment returns on
assets supporting these products and the impliad investment
return that would enable the business to meet the guarantees.

The cost of guarantees increased to £203m (2018: £191m}
primarily due to the reduction in swap rates in France.

For unit-linked contracts, market risk is substantially borne by the
policyholder, but some market risk exposure typically remains as
foes earned are related to the market vaiue of the linked assets.

Sreadiiedt o N i
... L - 2018
Long-term Long-term
It nvastment swesin It
aturns raturns on relures 1eturns on
implied by [, t Coet of wmplied by ralavant Cost of
9 portfok guarsnioe portfalios guarantess
Footnates % 7 £m Yo % e
Capial - _n - 15 2.7 73
Nominal annual retuin ! 2.6 b8 26 2.7 73
Mominal annual raturn 4,5 o . 744 _ 45 2.7 . .a5
At 31 Dec 203 191

1 A block of contracts in France with guaranteed nominat snnual returns in the range 1.25%-3.72% are reported m line with the average
gusranteed return of 2.6% (2018: 2.6%) offered 1o policyholders on these contracts.

The following table illustrates the effects of selected interest rate
and equity prige scenarios on our profit for the year and the total
equity of our insurance manufacturing subsidiaries.

VWhere appropriate, the effects of the sensitivity tests on profit
after tax and equity incorporate the impact of the stress on the
PVIF. Due in part to the impac! of the cost of guarantees and
hedging strategies which may be in place, the relationship

between the profit and total equity and the risk factors is non-
linear. Therefore, the results disclosed shouid not be extrapolated
to measure sensitivities to different levets of stress. For the same
reason, the impact of the stress is not necessarily symmaetrical on
the upside and downside, The sensitivities are stated before
atlowance for managerment actions which may mitigate the effect
of changes in the market environment. The sensitivities presenied
allow for adverse changes in policyholder behaviour that may arise
in response to changes in market rates,

1Audned)

2019

+100 basis point paraliol shet in vield curves _
-100 basis point paralle! shift in visld curves
10”% tncrease in equity prices

1% decreasain equity prices

2018
Effect on Eitacton  Effectonprolt  EHeston
profit aftor tax total equity after lax total equity
£m £ L
&7 i 2R |
—_nsn T s T
£30) 121 2h

(Audited)

Credit risk arises in two main areas for our ingurance
manufacturers:

= rigk associated with credit spread volalility and default by debt
security counterparties after investing premiums to generate a
return for policyholders and shareholders; and

» tisk of default by reinsurance counterparties and non-
reimbursement for claims mada after ceding insurance risk.

The amounts outstanding at the balance sheet date in respect of
these items are shown in the table on page 72,

The credit quality of the reinsurers’ share of liabilities under
insurance contracts is assessed as 'satisfactary’ or higher as
defined on page 29, with 100% of the exposure being neither past
due nor impaired, Credit risk on assets supporting unit-linked
liabilities is predominantly borne by tha policyholder; thersfore cur
exposure is primarily related to liabilities under non-linked
insurance and investmant contracts and sharsholders” funds, The
credit quality of these tinancial assets is included in the table on
page 44.
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Liquidity risk is the risk that an insurance operation, though
solvent, either does not have sufficient financial resources
available to meet its obkgations when they fall due, or can secure
them only at excessive cost,

The following table shows the expected undiscounted cash flows
for insurance contract liabilities a1 31 Decembaer 2019, The liquidity

risk exposure is wholly borne by the policyholder in the case of
unit-linked business and is shared with the policyholder for non-
linked insurance.

The profile of the expected maturity of insurance contracts at
31 December 2019 remained comparable with 2018,

The remaining contractual maturity of investment contract
hiabilities s included in Note 27.

L sed,

Eup-et-dﬂ cosh flows (umﬂmu;ﬁrm

" Within 1 yoar

1-5 years 5-16 yoars Owver 15 yurs Total

) o £m £m £m £m £m

nithrked o i T 993 a1 em e 1,688
_With DPF aqud Qther contracls 1373 - 5163 e mﬁ»gwlﬁ %714 . 20,06%
At 31 Dec 2019 1,586 5614 7.448 7.375 21,953
Uniit-linked _ ”V ] i 177 362 an 433 1444
_With DPF and Other contracts 445 6735 6606 4787 19.573

At 31 Dec 2018 T 1.672 7097 7.078 Tsam0 21,017

Insurance risk is the risk of loss through adverse experience, in
either liming or amount, of insurance underwriting parameters
{nen-economic assumptions}. These parameters include mortality,
morbidity, longevity, lapses and unit costs.

The principal risk we face is that, over time, the cost of
the contract, including claims and benefits, may exceed the total
amount of premiums and investment income received.

The table on page 72 analyses our insurance manufacturing
exposures by type of contract.

The insurance risk profile and related exposures ramain largely
consisteant with thase observed at 31 December 2018,

The table below shows the sensitivity of profit and total equity to
reasonably possible changes in non-economic agsurnptions across
all our insurance manufacturing subsidiaries.

Moartality and morbidity risk is typically associated with

life insurance contracts, The etfect on profit of an increase in
mortality or morbidity depends on the type of business being
written. Our largest exposure to mortality and morbidity risk exists
in the UK.

Sensitivity to lapse rates depends on the type of contracts being
written. For a portfolio of term assurance, an increass in lapse
rates typically has a negative effect on profit due to the loss

of future income on the lapsed policies. However, some contract
lapses have & positive effect on profit due 1o the existence of
poticy surrender chargaes. Wa are most sensitive to a change in
fapse rates in France,
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Expense rate risk is the exposure 10 a change in the cost

of administering insurance contracts. To the extent that increased
expenses cannot be passed on to policyholders, an increase in
expense rates will have a negative effact on our profits,

“Audited)
- 2018 ‘2018
7 £m fm
Effect on profit after tax and otal oqul‘w a3t
Dec
1(}%|n5:re§se in mtmalih{éﬁd.‘or mt‘{rbédi}y rates 9]
10°% decraasa in mortality sndfor moyﬁdig;ﬁ géggs . 1_9-
10% incroase . en
10% decrease in lapsa rates 30
1“0%“» u;':; n e;cpcnse rat;-s- S 7!373)
Iéﬂ/crdar:’r;;;sﬁej ;[l expense ralg'i - . 3:17




3 Dec

21 Dec

e e N P . Footnores 20‘9 2018
Available capital [Em) o . T
Comemon aquity tier 1 copital : 19.831
he; 1 capital -.iw. b ZZ.EO .25"1_,%
Total regulatory capital ) 38,929 31671
_Risk-weiglitted assets (€m) . .
Credit risk. ) 79,208 88,822
Counterparty crodit isk " 71,288 24869
Market risk a3 a0 17534
Qporational risk 1,812 12,850
Total risk-weighted assets 125,413 143875
Capita) ratios (%) e o
'Commoﬁ oquity tier 1 Commmemm e ur‘irdz 138
folalver 1 17, &€ 160
Tatal cagital T 278 26.2
Leverage ratio (transitionsl}
Tler 1 capl tal iErnl " 22,130 . 23(%
Total loverage ratio oxposure measure {(m) §71.302 570001
Leverage ra;i;(_;&iv o I X

71490 Wéaz%s"

571,302 570001

3.8 3.9

7 Canital figures snd ratios at 31 December 2019 are reported in
accordance with the revised Capital Requirements Regulatron and
Directive, as implerneniad ('CRR Il Prior pariad capital figures are
reported on a Capital Requirements Regulation and Directive (‘'CRD
V) transitronal basis. Unlass otherwise stared, all figures are
calculated using the ELU's regulatory transitional arrangements for
IFRS 9 "Frnancial Instrurnents’ in article 473a of the Capital
Requirements Regulation.

2 ‘Credit risk’ here, and in alf tabies where the term is used, sxcludes
counterparty credit risk,

Capital management

R IR R TS B
Aadited:

QOur objective in managing the group's capital is to maintain
appropriate levels of capital to support our business strategy and
meet regulatory and stress testing related requirements.

We manage group capital to ensure that we exceed current and
expected future requirements, and that we respect the payment
priority of our capital providers. Throughout 2019, we complied
with the Prudential Regulation Authority’s {{PRA’) regulatory
capital adequacy requirements, including those relating to stress
testing.

Py R

The PRA is the supervisor of the bank and lead supervisor of the
group. The PRA sets capital requirements and receives information
on the capital adequacy of the bank and the group.

Individuat banking subsidiaries are directly reguiated by their local
banking supervisors, who set and monitor their capital adequacy
requirements,

All the capital instruments included in our capital base have either
been issead as fully compliant CRD IV securities (on an end point
basis) or in accordance with the rules and guidance in the PRA's
previous General Prudential Sourcebook, which are included in the
capital base by virtue of the application of CRR 11

Own funds

{Audied!

Ref’

Common equity tier 1 I'CET? ) caprtal mstﬂ.imanu and ra-serves .

1 Capl(el instruments | nd me related share promium accoums

At

31 Dac 31 Dec
2019 208
£m £m

- urdmatv sharas

mprehensuve umumn (and other reserves}

|qu|ty tier 1 c&pml

al tior 1 capqu bainre fegulmofy adjustments

43 Twmal regulalorv ad;ustmems 0w addmonai tier 1 capital

44" Additional tier 1 capitsl
a5 Twr 1 capitd

51” Tmr 2 capital lwfora mgula‘mrv ad]uslmerus

57 Total regulatory adjustment:
58 Tier 2 capital

ne! pmms net of any foreseeahle charge or :iMdend N {3,019) 112,049)
tments _19.448 22,747
T B - {1.657) 2310

o ) 17,791 19,831

4,384 3 295

- {45) . Ladid)
Mw, o —a339 3.248

~ 22,130 23, 079

- 13,229 14,995

. JA30) . __{a03)

o 12,799 14.592

34.979 37,671

59  Total capital

' The references adentffy the lines prescnbed in the European Banking Aufhomy tempiate. which are applicable snd where there is 8 valuve.
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At 31 December 2019, cur common equity tier 1 ('CET1') capital
ratio increased to 14.2% from 13.8% at 31 December 2018. Cur
CET1 capital decreased by £2.0bn during the vear, mainly due to
dividends paid to HSB( UK Haldings L1d of £1.7bn and foreign
currency translation differences of £0.5bn. The goadwill
impairment loss of £1.2bn was offset by the fall in the
corresponding deduction from CET1.

Risk-weighted assets

Risk-weighted assets ('RWAs') decreased by £ 18.5bn during the
year, including a decrease of £2.1bn due to foreign currency
translation differences. The £16.4bn decrease {excluding foreign
currency translation differences} comprised reductions of £9.1bn
trom asset size, £9.1bn due to methodology and policy changes
and £0.6bn due to model updates, partly offset by an increase in
RWAs of £2.4bn from changes in asset quality.

gt e

The £3.1bn decrease due to asset size movernents included
decreases of £4.4bn in GB&M, £2.1bn in Corpacate Centre and

£0.9bn in CMB, reflecting active portiolioc management, and a
£1.9bn fall in market nisk levels was largely due to reduced
exposures.

N

R

The £2.4bn growth in RWAs as a result of changes in asset guality
was predominantly due to changes in portfolio mix within GB&M.
S Y I

The £0.6bn reduction in RWAs due to model updates was
primarify due to corporate modef updates within GB&M and CME.

. S

RO IS EEN T EOF B .

The £9.1bn fall in RWAS due to changes in methodology and
policy was primarily due to management initiatives in GB&M and
CMB. These mcluded risk parameter refinements, improved
collateral recognition and synthetic securitisation transactians. The
£2.6bn decrease in market risk RWAs derived mainly from
increased diversification benefits following regulatary approval to
expand the scope of consolidation dusng 1H19.

_Crpciit glslr.. saunterparty mdlt rizk and opurational risk

Corporate Market Yotal

REWM cmB GB&M GP8 Cantre rink RWAs

£m £m £m £m £ £m £m

RWAs at 1 Jan 2018 7032 31,910 734874 2,092 11513 17534 143,875
o e S R e o =t
Assat quakity - w1z 7T T T e masy S ¥ 3
Model updates TN (2e9) Tow - - - T me3)
Methodology and policy 106 {1,078} @.703) (144) 762} 2.545) (8,126}
Foreign exchangs movement ‘pe3 waes @ny @8 1@ a9 (2,108)
Total RWA movement UsH | (3.6501 .10 e ooty ja4En (18,462)
RWAs at 31 Dec 2019 8,879 28,260 66,764 1,898 8,505 13,107 125,413

lLeverage ratio

Qur leverage ratio calculated in accordance with the Cagpital
Requirements Regulation was 3.8% at 31 December 2019, down
from 3.9% at 31 December 2018. This was largely driven by a
decrease in tier 1 capital.

Pillar 3 disclogure reguireme

Piltar 3 of the Basel ragulatary framewaork is related to market
discipline and aims to make financial services tirms maore
transparent by requiring publication of wide-ranging information
on their risks, capital and management. Our Piflar 3 Disclosures at
31 Decembar 2019 is published on our website. www hsbc.com,
under ‘Investors'.
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The staterment of corporate governance practices set out on pages
77 to 84 tagether with the information incorporated by reference,
constitute the Corporate Governance Report of HSBC Bank plc
{the ‘bank’). The following disclosures read together with those in
the Strategic Report, including the section 172 Statement on
pages 9 and 10 and reporting on employee engagement on pages
7 to 10 describe how the Board has discharged ils duty under
section 172 of the Companies Act 2006 (the 'Act’), as well as the
requirements under the Companies (MisceHfaneous Reporting)
Regulations 2018 (the 'Reporting Regulations’}.

Engagement with employees, suppliers, customers and
others

g

Extrnr

Customers Page 7 fiow we do DUsINEss
Page 9 ) section 172 statement

Employees Pages 7 and 8 How we do business
Page 9 secuon 172 staternent

Corporate Governance
_ PageB8lwo g3 statement

Communities { the

environment Page 8 How we go busmass

Regulators Page 9 How we do busmness
Paga 9 section 172 statement

Supepliers Paga8  Howwedabusiness
Pags 9 section 172 staternent

The bank is, together with the wider Group, committed to high
standards of corperate governance. The Group has a
comprehensive range of principles, policies and procedures
influenced by the UK Corparate Governance Code with
requirements in respect of Board independence, compaosition and
efectivenass to ensure that the Group is well managed, with
appropriate oversight and control. The bank is also subject to the
corporate governance requirements imposed by its regulators
which exceed those of the alternative governance codes. As such,
the bank did not apply any spacitic corporate gevernance code
during the financial year.

During the year, the bank compliad with HSBC's corporate
governance principles, policies and procedures.

The Diractors serving at 31 Decernber 2019 are set out below.

Directors
AT B
Chairman

Chairman of the Nomination, Remuneration & Governafice
Cormmittep

Appointed to the Board: May 2018. Chairman since August
2018

Stephen is Chairman and Founder of Quantile Technoiogies
Limtited, and a non-executive Director, Chairman of the Risk
Comrmittee and member of both the Audit and Nomination
Committees of The London Stock Exchange Group ple. He is also
a non-executive Director of the FICC Markets Standards Board. He
has more than 25 years’ investment banking experience in London
and New York.

Former appointments include: Chairman of the International
Swaps and Derivatives Association and prior to that he was
Managing Direcior and &8 member of the Fixed Income
Management Committee at Morgan Stanley.

Pots s

Executive Director and Chief Executive Officer
Chairmen of the Executive Commitiee

Appointed to the Board and as Chief Executive Officer:
September 2018, to retire from the Board and as Chiet
Exacutive Officer on 29 February 2020

James is the Chief Executive of HSBC Bank plc and a Group
General Manager. James joined H5BC in 1994 and has over 20
years of international banking experience having performed a
variety of senior management roles. He is a Director of HSBC
France SA and a member of the Supervisory Board of HSBC
Germany. Former appointments include: Chief Operating Officer of
HSBC Bank pic and CEO of HSBC Bank A.S. (Turkey).

Executive Director and Chief Finance Officer
Member of the Executive Comnuittee

Appointed to the Board and as Chief Finance Officer:
August 2018

Jacques leads the Finance function in the support and control of
HSBC's businesses and operations in Europe. Previously, he
served as Chief Financial Officer for HSBC Bank Canada from July
2012 to August 2018,

Jacques joined HSBC in 2000 in Teronto, and has held a variety of
seniar roles in finance and operations. Prior 1o joining HSBC, he
performed senior roles at Merrill Lynch andg for the Canadian
Revenue Agency.

i’»~4?“~:‘ .

Independent non-executive Director
Member of the Risk Committee
Appointed to the Board: January 2009

Mary is the non-executive Chair of Trustees of the Royal College of
Paediatrics and Child Health, a director of the London Symphony
Orchestra, a member of the Governing Body of the London
Business School and a Trustee of Teach First.

Former appointments include: founding Director of the Clore
Sacial Leadership Programme and Chief Executive of the National
Society for the Prevention of Cruelty to Children.

a3 i 1 a7 s

Independent non-executive Director
Member of the Risk Committes
Appointed to the Board: May 2018

Yukiko is a non-executive Director of The Private Infrastructure
Development Group Limited (‘PIDG’}, as well as Chair of
GuarantCo Limited, a subsidiary of PIDG. She also serves as a
non-gxecutive Director of Assured Guaranty Ltd, and a member of
the Supervisory Board of Nishimoto HD Co. Ltd. She has more
than 35 vears' international professional experience in both the
pubiic and private financial sector, performing senior roles for JP
Morgan, Lehman Brothers, UBS and Dresdner Bank.

Former appointments include: Under-Secretary General and COO/
Vice President of the International Fund for Agricuttural
Development and, Executive Vice Prasident and CEQ of the
Multilateral Investment Guarantee Agency of the World Bank
Group.

HSBC Bank plc Annual Report and Accounts 2019 77



Report of the Directors | Corporate Governance

Independent non-executive Director

Charrrnan of the Risk Cornmittee, Member of both the Audit
Committee and the Nomination, Remuneration & Governance
Committee

Appointed to the Board: October 2016

Eric is a member of the Supervisory Board and Chairs the Risk and
Audit Committees of HSBC Germany, the Vice Chairman and Lead
Independent Director of Partners Group Holding AG, where he aiso
Chairs the Risk and Audit Comnmtittee, a member of the Board of
Directars and Chairman of the Audit Committee of Global Blue SA,
and a member of the Advisory Board and Chairman of the Audit &
Risk Committee of Luxembourg Investment Company 261 Sarl.

Former appointments include: Chief Financial Officer of
Commerzbank Group, Partner and Director of the Boston
Consuiting Group, as well as non-executive Director of
Medichbanca Banca di Credito Finanziario SpA.

PR T

Deputy Chairman and independent non-executive
Director

Member of the Nomination, Rernuneration & Governance
Committee

Appointed to the Board: September 2004. Deputy Chairman
stnce December 2013

John is Chairman of HSBC Global Asset Management Limited.
Former appointments include: Deputy Chairman of 5.G. Warburg
8 Co Ltd.

PR

Independont non-executive Director

Chairrman of the Audit Committee, Member of both the Risk
Cornmittee and the Nomination, Remuneration & Governance
Committee

Appointed to the Board: May 2018

Former appointments include: Treasurer to the Prince of Wales
and the Duchess of Cornwall, a role he held from May 2012 until
June 2019, Giabal Chief Financial Officer for the Investment Bank
at UBS AG, Chief Financial Officer, Europe and the Middie East at
Lehman Brothers; Chiel Financial Qfficer for the Private Client and
Asset Management Division at Deutsche Bank.

Board Changes

ft was announced on 5 February 2020 that James Emmett will
stap down from the Board an 29 February 2020. Nuno Matos has
been appointed to succeed him as a director of HSBC Bank plc
and Chief Fxecutive of the Bank and Furope with effect from

1 March 2020.

Company Secretary

The responsibilities of the Company Secretary inciude ensuring
good governance practices at Board level and ensuring good
information {flows within the Beard and its commitiees and
between senior management and the nen-executive Directors.

Laren Wulfsohn acted as Company Secretary of HSBC Bank plc
throughout the year.

Board of Directors

The role of the Board, led by the Chairman, i1s to encourage
antrepranaurial ieadership of the Bank within a framewoark of
prudent and effective controls which enables risks to be assessed
and managed. The Board is collectively responsible for the long-
term success of the bank and dalivery of sustainable value to
sharehalders and internal and external stakeholdars, as well as
encouraging a culture of openness and debate.

The Board sets the strategy, risk appetite statement and also
approves the capital and operating plans on the recommendation
of management. The implementation of the strategy is delegated
to the Chief Executive and the Executive Committee.

The Board meets reguiarly and Directors receive information
between meetings about the activities of committees and
developments in the Bank’s business. All Directors have full and
timely access to all relevant information and may take independent
professional advice if necessary.

The Board is comprised of a majority of independent non-
executive directors. Both the Chief Executive Cfficer and the Chief
Finance Officer are members of the Board.

The rote of the independent non-executive directors is to challenge
and scrutinise the performance of management including
executive directors and to help develop proposals on strategy.
They also review the performance of management in meeting
agreed goals and objectives and monitor the Group’s risk profile.

All Directors are subject to annual re-glection at the bank’s Annual
General Meeting. Thera were no changes 1o the Board during
2019.

During the year the Board conducted deep-dives on key aspects of
the bank's business, considered the performance and strategy of
the bank, including those specific to key businesses and countries,
and approved the financial, and capital, liquidity and funding,
plans put forward by management. Monitoring the
implementation of plans in anticipation of the UK's exit from the
European Union was a tocus, During the year, the Board
conducted a number of scenario planning exercises to test the
processes and procedures in place to monitor and manage a
potential stress event,

The Board held nine full meetings during 2019, with an additional
six ad hoc meetings arranged to consider specific matters reserved
to the Board.

Directors’ emoluments

Details of the emoluments of the Directors of the bank for 2019,
disclosed in accordance with the Companies Act, are shown in
Note b 'Employee compensation and benefits®.

Non-executive Directors do not have service contracts, but are
bound by letters of appointment. There are no obligations in the
non-executive Directors' letters ot appointrent that could give rise
to payments other than fees due or payments for lass of office.

Board committees

The Board has a governance framework in terms of which it has
established a number of committees to assist it in discharging its
responsibilities. The Chairman of each non-executive Board
committee reports 10 the Board on the activities of the committee
since the previous Board meeting. All of the members of the Audit,
Risk and the Nominatian, Remunaration & Governance
Committees are independent non-executive directors.,

The board and its committees are subject to reguiar evaluation and
pertormance review to ensure effectiveness. In 2012, the Board
and its committees evaluated performance by considering
teedback received after meetings in refation to papers and
meeting effectiveness; a review of the work it had undertaken
during the year compared 1o its terms of reference; and
completion, for both board and committees. of a questionnaire
covering a wide variety of measures to determine effectiveness.
The resuits of the questionnaires were considered by the
committee and actions agreed where necessary. Executive
directors are subject to performance evaluation which helps to
determine the level of variable pay they receive each year.

At the date of this report, the following are the principal
committees of the Board:
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The Audit Committee is accountable to the Board and has non-
exacutive responsibility for oversight of and advice to the Board on
financial reporting related matters, internat controls over linancial
reporting and implementation of the Group's policies and
procedures for capturing and responding to whistleblower
CONCerns.

The Committee meats regularly with the bank’s senior tinancial
and internal audit management and the external auditors o
cansider, among other matters, the bank's financial reporting, the
nature and scope of audit reviews, the effectiveness of the
systams of internal control relating to financial reporting and the
monitoring ot the finance function transformation program. The
Committee also has responsibility for the oversight of the bank’s
whistleblowing arrangements, and receives regular updates on
matters raised by employees through the whistleblowing
arrangements that are in place.

In addition to the significant accounting judgements, key matters
considered by the Committee during the year included the bank’s

capital and risk management and pillar 3 disciosures, the
independence, fees and performance of the external auditor,
PricewaterhouseCoopers LLP. and updates on key issues identified
by internal audit related to the bank and its subsidianes.

The Committee also received updates from the Chairs of the Audit
Committees of material subsidiaries of the Bank, updates from the
external auditor on tha progress and Yindings of their audit, and bi-
annual updates on the tax position of the bank and its subsidiaries.
It also recaived regular reports on whistle blowing.

Dufing the year, the Committee held separate mestings with cach
of the Chief Financgiai Qfficer, the Chief Risk Officer, the Head of
internal Audit and representatives of the external auditor without
management present.

The current members are Andrew Wright (Chairman), Eric Strutz
and John Trueman.

The Committee met seven times during 2019.

intanin ang annual repoeciing

The AC LQI'ISId(ﬂ’Bd key Judgernants in relation 10 1Mtenrm ana annuat 31 reporting.

Expected credit loss (‘ECLU'SM
allowances and charges

The AC conaidered the key judgements rafated to IFR5 9 and the relatad disclosures, the AC considared ECL allowances
and charges for wholesale funding. Attention was paid to credit risk in tha UK and the adjustment to £CL for UK
BCconomic uncertainty.

Valuation of finangial

:nstruments instruments.

Going concem

The AC considered the key veluatioh metrics and judgements involved in the determination of the fair valua of financial

“The AC considered a wide range of information relalmg to present and potentlal conditions, tncludmg projections for

profitatility, cash flows, liquidity and capital, Specific attention was paid to the potential impact of the business update

and the UK’s withdrawal from the European Unian.

Impairment of |nvestrnent in
subsidiary

The AC reviewed management’s periodic assessment of i |mpa|rrnent “of investments in subsidianas and pand particutar
attantion 1o the reliability of the cash flow projections and long term growth rate assumptions. Management assessaed
__that the investment in HSBC France was impaired as at 31 December 2019.

'Géoﬂdwitl impairmant Iestmd .

The AC considared the results of the annual goodwil impairmant test and subs@qutnt review for anv |mpa|rment

indecators. Management assessed that the Commercial Banking, Ratail Banking and Wealth Managemant, and Global
_Privata Banking cash-generating units ('CGMs’) were fully impaired at 31 December 2019.

Approprlalensss of provisioning  The HSEC Bank plc AC received reports from management on the recogrution and measurermarnt of pruwsncms and

contingent liabilities for legal proc

dings and regul

y mattars. Matters included accounting judgements in relation to

for lagal proceedings and
regulatory matters

provisions and contingent liatulitias arising from invastigations by regulators and competition and favw enforcement

authorities around the world on the tradmg in the foreign exchange market.

'IBOR transtion

?he AC considarad the acoounnng lmphmttons of benchmark ir rate re ,,

nent for hadge BCCO;JH‘l»ing

relationships at 31 December 2018, the longer term broadar implications for financial ingtruments and other areas of
accounting, and the related disclosures. The AC concluded management's judgernent of continuation of hedge
accounting was appropriate as at 31 December 2019 and that this position will be kept under ravisw in the context of
future market developments in tha transition of interest rate banchmarks te new risk free rates,

" The AC considered the financial cantrol environment on an ongoing basis, raviewing and challsnglng:;lﬁla}{hc;};uer-\té----

Controls
made. This includas confirmation of mitigating controls where prograrmrmes of work continue, Areas of particular focus in
2019 have been IFRS 9 data quality, general ladger substantiation, IFRS 16, Fair Value of Financial Instruments, Business
i .. User Access, models and third party risk management, o
Tax “The AC considered key judgements in relation to tax, natably the contingent liability for retrospective VAT assessments.

issued by HMRC and deferred 1ax assel recognimon.

-Flestmcturing PrOVISIONS

The AC considered kev judgements in ‘relation to restruct unng pmvnsaons notably around the programme commenced

on 1 January 2019, and that an extension af activitias until 31 December 2019 was endorsed by GMB and appraved by

HSBC Holdings plc Board.

“tnsurance business revenua an}i The AC considered management's actions to address tha impact of the prolonged kiw interest rate envxrnnment m the

cost sharing assumpnons.

8urorona ta the insurance business and its implications to the present value of in-force comracts,

EEA Branch Transfers

The AC considared impact of the transfer of European Economic Aree {'EEA’ branches) to HSBC I'rance

‘Sustamnable Finance

“The AC noted the regulatorv';:le;)elopments on Environmental, Social, Governance {"ESG'} reporting requlrements notabtv

the updates on the EU Non anancnai Reporting {'NFR’) directive and EU taxonomy

b e £,

The Risk Committee is accountable to the Board and has non-
executive responsibility for oversight of and advice to the Board on
high-level risk related matters and risk governance.

The Commities meets regularly with the bank’s senior financial,
risk, internal audit and compliance management and the external
Auditors to consider, among other matters, risk reports and
internal audit reports and the effectiveness of compliance. The
Risk Committee also has responsibility for the oversight of
systems, operational resiliance and the bank's IT infrastructure,
and was assisted in the discharge of its duties by the Operational
Resilience Farum {previously the Operations and Technology

Forum), The Forum focussed on the operatmnal resilience of
critical IT and other business sarvices, cyber security, digital and
maijor IT change programmes. The Forum reported into the Risk
Comimittee on its activities. The work overseen by the Forum will
be directly monitored by the Risk Committee from 2020 onwards.

Key matters considered by the Committee during the year included
the Bank's approach to IBOR transition, third party risk
management, non-financial risks and preparations for the UK exit
from the European Union.

The Committee also reviewed and challenged key regulatory
processes, including the bank’s internal capital adequacy
assessmant process and the internai capital liquidity assessment
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process; recovery and resolution plans; the autcome of stress tests
undertakan during the year; and, the bank’s capital and funding
pians.

During the year, the Committee held separate meetings with the
Head of Internal Audit, the Chief Risk Officer, the Chief Finance
Oftficer and representatives of the externai auditor without
management present.

The current members are: Dr Eric Strutz (Chairman); Damea Mary
Marsh; Yukiko Omura; John Trueman and Andrew Wright.

The Committee met ten times during 2019,

Monvnation, Bemunoration & Governanee
Cormmitios

The Normination, Remuneration & Govarnance Committee has
responsibility for: {i) leading the process far Board appointments
and for identifying and nominating, for the approvai of the Board,
candidates for appointment to the Board; {ii} the endorsement of
the appoiriment of the individugls to certain roles on the Boards
of gertain subsidiaries; {iii) the endorsement of proposed fees
payable 10 non-executive directors on subsidiary boards, and {iv)
reviewing the implememation and appropriateness of HSBC
Group's remuneration policy and the remuneration of the bank’s
sanior executives, including the identification of the Material Risk
Taker poputation for the purposes of the Capital Requirements
Directive.

Other activities during the year included approval of & Board
Diversity Policy and enhancing the Company's skills matrix based
on individual board suitability assessments. The commiittee applies
the principles in the policy when considering the composition of
the board including in relation to gender, ethnicity and age. Other
factors taken into account when assessing Board composition
include the educational and professional background ot directors.

The Group has implemented a Subsidisry Accountability
Framework {"SAF") which sees to ensure a consistent approach to
governance across all subsidiaries in the HSBC Group, and to
strengthen interaction and information Sows between the
Company and the Group. The SAF has been rolied cut to the
Company's subsidiaries during 2019. The Committee’s remit was
expanded 1o include Governance oversight which includes the
implementation of the SAF across the region. The Committee
reports both to tha Board and to the Group through the Group
Chairman's Forum on progress.

The current members are: Stephen O'Connor {Chairman); Eric
Strutz; John Trueman and Andrew Wright.

The Committee held eight scheduled meetings during 2019, with
an additional four ad hoc meetings arranged to consider spacific
matters.

bous . N R I

The Exacutive Commitiee meets regularly and operates as a
general management commities under the direct authority of the
Beard, exercising ali of the powers, authorities and discretions of
the Board in so far as they concern the management and day-to-
day running of the bank, in accordance with such policies and
directions as the Board may from time to time determine. The
Chief Executive Officer, James Emmett, chairs the Committes,
Regular Risk Management Meetings of the Executive Committee,
chaired by the Chief Risk Officer, are held to establish, maintain
and periodically review the policy and guidelines for the
rnanagement of risk within the bank.

Regular meetings of the Financial Crisne Risk Management
Committee are held to ensure effective enterprise-wide
management of financial crime risk within the bank.

During 2019, the Executive Committee proposed a number of
changes to the hank's governance arrangements as a rasult of the
transfer of the bank’s Europaan Fconomic Area ('EEA’) branches
to HSHC Franse SA as part of our Brexit preparations. As a result,
it was agreed that the Internationat govarnance structure,
comprising the International Executive Committee and the
International Risk Management Meeting be damised. As a resuit,
the Executive Committea of HSBC France SA assumed the

governance oversight responsibility for the International business,
comprising the EEA businesses translerred to HSBC France SA
plus the non-EEA subsidiaries and branches of the Company,
following the demise of the international governance structure.

The Company established a Bisclosure Committee, under the
authority of the Chief Fxecutive OHicer, during 2013 to support the
Company in the discharge of its obligations under the EU Market
Abuse Regulations. The Disclosure Committee is comprised of the
Chief Finance Officer (Chairman), Chief Risk Officer, General
Counsel, Company Secretary and the Global Head of Debt Investor
Relations.

Dividends

Information about dividends paid during the year is provided on
page 16 of the Strategic Report and in Note 8 to the financial
statements.

Internal control

The Board is responsible for maintaining and reviewing the
effectiveness of risk management and internal control systems
and for determining the aggregate level and types of risks the
bank is willing to take in achieving its strategic objectives.

To meet this requirement and to discharge its obligations under
the FCA Handbook and the PRA Handbook, procedures have been
designed for sateguarding assets against unauthorised use or
disposal; for maintaining proper accounting records; and for
ensuring the refiability and usefulness of financial information
used within the business or for publication.

These procedures can only provide reasonable assurance against
material misstaternant, errors, losses or fraud, They are designed
to provide eflective internal control within the group and accord
with the Financial Reporting Council's guidance for Directars
issuaed in 2014, internal control and related financial and business
reporting. The procedures have been in place throughout the year
and up to 18 February 2020, the date of approval of this Annual
Report and Accournts 2019.

The key risk management and internal control procedures include
the following:

* Global principles: The Group's Global Principles set an
overarching standard for ail other poficies and procedures and
are fundamental to the Group's risk management structure.
They inform and connect our purpose, values, strategy and risk
management principles, guiding us to do the right thing and
treat our customers and our colleagues fairly at all times.

= Enterprise risk managemen! framework: The enterprise risk
managemaent framewaork provides an sffective and efficient
approach to how we govern and oversee the organisation as
wall as how we monitor and mitigate risks to the delivery of our
strategy. |t applies to all categories of risk, covering core
governance, standards and principles that bring together all of
the group’s risk management practices into an integrated
structure.

= Delegation of authority within limils set by the Board: Subject
to certain matters reserved for the Board, the Chief Executive
Officer has been delegated authority limits and powers within
which t0 manage the day-to-day affairs of the Group, including
the right to sub-detegate those limits and powers. Each relevant
executive has authority within which to manage the day-to-day
affairs of the business or function for which he or she is
accountable. Those individuals are required to maintain a clear
and appropriate apportionmant of significant respansibitities
and to oversee the establishmant and maintenance of systems
of control that are appropriate to their business or function,
Authoritigs to ertter into credit and market risk exposures are
delegated with Kmits to fine management of Group companies.
However, credit proposals with specified higher-risk
characteristics require the concurrence of the appropriate
global function. Credit and market risks are measured and
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reported at subsidiary company level and aggregated for risk
concentration analysis on a Group-wide basis.

» Risk identification and monitoring: Systems and procedures are
in place to identify, assess, control and monitor the material
risk types facing HSBC as set out in the enterprise-wide risk
framework. The Group's risk measursment and reporting
systems are designed to help ensure that material risks are
captured with all the attnbutes necessary to suppornt well-
founded decisions, that those attributes are accurately
assessaed and that information is delivered in a timely manner
for those risks to be successfully managed and rnitigated.

« Changes in market conditions/practices: Processes are in place
to identify new rigks arising from changes in market conditions/
practices or customer behaviours, which could expose the
group to heightened risk of ioss or reputationat damage. The
group employs a top and emerging risks framework, which
contains an aggregate of all current and forward-looking risks
and enables it 1o take action that either prevents them
materialising or limits their impact.

* Responsibility tor risk management; All employees are
responsible for identifying and managing risk within the scape
of their role as part of the three lines of defence model, which
is an activity-based model 10 delineate management
accountabilities and responsibilities for risk management and
the control environment. The second line of defence sets the
policy and guidelines for managing specific aress, provides
advice and guidance in relation to the risk, and chalienges the
first line of defence (the risk owners) on effective risk
management.

* The Board has delegated to the Audit Committee oversight for
the implementation of the Group's policies and procedures for
capturing and responding to whistleblower concerns, ansuring
confidentiality, protection and fair treatment of whistleblowers,
and receiving reports arising from the operation of those
policies as wall as ensuring arrangements are In place for
indepandant investigation.

= Strategic plans: Strategic plans are prepared for global

businesses, global functions and geographical regions within
the framewaork of the HSBC Group's overall strategy. The bank
also prepares and adopts an Annual Operating Plan, which is
informed by detailed analysis of risk appetite, describing the
types and quantum of risk that the bank is prepared to take in
executing its strategy and sets out the key business initiatives
and the likely financiai effects of those initiatives.

= The effectiveness of the group's system of risk management
and internal controt is reviewed regulariy by the Board, the Risk
Committee and the Audit Committee.

* During 2019, the Group continued to focus on aparational
resilience and invest in the non-financial risk infrastructure.
There was a particular focus on material and emerging Frisks
with significant progress madae enhancing the end-to-end risk
and control assessment process. The Hisk Committee and the
Audit Committee receved corfirmation that executive
management has taken or is taking the necassary actions to
remedy any failings or weaknesses identified through the
operation of the group’s framework of controls.

N T F U PR TS ST T S

The key risk management and internal control procedures over
financial reporting include the following:

*  Entity leved controls: The primary mechanism through which
comiort over risk management and internal controf systems is
achiaved, is through assessments of the effectiveness of entity
level controls ('ELC"), and the reporting of risk and control
issues on a regular basis through the various risk management
and risk governance forums. ELCs are internal controfs that
have a pervasive intluence over the entity as a whole. They
include controls refated 1o the control environment, for example
the Company's values and ethics, the promotion of effective
risk management and the overarching governance exercised by
the Board and its non-executive committees. The design and

operational eflectiveness of ELCs are assessed annually as part
of the assessment of the effectiveness of internal controls over
financial reparting.

* Process level transactional controls: Key process level
cantrols that mitigate risk of financial mis-statement are
identified, recorded and monitored in accordance with the risk
framework. This includes the identification and assessment of
relevant control issues against which action plans are tracked
through to remediation. Further details on the group’s approach
to risk management can be found on page 20. The Audit
Comimittee has continued to receive regular updates on HSBC's
ongoing activitiss for improving the effective oversight of end-
1o-end business processes; management continues to identify
opportunitias for enhancing key controls, such as through the
use of automation technologies.

» External Reporting Forum: The External Reporting Forum
reviews financial reporting disclosures made by the bank for
any material errors, mis-statements or ornissions, The integrity
of disclosures is underpinned by structures and processes
within the group's Finance and Risk functions that support
rigorous analytical review of financial reporting and the
maintenance of proper accounting records.

» Disclosure Committee: As indicated on page 80, the
Disclosure Commitiee considers the external reporting
cbligations of the bank 1o ensure compliance with reperting
obligations under the EL) Market Abuse Regulations,

» Financial reporting: The group’s financial reporting process is
controlled using documented accounting poficies and reporting
formats, supported by detailed instructions and guidance on
reporting requirements, issued 1o all reporting entities within
the group in advance of each reporting period end. The
submission of financial information from each reporting entity
is supported by a certification by the responsible financial
officer and analytical review procedures at subsidiary and
group ievels,

+ Subsidiary certifications: Certifications are provided to the
Audit Commiittee and the Risk Committees {Jull and hall yearly)
and to the NRGC (annually) from the audit, risk and
remuneration committees of key material subsidiary companies
confirming amongst other things that:

- Audht - the financial statements of the subsidiary have besn
prepared in accordance with group policies, prasent fairly
the state of affairs of the subsidiary and are prepared on a
going concern basis,;

Risk - the Risk Commitiee of the subsidiary has Garried out
its oversight activities consistent with and in alignment to
the HSBC Enterprise Risk Management Framework; and

- Remuneration - the Remuneration Committee of the
subsidiary has discharged its obligations in overseeing the
implementation and operation of HSBC's Group
Remuneration Policy.

Employees

e E RTINS BTE ! KNy

The Group is committed to providing a healthy and safe working
environment for our employees, contractors, customers and
visitors 1o HSBC premises, and where impacted by our operations.
We aim to be compliant with all applicable health and safety legai
requirements, and to ensure that bast practice health and safety
management standards are impiemented and maintained across
the Group,

Everyone at HSBC has a responsibility for helping to create a
healthy and safe working environment. Employses are expected to
take ownership of their safety, and are encouraged and
empowered to report any concerns,

Chief Operating Officers have overall responsibility for ensuring
that tha correct policies, procedures and safeguards are put into
practice. This includes making sure that everyone in HSBC has
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access 1o appropriate information, instruction, training and
supervision.

Putting our cormmitment into practice, we delivored a range of
programmes in 2019 to help us understand and manage
effectively the risks we tace and improve the buildings in which
we operate:

« We continued to deliver improvements in health and safety
culture, through more than 2,000 haurs of education and
awaraness programmes targeted at our areas of highest risk,
which are construction and facilities management. This has
halped to deliver continuad reductions in the numbers of
injuries, with HSBC's injury rate for facilities management
approximately one-tenth of the industry rate, according 1e the
US Occupationat Safety and Health Administration.

+ We developed and implernented an improved health and safety
traimiryg and awareness programme for all employees globally,
ensuring roles and responsibilities were clear and understood.
The pregramme, which included a new section for branch
managers and staff, was completed by over 260,000 of our
global ermnployees.

o We implemented improved systems and praocesses for hazard
identification and remediation. We also updated our suite of
management information dashboards to continually improve
our awareness and management of our key risks,

* Anindependent subject matter expert assessed our health and
safety management system against the new international
standard 150 45001. The expert confirmed the robustness of
our policies, procedures and processes, while identifying areas
for continual improvement.

« QOur global safety management system was subjected to an
extensive third line of delence review and resulted in zero high
risk items being identified.

We continue to focus on enhancing the safety culture in our
supply chain through our SAFER Together programme, building
the awareness and capability to act and behave in the safest ways.

S Fontwotes 2018 2018 2017
Number ot workpliace fatabti T, - -
Murnber of major injuries 1 amployees r 13 k4 19
Allinjury rate per 100,000 employees 373 343 A48

1 Fractures, gislocation, concussion, hospilalisanon, wNCoNsciUsSNess.

4 I

We are cormimitted to developing a company-wide appreach to
diversity and inclusion ['DE&I"). We want 1o embirace our peopie's
diverse ideas, styles and perspectives to reflect and understand
our customers, communities, suppliers and investors. Our actions
are focused on ensuring our people are valued, respected and
suppoerted to fulfil their potential and thrive. We want them to
bring the best of themsalves to work to help daliver more
sustainable outcomes for all of our stakeholders.

In 2019, we began implementing a two-yaar globai diversity and
inclusion strategy to deliver more inclusive outcomes for our
people, customers, suppliers and the communities in which we
operate. We are waorking closely with our global employee
networks to help accelerate our progress. We are expanding our
focus beyond gender to include global approaches 1o ethnicity,
disability and LGBT+ inclusion. Our global employee network for
LGBT+ inciusion, Pride, continued to grow and entered new
markets in 2019. The network's efforts helped improva our
standing on Stonewall’s Global Workplace Equality Index, and we
ware named 85 one of only 14 top global employers. We have
launched a new global programme aimed ai transforming
disability confidence, working closely with the Business Disability
Forum’s global taskforce. We have also starled 10 explore ways we
can bettar enable sthnic mincrity colleagues to progress their
catraers, feel confident about speaking up and build more trusting
relationships with their colleagues.

Key achievements

In 2019 we launched our 10 Inclusive Hiring Principles, which
includes mandatory diverse candidate shaortlists and reaching out
proactively to diverse recruitment channels and sources. As part of
the Global Banking and Markets Global Diversity & Inclusion
month, we had 130 Exchange meetings across Europe covering
topics such as well-being, recruitment, career development and
Diversity & Inclusion awareness,

HSBC France’s two Employee Resource Groups- 50 B0 Partner of
Balance and HSBC Pride Network France- have raised their
visibility and influence and the Paris office hosted their first
Qutleadership event.

HSBC Frange also increased their female share in senior leadership
roles up to 29%.

HSBC Luxembaurg hosted an event with external companies
about embedding inclusivity in corporate culture, working closely
with the Employee Resource Groups Pride and Balance.

HSBC Gesmany continued to establish an integrated talent
development and diversity and inclusion approach by targeting
development of female talents. The local Balance netwaork
continues 1o provide its merbars with opportunities to have an
open dialogue, and share insights around career development
within the firm. Typical activities include speaker events with
senior women, blind date lunches and Quarterly Newsletters.
Additianally, events are supported by external speakers who share
best-practices around gender balance.

HSBC Germany launched a chapter of HSBC Pride in 2019 with
great success. Official kick-off took place in October with
speecheas from the Executive Sponsor, Chapter Lead and external
experts around LGBT +. Up to now more than 150 employees are
part of the network. HSBC Germany is part of the external
Divarsity Network Rhine-Ruhr, a network of 15 large compantes in
the area, which aims to raise awareness about the imporance of
an inclusive enviranment and hosted an annual evert to celebrate
German Diversity Day.

In the UK, HSBC has carried out a wide range of activities to
celebrate and support diversity and inclusion. For instance, alil
recruiters have undertaken D& training and implemented basic
principles around how 1o approach conversations with hiring
managers, challenging in the right way and alternative routes to
market, As an outcome, HSBC has broadensd the pool of diverse
1alent.

QOverall in the UK, there has been continuous engagement with our
diverse colleagues through our Empleyee Resource Groups and
Communities. Cur 14 groups have a total of 14,000 members, with
a focus on gender, age, ethnicity, LGBT+, faith, working parents
and carers, and ability.

Divarse representation

Our focus on improving gender balance in senior leadership across
Europe is ongoing.

Female representation by management level:

+ Al grades: 48%

» (lerical grades: 68%

* Junior management: 57%

= Management: 410%

* Senior management: 30%

* Executive management: 19%

ol eeten e pheae Codog,

Wae balieve in providing equal opportunities for all employees. The
employment of people with a disability is included in this
commitmen?. The recruitment, training, career developmeant and
promation of people with a disability are based on the aptitudes
and abilities of the individual. Should employees beceme disabled
during their employment with us, efforts are made to continue
their employment and, if necessary, appropriate training and
reasonable egquipment and facilities are provided.
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A nuamber of countries have dedicated teams ta ensure that
barriers to work are remaoved for colleagues.

This year, HSBC UK commitied to the Valuable 500 campaign, the
global campaign which is calling on 500 national and multinational
private sector corporations to put their support to change to help
unlock the business, social and economic value of people living
writh disabilities across the world.

HSBC France has taken actions to create a more inclusive
environment for disabled people through sensitization,
communication, visibility and recruitment actions. For example
employee testimanigls are published on the intranet, awarenass
and hearing impairment detection workshops were conducted
with the Occupational Health Service during Disability Week and
raised awareness among more than 300 empleyess. A conference
on mental health in Qctober 2019 was delivered to morse than 200
employees. Finally, a social media hiring campaign has also shown
our commitment to the intégration of people with disabilities.

In Germany, disability has been an area of focus in 2019 with
special attention given to adaptive facilities in the new HSBC
building and HSBC Germany being a sponsor of a D& conference
ort Disability at the German Diversity Day,

Learning snd welent developroent

The development of our pegple is core to the success of our
organisation. We continue to develop and implement practices
that build employee capability and identify, develop and deploy
talented employees to ensure an appropriate supply of high calibre
individuals with the right vajues, skills and experience for current
and future senior management positions.

Year on year since the taunch of HSBC University in 2017, we have
continued to add to the pontfolic of world class leadership and
professional programmes that provide opportunity for leaders and
peopla managers to both develop and connect with each other
across the group. A key Flagship programme launch in 2019 has
been Leading With Impact, an immersive three day residential
programme that increases the personal leadership range of our
Senior Leaders with the intent to inspire and allow talent to thrive
in a HSBC that is shaping itself for business in the future.

As well as growing our learning and talent offering in traditional
format, in 2019 we have also focused on the accessibifity of the
University offering with the prisnary launch of digital curriculum for
the new Leading Myself suite of development and the Team
Effectiveness toolkits. In addition, we piloted a mobile version of
our Global Mandatory Training with a view to fully launch in 2020,

The 2019 launch of our Team Effectiveness toolkits has also been
a key step in enabling HSBC Leadasr involvement in the facilitation
of topics that inspires others and helps shape HSBC for the needs
of taday and the future

During 2019 just over 1,300® formal training classes were
provided across Furope and training was accessed by just over
14,300* participants. Of these, over 1,000 participants attended a
fiagship Leadership programme in 2019 evidencing a 5%*
increase In the mix of Leadership training versus risk and
compliance training in the region compared to 2018,

*As at end of October 2013

: . o .
L e S L

We consult with and, where appropriate, negotiate with employee
representative bodies where we have them. We also aim to
maintain weli-developed communications and consultation
programmes with all employee representative bodies and there
have been no materiat disruptions to our operations fram labour
disputes during the past five years.

Disclosure of information to auditors

The directors” are not aware that there is any relevant audit
information {as defined in the Companies Act 2006) of which the
bank’'s auditors are unaware and processes are in place to ensure
that the bank’s auditors are aware of any refevant audil
information.

Auditors

PricawaterhouseCoopers LLP {'Pw(’} are the external auditors to
the bank. PwC has expressed its willingness to continue in otfice
and the Board recommends that Pw( be re-appointed as the
bank's auditors. A regsolution proposing the re-appeintment of
PwC as the bank’s auditors, and giving authority to the Audit
Committee to determine its remuneration, will be submitted to the
forthcoming AGM.

Branches

HSBC Bank plc currently has branches in 13 ather jurisdictions.
The business transfer of the following branchses: Republic of
Ireland, Belgium, Netherlands, Italy, Spain, the Crech Republic and
Luxernbourg was completed during the year. With the exception of
the branch in Luxembourg, the branches in the countries listed
above are in the process of being de-registered,

Disclosures required pursuant to the Large and
Medium-sized Companies and Groups
(Accounts and Reports) Regulations 2008 as
updated by Companies {(Miscellaneaus
Reporting) Regulations 2018 can be found on
the following pages:

“Engagement with emplayees (Sch.7 Para 11 Bnd 11A
200872018 Regs), 5172 Statermant) Pages 9 and 10
Engagemen with suppliers, customers and others in a
business refationship with the bank (Sch.7 Para 118

2008 Aegs) ..o\ S
Policy conceming the employmant of disabled persans
(S¢h.7 Para 10 2008 Regs) Page 82

Pages 28 10 61

" Note 14, Pages
Hedge accounting policy (Sch.7 Para 6 2008 Regs) 136 to 141

Financial Instruments (Sch.7 Para 6 2008 Regs}
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Articles of Association, Conflicts of interest
and indemnification of Directors

The Articles of Association of HSBC Bank plc gives the Board
authority to approve Directors’ conilicts and potential conflicts of
interest. The Board has adopted a policy and procedures for the
approval of Directors’ conflicts or potential conflicts of interest. On
appointment, new Directors are advised of the process for dealing
with conflicis and a review of those contlicts that have been
authorised, and the terms of those authorisations, is routinely
undertaken by the Board. The Articles of Association provide that
Directors and directors of associated companies are entitled 10 be
indemnified out of the assets of the bank against claims from third
parties in respect of certain liabilities. Such indemnity provisions
have been in place during the financial year and remain in place
hut have not bean utitised by the Directors. Additionally, all
Directors have the benetit of directors” and officers’ liability
insurance.

Research and Development

In the ordinary course, the lines of business develop new products
and services.

Events after the Balance Sheet Date

After 31 Decamber 2019, the bank initiated a process to re-assign
the lease of 8 Canada Square to HSBC Global Services (UK}
Limited, and the Group's Directors approved the 2020 business
update which includes & change to HSBC's, and the group's,
reportable segments. Far further details, refer to Note 34 Events
ahter the balance sheet date.
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Statement on going concern

The Directors consider it appropriate to prepare the {inancial statements on the going concern basis. [n making their going concern
assessment, the Directors have considered a wide range of detailed information relating to present and potential conditions, including
profitability, cash flows, capital requiremants and capital resources.

Further information refevant to the assessment is provided in the Strategic Report and the Report of the Directors, in particuar:
* adescription of the group’s strategic direction;

» asummary of the group's financiat performance and a review of performance by business;

= the group’s approach to capital managemem and its capital positien; and

= the top and emerging risks facing the group, as appraised by the Directors, along with details of the group's approach to mitigating
those risks and its approach to risk management in ganeral.

In addition, the cbjectives, policies and processes for managing credit, liquidity and market risk are set out in the ‘Report of the Directors:
Risk’.
The Directors’ Report comprising pages 20 to 84 was approved by the Board on 18 February 2020 and is signed on its behalf by.

By order of the Board
3 Flourant e /e

HSHC Bank plc
18 February 2020
Reagistered number 14259
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Statement of Directors' Responsihilities

Statement of directors’ responsibilities in respect of the financial statements

The diractors ara responsible for preparing the Annual Report and the financial statements in accordance with applicable law and
regulation.

Company law requires the directors to prepare financial statements for each financial year. Under that law the directors have prepared
the group financial statements in accordance with Intemational Financial Reporting Standards ('IFRS’s} as adopted by the European
Union and company financial statements in accordance with International Financial Reporting Standards ('IFRS's} as adopted by the
European Union. Under company law the directors must not approve the financial statements unless they are satisfied that they give a
true and fair view of the state of affairs of the group and company and of the profit or loss of the group and comgpany for 1hat peried. [n
preparing the financiat statements, the directors are required to:

» select suitable accounting policies and then apply them consistently;

» state whether applicable IFRSs as adopted by the European Union have been foltowed for the group financial statements and IFRSs as
adopted by the European Union have been tollowed for the company financial statements, subject to any material departures
disclosed and expiained in the financial statemens;

« make judgements and accounting estimates that are reasonable and prudent; and

« prepare the financial statements on the going concern basis uniess it is inappropriate to presume that the group and company will
continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the group and company’s

transactions and disclose with reasonable accuracy at any time tha financial position of the group and company and enabie them te

ensure that the financial statements comply with the Companies Act 2006 and, as regards the group financial statements, Article 4 of the

1AS Regulation,

They are also responsible for sateguarding the assets of the bank and the group, and hence for taking reasonable steps for the prevention

and detection of fraud and other irregularities.

The directors af HSBC Holdings plc are responsible for the maintenance and integrity of the website on which the bank’s financial results
are located. Legislation in the United Kingdom gaverning the preparation and dissemination of financial statements may differ from
iegislation in other jurisdictions.

By arder of the Boarg
J Fleurant

HSBC Bank plc
18 February 2020
Rogistered number 14259
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Report on the audit of the financial statements

In pur apinion, HSBC Bank plc’s group financial statements and parent company financial statements (the “financial statements”):

* give a true and fair view of the state of the group’s and of the parent company's affairs as at 31 December 2019 and of the group's
loss and the group’s and the parent company’s cash flows for the year then ended;

+ have been properly prepared in accordance with international Financial Reporting Standards (IFRSs} as adopted by the European
Union and, as regards the parent company's financial statements, as applied in accerdance with the provisions of the Companies Act
2006, and

* have been prepared in accordance with the requirements of the Companies Act 2006 and. as regards the group financial statements,
Article 4 of the IAS Regulation.

We have audited the financial statemants, included within the HSBC Bank plc Annual Repont and Accounts 2019 (the “Annual Report™},
which comprise:

* the consolidated balance sheet as at 31 Decamber 2019;

s the consolidated income statement and consolidated statement of comprehensive income for the year then ended;
* the consolidated statement of cash flows for the year then ended;

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

+ the HSBC Bank plc balance sheet as at 31 December 201%;

+ the HSBC Bank pic statement of cash flows for the year then ended;

* the HSBC Bank plc statement of changes in equity for the year then ended; and

* the notes on the tinancial statements, which include a description of the significant accounting policies.

Qur opinion is consistent with our reporting to the Audit Committee.

Wa conducted our audil in accordance with International Standards on Auditing {UK} ("ISAs (UK)™) and apglicable iaw. Our
responsibilities under 15As {UK) are further described in the Auditors’ responsibilities for the audit of the financial statements section of
aur report. We believe that the audit evidence we have obtained is sufficient and appropriate to pravide a basis for our opinion.

Indepandence

We remained independent of the group in accordance with the ethical requirements that are relevamt to our audit ot the financial
statements in the UK, which includes the FRC's Ethical Standard, as applicable to listed public interest antities, and we have fulfilled our
olher ethical responsibilities in accordance with these requirements.

To the best of our knowledge and belief, we declars that non-audit services prohibited by the FRC's Ethical Standard were not provided to
the group or the pareni company.

Other than those disclosed in note 6 on the financial statements, we have provided no nion-audit services to the group or the parent
company in the period from 1 January 2019 to 31 December 2018.

Overview
*  Ovarali group materiality. £221 million (2018: £282 miltion). based on 1% of Tier 1 capital.
« QOverall parent company materiality: £142 million {2018: £235 million), based on 1% of Tier 1 capital.

* Wae periormed audits of the complete financial information of two components, namely the UK business of HSBC Bank plc (referred to
as UK Operations} and HSBC France.

o For five further components, specific audit procedures were performed over selected significant account balances,
The following areas were identified as key audit matters. These are discussed in further detai| in the Appendix:

» Expected credit loss {"ECL’) provision for loans and advances;

+ Information Technoiogy ('IT’) Access Management;

= \Valuation of financial instruments;

» Tax judgements;

* Goodwill; and

= |nvestments in subsidiaries.

The scope of our audit

As part of designing our audit, we determined materiality and assessed the risks of material misstatement in the financial statements.
Capability of the audit in detecting irregularities, including fraud

Based on cur understanding of the group and industry, we identified that the principal risks of non-compfiance with laws and regulations
include, but are not imited to, the Financial Conduct Authority's regulations, the Prudential Regutation Authority’s regulations, UK Listing
Rules, the UK tax tegislation and equivalent local laws and regulations applicable to significant component teams. We considered the

extenl 10 which non-campliance might have a material effect on the financial statements. We also considered those laws and regulations
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that have a direct impact on the preparation of the financial statements such as the Companies Act 2006. We evaluated management's
incentives and opportunities {or fraudulent manipulation of the financial statements (including the risk of override of controls), and
determined that the principal risks were related to posting inappropriate journal entries and management bias in accounting estimates.
Our audit procedures included challenging assumptions and judgements made by management in their significant accounting estimates,
in particular in relation to valuation of certain complex levet 3 financial instrument portfolios and expected credit loss provision for loans
and advances, goodwill, deferred tax assets and investments in subsidiaries (see related key audit matters in the Appendix), and
identifying specitic fraud criteria as part of our journals testing, for example unusual acecunt combinations and journals posted by senior
management. The group engagement team shared this risk azsessment with the compenent auditors so that they could include
appropriate audit procedures in response to such risks in their work. Audit procedures performed by the group engagement team and/or
component auditors included review of the tinancial statement disclosures to underlying supporting documentation, review of
correspondence with and reports to the regulators, review of correspondence with legal advisors, enquiries of management, enquiries of
legal counsel. review of significant component auditors’ work and review of internal audit reports in so far as they reiated to the financial
staternents,

There are inherant limitations in the audit procedures described above and the further removed non-compliance with laws and
ragulations is from the events and transactions reftected in the financial statements, the less likely we would bacome aware of it. Also,
the risk of not detecting a material misstatement due to fraud is higher than the risk of not detecting one resulting from error, as fraud
may involve deliberate concealment by, for example, forgery or intentional misrepresentations, or through cofiusion.

Key audit matters

Key audit matters are those malters that, in the auditors’ professional judgement, were of mosi significance in the audit of the tinancial
statements of the current period and include the most significant assessed risks of material misstatement (whether or not due to fraud)
identified by the auditors, including those which had the greatest effect on: the overall audit strategy: the allocation of rescurces in the
audit; and directing the efforts of the engagement team. These matters, and any comments we make on the results of our procedures
thereon, were addressed in the context of our audit of the financial statements as a whole, and in forming our opinion thereon, and we
do not provide a separate opinion on these matters. This is not a complete list of all risks identified by our audit. The key audit matters are
discussed further in the Appendix.

How we tailored the audit scope

We tailored the scope of our audit 1o ensure that we performed enough work to be able to give an apinion on the financial statements as
@ whole, taking into account the structure of the group and the parent company, the accounting processes and controls, and the industry
in which they ogerate.

HSBC Bank plc is structured into four divisions being Retail Banking and Wealth Management, Commercial Banking, Global Banking &
Markets and Global Private Banking. The divisions operate across a number of operations, subsidiary entities and branches
{‘components’) throughout Europe. Within the group’s main consolidation and financial reporting systermn, the consolidated financial
statements are an aggregation of the components. Each component submits their financial information to the group in the form ot a
consolidation pack.

In establishing the overall approach to the group and parent company audit, we scoped using the bafances included in the consolidation
pack. We determined the type of work that needed to be performed over the components by us, as the group engagement tecam, or
auditors within PwC UK and from other PwC network firms operating under our instruction {"component audilors’).

As a result of our scoping, for the group we determined that an audit of the complete financial information of the UK Operations and
HSBC France were necessary, owing Lo their financial significance. We instructed component auditors, PwC UK and PwC France, 10
pertarm the audits of these components, Qur interactions with component auditors included regular communication throughout the
audit, including visits to France, the issuance of instructions, a review of working papers relating to the key audit matters and formal
clearance meetings. The group audit engagement partner was also the partner on the audit of the UK Operations significant component.

We then considered the significance of other components in relation to primary statement account balances and note disclosures. In
doing this we also considered the presence of any significant audit risks and other gualitative {actors {including history of misstatements
through fraud or error). For five componems, specific audit procedures were performed over selected significant account balances. For
the remainder, the risk of material misstatament was mitigated through group audit procedures including testing of entity level controls
and group and parent company level analytical review procedures.

Certain group-ievel account balances {including goodwill) were audited by tha group engagament taam.
Materiality

The scope of our audit was influenced by our application of materiality. We set certain quantitative thresholds for materiality. These,
together with qualitative considerations, helped us to delermine the scope of our audit and the nature, timing and extent of our audit
procedures on the individual financial statement line itams and disclosures and in evaluating the effect of misstatements, both
individually and in aggregate on the financial statements as a whole,

Based on our professional judgement, we determined materiality for the financial statements as a whole as follows:

o N  Group finsnoial statements ) ‘Parent company financinl o
Overall materiality £221 million (2078: £282 milkan). L 7 €142 million 2018 £235 million), .
How we datermined it 1% of Tior 1 capital. 1% ol Tier 1 capital,

Rationale for benchmark applié& Tier 1 capital is used as a benchmark as it is considered to be  Trar 1 eapital is usod % 8 benchmark as it is considared to be
a key driver of HSBC Bank plc's decision making process and 8 key driver of HSBC Bank plt's decision making process and
has been a pritnary focus for regulators. ) has been a primary focus for reguiators.

Toval requlatory capital was used as the benchmark in the prior year. The basis for determining materiality was re-evaluated and Tier 1
capital was determined 10 be a more appropriate benchrnark given the importance of this metric to the HSBC Bank plc decision making
process.

Far each component in the scope of our group audit, we aliocated a materiality that is less than our overall group materiality. The range
ot materiality allocated across components was £10m to £108m. Certain components were audited to 3 logal statutory audit materiality
that was also less than our overall group materiality.
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We agreed with the Audit Committee that we would report to them misstatements identified during cur audit above £6m (group audit
and parent company audit) {2018: £10m) as well as misstatements below those amounts that, in our view, warranted reporting for
qualitative reasons.

AERRUEE E MNP SO | . 4 : iots

ISAs (UK} require us to repart to you when:
» the directors’ use of the going concern basis of accounting in the preparation of the financial statements is not appropriate; or

* the directors have not disclosed in the financial statements any identified material uncertainties that may cast significant doub1 about
the group's and parent campany’s ability to continue to adopt the going concern basis of accounting for a period of at least twelve
months from the date when the financial statements are autharised for issue.

We have nothing to report in respect of the above matters.

However, because not afl tuture events or conditions can be predicted, this statement is not a guarantee as to the group’s and parent
company’s ability to continue as a going concern. For example, the terms of the United Kingdom's withdrawal from the European Unian
are not clear, and i is difficult to evaluate all of the potential implications on the group’s business, customers, suppliers and the wider
economy.

T e . T

The gther information comprises all of the information in the Annual Report other than the financial statements and ow auditors’ report
thereon. 1he directors are responsible for the other information. Our opinion on the financial statements does not covear the other
informaticn and, accordingly, we do not express an audit opinion or, except to the extent otherwise explicitly statad in this repart, any
form of assurance thereon,

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing 50, consider
whethar the other information is materially inconsistent with the tinancial statements or our knowledge obtained in the audit, or
otherwise appears to be materially misstated. If we identify an apparent material inconsistency or material misstaterment, we are required
to parform procedures to conclude whether there is a material misstatement of the financial statements o7 a material misstatement of the
other information. If, based on the work we have performed, we conclude that there is a material misstatement of this other information,
we are required 1o report that fact. We have nothing to report based on these responsibilitias.

With respect 1o the Strategic Report and Report of the Directors, we also considered whether the disclosures required by the UK
Companies Act 2006 have been included.

Based on the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK) reguire us also to report
cerlain opinions and matters as described below.

Strategic Report and Report of the BDirectors

In our opinion, based on the work undertaken in the course of the audit, the information given in the Strategic Report and Report of the
Directors for thae year ended 31 December 2019 is consistent with the financial statements and has been prepared in accordance with
applicable legal requirements.

In light of the knowledge and understanding of the group and parent company and their environment obtained in the course of the audit,
we did not identify any material misstatements in the Strategic Report and Report of the Directors.

e A EEEE A PR L R P
Responsibilities of the directors for the financial statements

As explained more fully in the Statement of directors’ responsibiiilies in respect of the financial statements set out on page 86, the
directors are responsibie for the preparation of the financial statements in accordance with the applicable framework and for being
satisfied that they give a true and fair view. The directors are also responsible for such internal control as they determine is necessary to
enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the group’s and the parent company’s ability to continue
as a going concern, disclosing, as applicable, matters related to going concermn and using the going concern basis of accounting unless
the directors either intend to liguidate the group or the parent company or to cease operations, or have no realistic alternative but 10 do
s0.

Auditors’ responsibilities for the audit of the financial statements

Qur objectives are to obtain reasonable assurance about whether the financial staterments as a whole are free from rnaterial
misstaternent, whether due to fraud or error, and to issue an auditors’ report that includes our opinion. Reasonable assurance is a high
level of assuranca, but is not a guarantee that an audit conducted in accordance with 1SAs {UK} will always detect & material
misstatement when it exists, Misstatemants 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 usars taken on the basis of these financial statements.

A further description of our rasponsibilities for the audit of the financial statements is located on the FRC's website at: www.fre.org.uk/
auditorsresponsibilities. This description forms pan of our auditors’ report.

tse of this report

This report, including the opinions, has been prepared for and only for the parent company’s members as a body in accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose. We do not, in giving these opinions, accapt or assume
responsibility for any other purpose or to any other person te whom this report is shown or into whose hands it may come save where
expressly agreed by our prior consent in writing.

HSBC Bank plc Annual Report and Accounts 2019 89



independent Auditors’ Report to the Member of HSBC Bank plc

Other required reporting

e gt I < o
Under the Companies Act 2006 we are required to report to you if, in our opinion:
* wa have not received all the information and explanations we require for our audit; or

» adequale accounting records have not been kept by the parent company, or retums adequate for our audit have not been received
from branches not visited by us; or

* certain disclosures of directors’ remuneration specified by law are not made; or
» the parent company financial statements are not in agreement with the accounting records and returns.
We have no exceptions to report arising from this responsibility.

s odwd

Follawing the recommendation of the HSAC Bank plc Audit Committee, we were appointed by the directors on 31 March 2015 to audit
the financial statements for the year ended 31 Degcember 2015 and subsequent financiai periods. The period of total uninterrupted
engagement is & years, covering the years ended 31 December 2015 to 31 December 2019,

Claire Sandford

for and on behalt of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditars
Londan

18 February 2020
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Appendix: Key audit matters discussed with the Audit Committee ("AC’)

The key audit matters are discussed below wgether with an explanation of how the audit was tailored to address these specific areas.

All key audit matters are applicable to both the group and parent company, with the exception of goodwill which is only applicable 1o the
graup and investments in subsidiaries which is only applicable to the parent company.

Tha LLL gdovisicn §oi ivans and auvances a5 a sigridcant muaber of data Ve discussed wilh tire Audt Comnntige chianges o iisk lactors and other

inputs for both the whaolesals and retail portfolios. The miost significant nputs within the models, geopalitica! risks, such as the terms of the UK's
portfolios are the wholesale portfolios in the UK and France. withdrawal from the EU: the migration of custorner risk ratings; and

In addstion to the data inputs a numbar of key judgements are used 1o impairmants of significant wholesale exposures.

astimate the ECL prowssion, in particular the saverity and likelinoed of We discussed the more judgemental decisions made by managemant, in
alternative downside economic scenarios that form part of the forward particular the severty and likefihood of alternative downside economic
sconomic guidance, the determination of customer credit ratings and scenarios that form part of the forward economic guidance including their
probabititias of default and the estimation of specific impatrments for impact on ECL and consideration of required post model adjustrnants,
whoiesale exposures, micluding the impact of model and data limitations.

Whilst the credit environment has ramained largely benign as a result of low  We also discussed how the control environment over the calculation of ECL
interest rates and low unemployment, broades economic risks such as the evatved folowing nitial adoption, raparting on areas of improvemant and
impact of the UK's withdrawal from the EU rernain which increase the the rgsults of our testing.

esumation uncertainty in the ECL. No material misstatements hava baan dentified from our work.,

« Vye performad nsk based substantive testing of moaais, and utiised our credit modaliing specialists 10 ingapendently rabulld the maodeiling for certain
assumptions.

« independently reviewed the updates to the scripts used in the underlying taol to caloulate ECL to validate that they refiscted approved updates to
models, parameters and inputs.

*  Controls over the inputs of criical data mnto source system and the flow and transformation of data betwesn source systems to the impaumant
calculation engine were tested. Substantive testing was performed over the critical data used in the year end ECL calculation.

s Tastad tha review and challenge of multiple economic scenarios by an expert panel and internal governance committes, and assessed the
reasonableness and likelihood of those scenarios using our economic experts. Ralevant economic, political and other avents were considered in
assessing the reasonabloness of alternative downside scenarios. The severity and magnitude of the scenarias were compared fo external forecasts and
data from historical economic downturns, and the sensitvitias of the scenarios on the ECL were considered.

* Dbserved rmanagarent’s review and challenge forums 1o assess the ECL output and approval of post model adpstmants.

s Tasted the approval of the key inputs, assumptions and discounted cash-flows that support the impairmants of significant whaolesala expesures, and
substantively tested a sample of significant whnlesale exposures

e G o ol R 8 iy 3

Croldil (B, page 28,

AC Raport, page 79.

Our audit approach relies extensively on automated controls and tharefore The significance of 11 condiols e war sudil and the slatus of Whe 1lemedialion
on the effectiveness of controls aver |7 systems. was discussed at Audit Committes mestings during the year.

kn previous years, wa identified and reported that controis over access to Mo material misstatements have been daentified from our work,
applications, operating systerns and data i tha financial reporting process

required improvements. Accaess management contrels are critical to snsure

that changes to applications and undeslying data are made in an appropriate

manner. Appropriate acesss and change contrals contribute to mitigating

the risk of potential fraud or errors as a rasuit of changes to applications and

data. Management implemented remediation activities that have contributed

i progress beng made in reducing the risk over access managament in the

financial reporting process. Controls continue to require some improvemasnt

annn foreeard

Acceas nghts weie tested over apphitations, Opsialing systurms ai databases reled upGi s finang

= hew access requests for joinars were propery reviewed and authornsed.

» user access nghts were removed on 3 timely basis when an individual left or moved rola.

e gecess righs to applications, operating systems and databasaes were periodically monitored for appropriatenass.

= highly privileged access was restricted to appropriate parsonnal.

Other areas that were independently d inchuded p ord policies. security configurations, controls over changes to code, data and configuration;

and that the ability to make such change via priviteged operaling systam or databases access in the production environment was sppropriately restricted.

A number pf control deficiencies were idenufied and, hance, we undertook a range of other procedures:

» where access outside of pokcy was identified, we understood the nature of the access, and, where required, obtained additional evidence on whather
that access had been exploited.

» testing of remadiated controls to manage the monitoring of business access, inciuding access that would allow a user to potentially override
segregations of duties: and

= substantive tasting of whether users inappropriately hold access to key functionality underpinning financial reporting processes, specific year-ond
reconciliaticns {i.e. custadian, bank aceount and suspense account reconcilistione and confirmations w it cous despatt

i Aot B

i ropaiung. Spevilically, the audit tested thals

AC Heport, page 79.
Internal contral, page BO,
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& ol Ny o
The fmancial nstiuments Lekd by 1w group range from those that are ragad  We 0iscussed with the Aucit Committee our nsk assessment wath respect to
caily on active markats with quoted prices, to more complex and bespoke valuation and the results of our controls testing. This included observations
positions. The valuation of thase complex financial mstruments can requie  over how the controls over valuation, including valuation modefs, could be

the use of prices or inputs which are not readily observable in the markat. improved,
Financial instruments classified as Level 3 {L3), per the IFRS 13 far value We also discussed the results of our substantive testing which included
hiararchy, are valued using some unobservable mputs. Therae 1e a risk that independent revaluation of a range of financial instruments, ncluding a

certain L3 portfolios are not valued appropriately due to the complexity of sampie of Leval 3 positions.
the trades and/or unpbservability of some mputs.

Valuation of the following L3 portfclios was tharafora classified as a
significant risk for the audit: asser-backed securities and structured interest

rate derivatives lassats and Hahilitias).

N¢ matenal misstatements have been identified from our waork.

ide

+ We evaluatad the design and tasted the operating affectiveness of the key controls supporting the identification, measurement and oversight of tie
vaiuation of financial instrumaents, including the independent price verification process.

*  Methodology and underlying assumptions of key valuation adjustments, including the Credit Valation Adjustment, the Debit Valuation Adjustment and
the Funding Fair Valua Adjustmant for Derivative financial instruments and Own Credit Spread adjustrnents for issued debt instruments held at fair value
were assessed and compared with our knowledge of current inklustry practice. Controls over the calculation of these adjustments ware also tested.

* \We utilised our valuation speciahsts to perform independent valuations to determine if management’s valuations fell within a reasonable range, The
revaluation covered a range of product classes and was performed across Level 1, 2 and 3 of the group’s IFRS 13 fair value hiesarchy. This testing specifically
included a sample of Level 3 pesitions as at the balance shest date.

= As & respanse 1n tha contred findings notad we increased the sarple of indepaendent revaluations perfnrmed,

tre T W e
A Report, page 79,
Note 11: Fair values of financial instruments carned at fauw value, page 127, . ) . e

wurranl gnd deferied 184 Laldlivas die 5ansiive (0 8 nwnier of Judgeents,  We discusged with 18 Augit Committgg our risk assessment with respect 1o

Recoqanition of deferred tax assets relies on an assessmeant of the availability 1ax. We also discussed the results of our challenga of the key judgements
of future profits, including those expected 1o arise across the wider UK tax ~ PBiRg made, with regard to both deferrad tax and uncertain tax positions.

group of HSBC Holdings pic entities. Mo material misstatements have been identified from pur work,
In addition, a number of judgemeants are required 10 assess uncertain tax

positions both in relation to corporate incoma tax as well as transactional

and operational tax matters. This includes judgements regarding the

recagruition and measurement of provisions under IAS 12 ‘Income Taxes'

and IAS 37 “Provisions, contingent liabilities and contingent assets’ and

ronsigeration of where ¢ rmay be

We tasted the design and aperational effectiveness of controls over deferred tax asset recognition and uncertan tax positions,

*  With the support of tax specislists we assessed the viability of management’s strategy to realise deferred tax assets,

= We reviewed correspondence with HMRC to test completeness of uncertain tax positions,

* We challengad managament on their methodology and underlying assumptions n arriving at their judgements on tax matiers, including in relation to
transfer pricing and cost aliocations, current tax assets m relation to past dividends recevad from EU resident subsidiaries and assessments relating to
the VAT status of UK branches of overseas affibates of HSBC Bank plc. In assessing these judgernents, our tax specialists evaluated the work of

nanagament’s experts, including legal opinions received and utilised theic know © 0f currest tax law and pact

) TELOE W R -4 L T

AU Heport, page /9.
Note 7: Tax, page 122,
Nate 30: Contingent habilittes, contractual commitments and guarantses, page 155. . .
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iha macroeconomic and geopolitrcai environment i which the group We discussed the appropnateness si the Vi rasthadslogy and assumptions
operates has become mora challenging, Hnpacting both 2019 eamings and  with the Auddt Committee. particularfy those for which variations had the
the outlook into 2020, Furthermers, a business update has been announced  most significant impact on the VIU estimate, YWe focused on the

by HSBC Holdings plc that walf impact the future profitability of certan assumptions ralatad to the revenus growth rates and cost reduction targats
businesses across the group. These matters are considered a potential in the AQOP, the long term growth rates and ciscount rates. Qur discussions
indicator of impairment of the goodwill held tyy the group in respect of and focus on assumgptions was driven by consideration of the achievability

previously acquired businasses. of management’'s ADP and the prospects for different types of banking

An impaitmant test was periormed by the group using a value muse (VIL'}  businass in the future.
model that estimatas the value of each cash generating unit (‘CGU’). The VIU
was less than the canying value which resuited i a full impairment of
goodwill being recogmised of £1.2bn.

The determination of the ViUs is based on the requiraments of the
accounting standard IAS 36 “lmpairment of assets’ and assumptions about
future cash Hows which are estirmated using the group’s Annual Operating
Plan ['AQP}, long 10rm growth rates and discount rates. These assumptions,
which are judgemental, are derived from a combination of managemaent
estirmates. market data and other infarmatinn nrovided by sxtarnal pariec

Mo matarial misstatements have been wentifred from cur work.

*«  We assessed the approprnateness of the methodology, wickuduyg the ssunaticn uf VIUs and the CGUS to wihacl they 1afate.

* Reasonable ranges for the discount rates used within the modet were independently calculated with the assistance of our valuation experts, and
compared to the rates used by management.

* inputs used in the determination of assumptions within the modet including the terminal growth rates and the AQP ware challanged. Where availlable,
external iInformation was obtained and used 10 audit management's assumptions. This inciuded market data.

+  We assessed whether the cash flows included in the model were in accordance with tha relevant accounting standard,
* We parformad sensrtivity analysis on key assumptions used, both individually and in aggregate,
* The mathematicai acCuracy of the model was tested.

«  We avaluated whether tha dgisclosuses within the financial statements appropriately address the sigmihcant judgement used to determine the
impairment of goodwill.

14 Lk et B .4
AL Hepusi, page /9.
Note 20: Goodwill and intang,

4 i S bl 3

Yve discussed th appropnidteness of tw ViU assumptions with the dcdit
An annual impaimnent indicators assessment is performed for each of the Committee, particularly those for which variations had the most significant
parent company’s investments 1n subsidianes. An impairment is recogaised  impact on the ViU estimate. We focused on the assumptions ralated to the
when the carrying amount axceeds the recoverable amount. revenue growth rates, the long term graowth rates and discount rates. Gur
The net asset value of HSBC France was below the carrying amount as at 31 Jiscu3sions 8nd focus on assumptions was dnven by considaration of the
December 2019, which was considered an indicator for impairment. achievability of management’s AOP and the prospects for the banking
An impairment test was performed using a value in use {VIU'} modal based business in the future.
on discounted estimated cash flows for the investment. The VIU was less No materiat misstatements have been identified from our work.

than the carrying value which resulted in an impairment of £3.2bn beng
recogrised in tha parent company with £4.3bn of the investment remaining
on the balance sheet as at 31 December 2019,

The detenmination of the VAU is based on the requirements of the
accounting standard AS 3§ 'imparrment of assets’ and assumptions about
future cash Hows which ars estimated using HSBC France’s Annual
Operating Plan (A, long terrn growth rates and discount rates. Fhase
assumptions, which are juggemental, are derived from a combination of
management 8stimates, market dats and other infarmation provided by
external parties.

* We ascessed the appropnatoness of the methudulugy used W caloulate the Vil
+ A rsasonable range for the discount rates used within the model was independently calculated with the assistance of our valuation experts, and
compared to the rate used by management.

* Inputs used in the determination of assumptions within the maodal including the terminal growth rate and AOP were challenged. Where available,
externat information was obtained and used to audit management's assumptions. This included market data,

* \We assessed whether the cash flows includad in the model wera in accordance with the relevant accounting standard,
*  We performed sensitivity analysis on key assumptions used, both individuaily and in aggregate.
» The mathematical accuracy of the mode! was tested,

* We evailuated whether the disclosures withun the financial statements appropristely address the sigrificant judgernent used to determine the
impairmaent of the investmant. specifically giving consideraton 10 the sensitivity disclosures and the reasonable possible changes in key assumptions.

e ; R
AC Reporn, page 74,
Nete 18: lavestmants in subsidiaries, page 143,
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Financial statements

Consolidated income statement

2618
Natws fm
,, et e 3660
= T o ) . 7,;122 '
- interost expenss’ ] T j  3.762),
Met fee income B _ 2_044“
tee income B ) N 3.402 3
- fee expense Trrmmme o T o 1 (1358)E
Net | income 1mm financial |n3lrumen15 hald 1or lrad!ggpr manaqed ona !mr valua basns o ) 3 o 2,733
Net |ncome.‘texpense) trom assels and fiabiliues of insurance businesses, ux.lud:ng related derwauvns measured at fair
value through proiu or loss 3 1,288 {604}
Changes in farf vaiue nl deslgnatﬂd debt and reluted derlvatlveﬁ o B ) N o A El 7 )
Changes in fatr value ol other financial |nstmmems mandatorriy maasumd al \‘alr value lhrough pmht or 1088_':‘__ o 7 - 547 . 511
_Gains loss | sesirom finangigl investments - e B - aa 12
Nat insurance premium income ) ~  o N e 4 ) . 2008
Other operating income o o WMLW S X . ®8 580
_Total operating income o B 5,410 10,946
Nm ingurance danms a[qg! banefits paid and movement m Iuatlluliygs_. 1oy pohcvhulders e . {3,366) L {1.478)
‘Net opgrmng income before ch.ange n uxpected “crodit fosses and other credit impurmﬂnl clmmas’ 6044 = 9468
Mgmhgpghe in axpocted credit losses and other credit impainnaem charges . o o . {124} (159)
Net opa-rning income ) T ... 5920 3,309
Total operating expensas . le.782} (7,950)

- employse compansation and banm-ts
- general and sdmiristrative expanses
- deprecuouon and mpalrment of property. plam and equupmenl"
- amartisation and impairment of mlangrble assets
- goodwtll |mpa|rmam

Operating {(lossVprofit

Share ol {los)/peolit in associates and joint ventures
ﬂ.oss}lprcm hefore tax

Tax OKPEHSE JR— o - —— FR O —_ [
(Lonsllproﬁt far the vw

{Lossiprofit attributabla 1o shareholders of the parert company
Profit amnbumble 10 non-conLrolImg terasts
Profit from disc d oparations am'ibutal;i;m ohs

7 Interast income includes £4,027m (2018. £8, 178m} of interest recogmsed on financial assets measured a3t amortised cost’ £334m (20 18- fQG?m)
of interest recognised on financis! assels measured at fair value through other comprehensive incorne and F4Tm (2018 £54m) interest recognised
on impaired financal assets.

2 Interest revenue calculatad using the effective interast method comprises interest recogrised on finencial assets measured at either amortised cast
or fair vaiue through other comprehensive incorne.

3 Interest expense includes £2.917m (2018: £3,074m) of interest on financis! instruments. excluding witerest on trading labilities designated or
otherwise mandatorily measured ar far value.

4 Includes depreciation of the right-of-use assets of £133m (2018: £0m). Right-of-use assets have been racognised from 1 Jenuary 2019 foliowing
the adoption of IFRS 16 Comparatives have not been restated.

§ From 2018, due to an amendment to JAS12 ‘Income Taxes’, the tax relief an payments In relation 1o Addiional Tier 1 instruments has been
recognised in the tax charge shown in the intorme staterment, whereas previously it was recorded direct in equity. The 2019 tax credit was
F£40m {2018: £48m) with no effect on equity. Comparatives have not been restated.

6 Profit from discontinued operations relates to profit attributabie to shareholders of the group from the separation of HSBC UK Bank plc from the
group. HSEC completed the ring-fencing of its UK retail banking activities on 1 July 2018, rransferring qualifying RBWAI, CMB and GFB
customers of the group to MSBC UK Bank plc, HSBC ring-fenced bank.

7 Net operating income before change in expected credit losses and other credit impairment charges is also referred to as 'revenue’.
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Consolidated statement of comprehensive income

. Che Lo Sy e
2018
£

_“(_Lpe_;sllp;ﬁﬁl.?é; E!IE year - T - - MW -

Other compref Ive income/iexpense}
Rems that will be fﬂdasslﬁeé suhsoquanﬂy to proﬁt or lo: ‘when 5pee|ﬁc wndlﬁonu are met:
Debl instrumen:s at 1air vele through other comprehunsive incor

- fmr valuo gams

- NGO taxes

“Cash flow hedgos .
- fair value gamd[iosses]
- fan vaiue Iossesf(galns] reclagsifiad to the income stalemenl
~ income taxes

Exchange diflerences

ltems that will not be reclagsified subsequently to profit or loss:
Ramoasuronient of defined henahl agsevliability

— bafore incoma taxgs o
~ ingome texes

Equﬂy instruments defﬁ:gnalad at fair value through uihm roanpfehvn;ve [;{Tums ) 2 36
- fai value‘ga:ns - 77 o 'v2 TR E
- income laxes . o e . e D -1
Changes in fair value of fimn;ial liabilitiers designated at {air valua upon imtiai reéognitbr; arising Iron!__gh_p(_a_g(_as in own c:gg!}n[isk |25_H 504
- Fait value gainafilossas) - " (386)] w07]
- income taxes e . | ooy
Other cumprehenswe (expenseh‘hcome for the yaar, net of tax {758) a8
Total fexpensels for the year {1.749} 2410
Aunbulab!ot o . ..
~_sharoholders of the parent company T ” o o T {1.7a5§ 2,38?J
- mon-controlling interests ) o (%] 23
Total sompreh {expenselincoma for the yaar T {1.749) 2,410
HSBC Bank plc Annual Report and Accounts 201 9 96



Consolidated balance sheet

4t
2018 " 2018
R Mores £m m
‘Assets o
_Cash and balances at central banka o o _ 51816 520'3
IIGITIS in tha course of col[eclmn from amer banks o . e ) 707 839
Treding assots 10 ‘98,243 95420
Financial assets designated and otherwise mandmonly measured at fair \mlue through pratitor toss 12 17,012 N R 2, 799
Demvatives B 4 164,538 144,522
Loans and advam.es to banlu, o T 1 f,4a:l o ‘1‘3 '6'29;
Lp ns and advances 10 customers o :NM 108,331 111,964
Reverse lepurchase agresments — “non- iradmg - . 285,756 80 102
Fmancnal investment o o s WVM; 46,464 B 412??
Prepavmen!s accrut T 21 43 939 37,497
Cu[ﬂ!l’l[ tax 8558(5 AV o - o ’ o 725 o 337
Inleres s in as_go_c:lgams and pcn! ventures B i 7 437 399
Buudwnli and mldngih!:, ausets o T 26 1562 - 2,626
Deferred tax assets T h ’ a08 540
Total assats T T B — 636,491 601,958
Liabilities and oquity
Liabititios T o i i o
Depositsby banks ) 23,991 24532
Cugtomer accoums o 177 236 iBDﬂSG
ﬁapurchase agreemqms - nnn-!radlng ) 49, 385 46,583
11em6 1n the COUISE &F transNissioNn to other banks ) ) __ A03 oy
l'radlng Inabdslies i 48,026 49,514
Financial fisbiltws dysignated at lair value ’ i 23 kAl €4§ 36,977
Onrivativos ) o T 4 161,083 139.932
Debt securities in is8ug 2“5"“ 038 22
_Accruals, deterrad i If\come and olhul lisbifitiers 2
Curr t tax lie bnhues '
liahlhl!es l.;ndﬂ[ msurance contracts ) - R .
Provisions — 5
Deferrad tax labibtias ) o 7 o
Subordinated fiabiltigs ) i ) s z 13770
Totel lisbilites 7 ) 612,479 577,649
Equity . _
Total sharoholders’ aquity T . 23508 26,878
- called up shara Lﬂpnall o o - o . 2 ' BTV L 797
- olher eqully mstrummts 2% 3,722 ‘ 2,403
~otharreserves - - 15,465} 4,971)
- retained earnsngs . 24,249 ; 28,649
Non-cantrolling interests T " sos bal
Totslequiyy T - 24,012 27,409
Total liabilities and equity o 636,491 604,958

The accompanying notes on pages 105 to 165, and the zudited sections of the "Report of the Directors’ on pages 20 to 85 form an

integral part of these financial statements.

The tinancial statements on pages 95 to 104 were approved by the Board of Directors on 18 February 2020 and signed on its behalf by:

J Fleurant
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Consolidated statement of cash flows

2018
— § e - e £m fm
o . wra 1914
- - o e e 15,2"5"_ :_7 s
Net| gain. frorn mvesunn aclivities o } . _— 59y 4
Share of Inssmftpra!sr;)m o o R (16}
E:harjge in expected creditﬁ o 130 220
_Provigions including pansions o 231 ﬂi_)
S anﬂsased payment expense B o _Bs a9
Other nnn-cash itemns included in proft beiore mx o _ - _ e, _ _llg) 40
Ehmanatmn o exchange dnﬂemnces e . ; 4,001 {2,681
Ch in op g and liabilities o B — 1.840) 11,598
- change in net tradmg securitias and denvawes . N ) o - . 11,3108 7,059
- changa In Ioans and advances 1o banks and. GUBIOTErS e ; — 3441/ {7,220
- change in reverse reuumhase agr - non-lrading N i7.293)§ [21.068)
~change in finam.:mi assets designated and otherwise mandatorily measured at tair valmz o 787 12.246)
- change in mher assets . o . e (12.074 10.57
- change in deposals by banks and custnmer accoums _— . - i 4,141}, {347
repurchase agreements - non«!radmg S _ e ~ _ : 2.803 8.8Q7
~change in debt‘;;curmas in issue L } . o 2,318 9,435
nancial liabilities designated - } e i 4,390 1,982
- chsnge |n othe} IIEIbllﬂms o B o o 9,539 5171
- contributions paid 10 detined benaft plans N - _" 113y {20)
-1ax paid . - N - o ‘ZL"L Mmla_?_:m
Net cash from B B 3193 12001
-~ purchase of __ . R (26,200) 125.235)
~pr from the saie and mamrlw of financial uwes\men s . B B 24,304 26,937
- net gash flows from__t_h_g_;_mrchase and sale of pn:ipD!W Dlar and equipment e {58} (111}
- nel investment in mtnnglble assets - » {385 (433
- 9( cash nuulow from |nves1mun( in gsgm@nd ncqunsnz n e oi buwlnesses and -aubsujrarles - ) ) ) - ) ; _ ] {49 (227)
~ net cash flow on disposal of subs:a;r:eé b{lsmess associatas aﬂd joint venrures — : -1 (29,371)
Net cash from investing activities T ] LT U esem (37040
- issug of ordinary shara capital and mhér equily .nstrumanls_ . - 1,319 818
~ subardinated loan capital assuedf — . ] 6,736 12,274
- subordinated lcan capital rap:ud" e i ) } o {7.100) {12.765)
- dividends 1o Ihe parent company - i {2,9885) {13.0a4})
- fvnds:ecqrv‘ggwl“r_gm the parent ::orr!parr,' . 77 _ et - 512
- dividands paid 1o nunmntro!img interasts e B _ . . 7 128}
Net cash irom ﬁnlm:mg achvmus o : B e o B %7) (9 ?33)
Net (deermc)ﬁm:rease in cash and cash equl\‘ﬂem {1,242} [29,572)
_Cash ond cash equivalents at 1 Jan R - o o _ 97058 @ 125475
Exchanga diffarence in respect of cash and cash aquwﬂlenls o i o Lo i3arg) 1,186
Cash and cash nquwalen\s at 31 Dec®™® 92,338 97.058
Cash and cash equivalonts comprise of . B e i
- cash and balancus at centrel banks . e - e o _5.;e 52,013
- itams in ths course of col from other L bar_\k5 _ - - . . B . w7
- loans and advances to nks of one monthorfess B . o 6,889
— IBVErse mpurchase_agr L with banks of ong manth or less _ 23.116
~treasurv bills, other bills and certificates of deposit iss than Ihr-a months o e T8
- cash coliateral and net Waccounts . i o _ 92,4645
— less: items in the course . of ransmission 1a oxher bﬂﬂks L ~ {403)
Cash and cash equivatents at 31 Dec>® 92.338

T The impact of the right-of-use assets recogrised under IFRS 16 at the beginning of 2019 is not recognised in 2018. This 8lso includes

the impact of & £1.2bn gooawill impairment in 2019.

2
details cannot be determined without unreasonsble expense.

F

4

Adjustrnent to bring changes between opening and closing belance shest amounts to average rates. This is not done on & line-by-ling basis, as

In 2018, no cash or cash eguivalent was received 8s part of the Part Vi transfer of asset snd liabilities. The aggregate armount of cash and cash
equivalent in the subsidisries and other businesses over which controf transferred was £29,410m.
Subordinated fiahilittes changes during the yesr are attributable to cash flows from issvance (£6, 736m (2018: £1.2,274m)) and repayrnent

1E(7, 100im (2018: £{12.765)m)) of securitids as presented in the Consolidated statemnent of cash flows. Non-cash changes during the year
included foreign exchanges gains/ilosses) (F(281)m (2018: £112m}) and fair value gains/flosses) {€82m (2018: £(132)m)).

«

mandatory deposits at central banks.

At 31 Decombar 2018, £10,533m (7018 £10.478m) was not available for use by the group, of which £1,427m (2018:£1,410m) related to

fn 2018, HSBC included settlement accounts with bank counterparties of one manth or fess on & net basis. Comparatives have been re-presented

and aiso inclede the net impact of other cash equivalents not previously included in cash and cash equivalents. The net effact of these changes

increased cash and cash equivalents by £8.1 bn in 20718,

interest received was £7,569m (2018: £8,034m), interest paid was £5,804m (2018: £3,177m) and dividends recsived were £1,237m

(2018: £938m).
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Financial statements

Consolidated statement of changes in equity

co o el 2R * [} PR

Group
reorganisa- Tatel
tion share-
resarve  holders’
(GRR} equity
fm £m
At 1 Jan 2018 . 7.692) 26878
Loss for the period _ = 1013
Other comprehensive income/
{expensa) {net of tax) - . {238} 120 65 {679} - {732)
~ debtinstrumants at fair value T ) i
throwgh other comprehensive -— - - 118 - - - 118 3 121
- Qf\?ﬂ“}%stmmems dosignated at fair
vatue through other comprehensive
wcome o N - - - 2 - - - 2 - 2
- gash flow hedges ) : - - - o 65 - — 65 -1 65’
— changes in fair value of financial ) | '
liabilities designated at fair value due |
Lo movemant in gwn crodit risk! - - {251) - - - - (251) - sy
- remeasurement of defined benefit )
assel/liability - - 13 ; - - —é - 13 1% 12
_oxchange differonces | - B R R <l ..©7% -1 679 sl __ao7
Total comprehensive income/
{exponsa) for tha year - — {1,251} 120 65 {679) - {1,745} L] {1,749)
Capital securities issued during the
- 1,319 - - - — - 1.319
P T R988) — - = .12.985)
draegter T e .z e T e -
Nat impact of equity-settled share-
based payments - - 16 - — 16
Cepital conwibution ' . - =
Change in businass combinations and
other movements - 20 - - - - 20
fax on toms when diectv 0 equiy - e = - - == = = =
At 31 Dac 2019 797 3,722 24,449 1,089 40 1,098 {7,692) 23,503 509 24,012

1 At 31 December 2018, the cumulstive amount of change in fair value attributable to changss in own credit risk of financial liabilities designated at
fair value was a loss of £346m. The cumulative change on 31 December 2018 was a gain of £201m.
2 HSBC Bank pic issued three additional tier 1 capital instruments to HSBC UK Holdings Ltd of £175m in January 2019, £713m in November 2019

and £431m in December 2018

3 The dividends to the parent company includes a £2. 787m dividend paid, £51m on preference shares and £147m paid as coupons on addivons!

tier 1 instruments,

99
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Consolidated statement of changes in equity {continued)

PN C
T e s et e Pert ot

Called up Group

share Financal teorganisa- Total
capnal and assetsat  Cash flow Faregn tion share- Non-
ghare  Orther aguity Aptgned OCH hedging exchange raserve holders'  controlling Foval
piemium  instruments paInings rasarve reserve rasarva [GHAY Bty ierests aquity
£m fm  Em £ . £m fm _fm Em __fm
At 31 Dec 2017 797 3,781 36140 1099 587 44,049
Impact on transition to IFRS § - - f283) - (532)
ALT Jan 2018 8 /Bl 35857 850 3 587 43517
Profit tor the period - = 1.505 = — - 28_ 1.632
Other comprehensive income inet of tax) - - 677 176 i T - S SR ;1 SUUUT ) N -1 -
— debt instruiments at fair value through 1 : ‘ : T :
other comprehensive income - - -, BDE - - - 30 7y B3
- efuity instruments designated a1 tair : | t 3
value through other comprehensive i , 4
income - -1 - 36 ‘ - - - 36 - a8
~ cash flow hetiges - - - - (16} - - 116) - (18}
- changas in fair value of financial | E ;
liabilities designated at fair value due . i I . I
to movement in own cradit risk’ =i - 504 | - - - - 504 - 04
=~ remeasurement of defined benefit ;
asseuliability’ -! - 173 - - - - 173 {2} 171
- oxchange difierences - =L - - =L 94 il it IPURURL S B .}
Total comprehensive incorme tor the yaar — - 2,18% 126 {16} 94 — 2.387 23 2410
Capltal socuriting issued during the
period® - a8 - - - - - 818 -
Dividands to the parent company® — ~ e = - M!{?-Q@‘”jﬁ,‘?& )
Transfer ERNCA L T = 1 L. I
Not impect of equity-settied share-besed
payments - - 17 - — - - - 1?
Capital contribution® - - 3317 - - - - 3,377
Change in business combinations and
ather movements’ - 218 3 - - - 215 {51} 164
Tax an temg taken diractly 10 equity Y T I
Group reorganisation resewe{'GRH'iB = - 4) 29 - _(?.692) 7.667) e {7,667}
At 31 Dec 2018 797 2403 28.649 969 {2%) 1.777 {2.6892) 26.878 531 27.409

1 At 1 Jenuary 2018, the curmulative changes in fawr value attributable to changes in own cregit risk of financigl iabilities designated at fair value wes
& loss of £312m.

2 An actuarial gain has arisen as a result of the remeasurament of the defined benelit pension obligation of the HSBC Bank (UK} Pension Scheme.

3 HS8C Bank pic issued additional tier T capital instruments of EB18m to HSBC Hoidings plc in March 2018, See Note 29 for further detalls,

4 TI'he dividends to the parent company includes a £12,000m dividend distributed to HSEC Holdings pic in July 2018 1o capitalise HSBC UK Bank
ple. See Note 8 for further details of the remaining £1,044m dividend paid to the parent company.

& HSBC Bank pic ransferred o additional tier 1 capital instruments of £2, 136m to HSBC UK Bank ple in July 2018

6 HSBC Holdings plc injected £1,900m of CETT capital into HSBC Bank pic during March 2018 There was no new issusnce of share capital. in
Decambar 2018 HSBC UK Holdings Lid injected £1,477m of CETT capital into HSBC Bank pic. There was no new issuance of share capital.

7 HSBC Holdings pic provided £135m to HSBC Bank pic for the acquisition of HSBU Investment Bank Holdings Limited and its subsiiiaries from
HSBC Holdings pic in Jenvary 2018 The difference between the cost of investrnernt and the net assets on acquisition was recognised as a further
capital contribution of £102m,

8 The Group reorganisation reserve (‘GRR’) of £7,692m is an accounting roserve, which relates primarify to the recognition of goodwill (£3,285m)}

and the pension asset net of deferred tax (£d, 776m), resuiting from the ring-fencing implementation. The GRR does not forrm part of regulatary
capital,
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HSBC Bank plc balance sheet

O S PR A1
2018 2018
o el £m fm
—Assms —— . e e w. _ N CER — .‘ .
Cash and I;a{.gncgewi awiwggmra! banka - o 48,657
Imms in the course aof collecnon 1rcm olher banks o T o a42
Trading assets T h B 19 71,785
_Financial assets dasignated and ntherwtm mandatarily muasured at fair valuo 1hrough pr fit or loss 5. ?4"5:
Derrvatives o o " 139,224
L oans and advances to banks ﬁﬁgg
rl,oa{ls ggd advangggqurcu;smrrnre!s . ) . - 58,78
agreements — non-rading 7 _
ts [
Prepayrnems accmed mcome anri Dthe:as;ew _M L
Currant tax assots . -
Investimeants in subssdaary undarlaknngs o o
hoo:lvwl! aut_l_mlgamlhle asseds - ) 25
Deierred tax assets T ) o 2 - 147
Total assets l 457.429
_Linbilitios and equity ) ] ——
Liabilities . T M__ . o
_Deposits by banks _ _ - . 18,386 18, 143
Custormnar pq:qqunls - . 9,040 125, B‘H
Repurchase agreoments - non- 1radgng 36,327 365693
I:ems i the course of transinission to othor banks N . a4 83
Trequ habrlmes - B o o 21914_ ] 2731
Financial llabnllttas dusignatud at 23 24,883 22,931
Derivatives T N | 13‘1 307
Debl secunues In sssue o o ) o 19.085
Accrl_:q!j.wdgfgr{?qvin‘cqr_t_n}_ andg othar tiabihkes o Ead B 1‘35.1‘50‘
Current tax liabilities ) T o '4 a0
Provisions ) - s " a00
Daferred tax latulities o ) i ; ) 2 T
Subordinated Habilitias T ] 2 12,783 13,323
Totat liahilities ) o 431,366 433,334
£quity . ) .
Called up shore capital 29 797 ez
Other equity instruments - 28 3722 2,409
Other rasorves o _ 5021 (5.138)
ﬂmauﬁéd nings s ) o 19 ns ZEE,W{};J‘ZI
Total equity T 19,374 24,095
Total liahilities and equity - 450,740 457,429

L.oss after tax for the year was £{3 064)m (2018: profit after 1ax £1,411m} which includes the impairment ot the bank's investment in

HSBC France (Refer Note 18},

In Q1 209, the activities of HSBC Bank plc's branches in Belgium, the Nethertands, Spain, Italy, ireland, Luxembourg and Czech

Republic were transferred to HSBC France.

The accompanying notas on pages 105 to 165, and the audited sections of the 'Report of the Directors' on pages 20 to 85 form an

integral part of these financial statements.

The tinancial statements on pages 95 to 104 were approved by the Board of Directors on 18 February 2020 and signed on its behalf by.

J Fleurant %_— %
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Financial statements

HSBC Bank plc statement of cash flows

£ . f NN

208
£m
Wossiprofi before tax 7T ST — Y1
Adj nts for non-cash items
Depreciation, amorusatian and urlpalrment of PPRE, HoU and 1m.ang|bles _— o 238
Nen Iosﬂtgam) from Jinvesting aEt_lyJ;_lg-sz - _ . {24y
Changa in axpectod crodit losses gross of ramvaﬂes and other credit lmpaarment char e 294
Provisions inchuding pengions B, (113
Share-based payment expense L o ; R 74
Qther non-cash items ncluded in profit bafor B . 25
Elimination of axchengs differonces” ’ o 1584 {1.577)
_Changes in operating assets and !ubllmes — _ e _t19,282) 12938
«~ change in net trading securities and denvatwes ' B {4,801 85677 |
— changa in loans and advances to banks and custnmers {1,801 (31761
- change in reverse repurchase ngrsemenls - non- tradlng L {1,004] {14,306),
- change in financial assets desugnated ﬂnd olherwnse msnth?oniv msajligt_i_m fair value . _ 2,616 (2.032 I";
- change in other assets? e {9.073) 71261
- ghange in deposits by banks and customnr accuur[t;,m _ o (7.355'5 (220]5}
- change in repurchase agreements - non-trading ) o 634 472,
- change in dabt securities in 1s5ue i N o N 14,047} 12,9771
- changein financiat liabilitios desega:t;t_;d at fair value i o N 1.544 1 |2.1B3]‘
— change in other liabilitas o - ] 4,210 6,095
— contributions paid to defined benefit pIans e - (13} 20)
- taxpaid § e e H—- s 1372y
‘Net cash from nperatlrlg activities {'I'? 1 86} 13,554
- purchase of financial investments ) _ {18,878 {23.545)|
- procaeds lrom lha sale and maturity of financial mvestmaonts L 18.781 17.303 !
- net cash ﬂows from the purchasa and sale of proparty, plant nnd equupmem - (Z4] {79k
- et ivestment in |n1ang;bla assEls {190 (ZE}Sf
- il cagh flow on disposal of auhsmmnes husmess aggocites and joint \ranturas L\ L {28, 246)3
Net cagh from investing sctivities e } 13293 ... 135858)
~ issue lJ' Ofdmary share capntéf;nd Olher equltv ms[rumﬁnls o N o 1,319 818 1
- subordinated loan capital lssuad ; - . -~ 6,740 12,274,
- subordinated loan capital mpaul . {7.076) {12,;’26);
- fur}du m:;eived from the parent company - S B N o 1 - 35812
" dividends 10 the parent company . {13044}
Net cash from finsncing activities o . n 02} _{9,188)
Net {decrease)increase in cash and cash squivalents (19,518} {araro)
Cash and cash equivalems a1 1 Jan - ) 12298 192,950
Exchange diflerance in respect of cash and cash equlvalems o B __{1.5a5) 816
Cash and cash equivalents #t 31 Dec” 51,235 72,296
Cash and cash equivalents comprise of: . - o e .
- and balances at cenirat banks e - e 30,149 GEME:-GMI
iters in the caurse af callection from other banks B e . a2 442
~ loans and advances 1o banks of ong mohth or Iess . 4,548 B, 0?3
- reverse repurchase agreement with banks of one menth ot lass - ) _ B 9,287
— treastiy bills, other bifla and certificates of deposit less than three months a8
' cash coliateral and net settfement accounts o 6,924
= loss; iteins in the course of transmissuon 10 olher banks B {44
c-:h ami cash equivalents at 31 Dec® 51,235

2018 does not include the impact of the right-cf-use assets recognised under IFRS 16 beginning in 2018.
Inciudes the impatrment of investment in HSBC France subsidiary {refer Nole 18).

details cannot be determined without unreasonable expense.
Includes additional investrent in subsidiaries £1,943m (2018: £436m).

L[S0 - WA =

Adsstrent to bring changes between opening and ciosing balance sheet amounts (o average rates. This is not done on a line-hy-fing basis, 8s

Subordinated liabilities changes during the year are attributable to cash flows frorn issuance (£6,740m (2018: £12,274m)} and repayment

(E(7.076)m (2018 £{12 726)m)} of securities as presented in the bank's statemant of cash #Hows. Non-cash changes during the year included

foreign exchanges gainflosses) (£(25%jm (2018: £108m)) and fair value gains/flosses) (£E82m (2018: £/T50)m)).

Jn 2018, HSBC included settiement accounts with bank counterparties of one moith of fess on & net basis. Comparatives have beern ra-presented

and also include the net impact of other cash equivalerits not previously included in cash and cash equivalents. The net effect of these changes

increased cash and cash equivalents by £11.8bn in 2018

interest received was £5,352m (2018: £6,328m), interest paid was £4,679m {2018: £2,304m) and dividends received was £1,197m {2018:

£905m).
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HSBC Bank plc statement of changes in equity

PR . [ TS P

o " "Othor ressrves

Callad up
share Financial Oroup
capital and Othor azseots at Cash flow Fotaign recrganisation
shure squity Retained FYOC} hedping axchange renaive
prefrsium  instruments samings raserve serve ro38rYe {"ARR")
e e Em £m £m L Em _ km £m  Em
At 1.Jan 2019 787 2,403 26,033 7 wn 80 %,248)
Loss for the yoar e o - - RoOBY - T =T
Other comptehensive incomef{axpense) (net of
tax) - - 1223 105 15 (3) - {5)
% debi instruments at fair valtze trough other | ! ! i
comprehensive income . - - - 105 - —f -, 105
- equity instyuments designated a1 fair value 1 . !
through other comprehensive income - - - - —_ - - -t
- cosh flow hedges - - - - 15 - -1 15|
— changes in fair vaiue of financial liatylities I E i
designated at fair value due to movement in i i
own credit risk’ - - {148) - - - - E (148)%
- remeasurement of defined banafit asset/ ; :
liability - - 26 - - - - 26 |
sochangediferences | - = .= =3 IV IR - § - @
Total comprehensive ir Hexp ) for
the pariod - — 105 15 3 - {1.069)
Capital securrties msued during the period”  — 1319 b - T o N
Dividonds to the parent company! - - = - - - 2.9u5)
Transtors o - - - - - - -
Met impact of equity-settled share-based
payments - - - - — - - -
Capital contributon —_- - T L = SO
Change in business combinations and other
maovements - — 14 - - -
Tax on itanis taken droctly o equty . T = = oD =
At 31 Dec 2019 297 3,722 19,876 182 {32} 77 {5,248} 19,374

1 At 31 December 2079, the cumulative amount of change in fair value attributable to changes in own eredit risk of financial liabilities designated st
fair value was a foss of £227m. The curnulative change on 31 December 2018 was a gain of £112m.

2 HSBC Bark plc issued three additional tier 1 capital instruments to HSBC UK Holdings Lid of £176m in January 2019, £7 13m in November 2013
and £431m in December 2018,

3 The dividends to the parent compeany includes a £2, 787 dividend paid, £51m on preference shares and £147m paid as coupons on additional
tier 1 instruments.
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HSBC Bank pIcA statement of changes in equity {continued)

L

fpn

Other resarves

Called up ’ Flnn-ncml ) él"cll.lp
share capital assets al Cash Thw Foreign  reorganisanon Tatal
and shore o aouity Retained oL hedging exchange #5erve (GRR)  gnareholdars
premium  porumants BAFIGS faserve resarve resarvo Bauity
fn £m £m £m £m fm fm
At 31 Dec 2017 N 3781 '33.845 W () 105 - 100
Impact on transition o (FRS 4 = L2 A L - — — {39
1 January, 2018 3,781 618 27 L 105 - 38,310
Profit tor the yaar - 1,41_1_ — - - - . !,4 I L
QOther comprehensiva income (net of tax} — - 543 33 s8) 25 - 493
~ detnt instruments at fair vafue through other , ! i
comprehensive income - - -, 13) - - - 3)
- equity instruments designated at fair valua '
through other comprehensive incoma - e - a6 - - - 36
— cash flow hedgas — s - - (58)- - - 88),
- changes in fair value of financisi liabilities ;
designated a1 fair value due 1o movemnent in
own crodit risk' - - 364 - - - - 364
— remeasuramant of defined benatit assat/
linbifity” - - 179 - - - - 179
~ exchange differences - - I - - o oes D 265)
Total comprehensive income for the period - - 1.954 a3 (58} 125) = 1.804
Capltal socuritios issued during the period” - 818 0 - - - - 818
Dividends to the parent company® - = 03044 - ~ - I (13.044)
Transfers’ 2.196] 0 - - - - (2,196
Net impact of squity-seottled share-based
paymerts - - 12 - e - - 12
Capital contribution® - 3377 - - - - 1377
Change in business combinations and other
movemnants - — /5 P2l - - — 86
Tax on items taken directly to equity - -- a1 - R - 11
Group raprganisation resewei'GRR‘l’ — = o 4 e 29 ] t_5,24_8)‘__“ UWN[EV:.2V23!
At 31 Dec 2018 797 2403 26.033 77 (L2} L (5,248) 24095

T At 1.Januvary 2018 the cumulative changes in fair value attributable to changes it own cred risk of financiel lfabilitias designated at fair value was

& loss of £204m.

o ah

An actuarial gain has arisen as @ result of the remeasurement of the delfined benefit pension obligation of the HSBC Bank (UK) Pension Scheme.
HSBC Bank plc issued additional tier T capital instruments of £818m to HSBC Motdings pic in March 2018 See Note 23 for further details.

The dividends to the parent company includas & £12.000m dividend distributed to HSBC Haldings plc in July 2018 ta capitalise HSBC UK Bank
plc. See Note 8 for further detadls of the remaining £1,044m dividend paid to the parent cormpany.
HSBC Bank ple transferrad two additional tier | capital instruments of £2, 196m to HSBC UK Bank pic in Jufy 2018
HSBC Holdings pic infacted £1,800m of CETT capital into HSBC Bank plc during March 2018. There was no new issuance of share capital. In

December 2018 H3BC UK Holoings Ltd injected £1,477m of CETT capital into HSBC Benk pic. There was no new issvance of share capital

~y

The Group reorganisation reserve ('GRR’) of £5, 248m is an accounting reserve, which relates primarily to the recognition of goodwill (£223m) and

the pension asset net of deferred tax (£4 776m), resulting from the ring-fencing implementation. The GRRA does not form part of reguiatory capital.
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Notes on the financial statements
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1 Basis of preparation and significant accounting policies

{a) Compliance with International Financial Reporting Standards

The consolidated financial s1atements of the group and the separate financial statements of HSBC Bank pic have been prepared in
accordance with International Financial Reporting Standards ('iFASs’) as issuad by the International Accounting Standards Board {"IASB"),
including interpretations issued by the IFRS Interpretations Committee, and as endorsed by the European Union {'EU’). interest Rate
Banchmark Reform: Amendments to IFRS 9 and IAS 39 ‘Financial instruments’, was endorsed in January 2020 and has been early
adopted as set out below. Therefore, there were no unendorsed standards effective for the year ended 31 December 2019 affecting these
consolidated and separate financial statements, and the group’s application of IFRSs results in no differences between IFIISs as issued
by the (ASB and IFRSs as endorsed by the EU,

0n 1 January 2019, we adopted tha requirements of IFRS 16 retrospectively. The cumulative effect of initialty applying the standard was
recognised as an adjustment 1o the opening batance of retained earnings at thet date. Comparatives were not restated. The adoption of
the standard increased assets by £0.96n in the group {(£0.6bn in the separate financial statements of HSBC Bank plc), and increased
financial liabifities by the same arnount with no effect on net assets or retained earnings.

On adoption of IFAS 16, we recognised [ease liabilities in relation to leases that had previously been classilied as “operating leases’ in
accordance with IAS 17 ‘Leasas’. These liabilities were recognised in "other liabilities” and measured at the present valug of the remaining
lease payments, discounted at the lessee’s incremaental borrowing rate at 1 Janaary 2019. The associated right of use ("ROU’) assets were
recognised in ‘other assets’ and measured at the amount aequal to the lease liability, adjusted by the amount of any prepaid or accrued
lease payments or provisicns for onerous leases recognised on the balance sheet at 31 December 2018, In addition, the following
practical expedients permitted by the standard waere applied:

+ reliance was placed on previcus assessments on whether leases were onerous:
* operating leases with a remaining lease term of less than 12 months at 1 January 2019 were treated as short-term leases; and

* initfal direct costs weres not inciuded in the measurement of ROU assets for leases previously accounted for as operating feases.
The ditferences between 1AS 17 and IFRS 16 are summarised in tha table below:

Leases are recognised as an ROLS assat and o sorrespunding liabibily at the date al wihicli the luased assst 15 nwdye avaniabie 1or
use. Lease payments are aliocated betwesn the liability and finance cost. The finance cosi is charged to profit or loss over the

lease term so as to producs a constant perod rate of interest on the remaining balance of the liability. The ROU asset 1s

either finance or
cparating leases.

Paymants made under depraciated over tha shorter of the ROU asset’s useful econcmic life and the lease term on a straight-line basis.

operating leases ware In determining the tease term, we consider all facts and circurnstances that create an ecenomic incentive to exercise an

charged'to profitorioss  gaension option or not exarcisa a termination option over the pianning horizon of fiva years.

:3; ‘s;;a'gm:g‘sz&s;s In genaral, it is not expected that the discount rata implicit m the leass 15 avaifable 50 the lessee’s incremental borrowing rate is

loase P used. Thig is the rate that the lesses would have to pay to borrow tha funds necessary to obtain an asset of a similar value in a
i similar econoric environmant with simitar terms and conditions. The rates are determined for each economic environment in

wiuch wa operate and for each term by adjusting swap rates with funding spreads (own eredit spread) and cross-currency
basis whara approprate.

interasi Raw Banchmark

Amendments to IFRS 9 and IAS 39 issued in September 2019 modify specific hedge accounting requirements so that entities apply those
hedge accounting requirements assuming that the interest rate benchmark on which the hedged cash flows and cash flows of the
hedging instrument are based is not altered as a result of interest rate benchmark refarm. These amendments replace the need for
specific judgements to detarmine whether certain hedge accounting relaticnships that hedge the variability of cash flows or interest rate
risk exposures Tor periods after the interest rata benchmarks are expected to be reformed or replaced continue to qualify for hedge
accounting as at 31 Dacember 2019, For example, in the context of cash Hlow hedging, the amondments require the interest rate
benchmark on which the hedged cash flows are based, or on which the cash flows of the hedging instrument are based, to be assumed
10 be unaltered over the period of the documented hedge relationship, while uncertainty over the interest rate benchmark reform exists.
The IASB is expacted to provide further guidance on the implication for hedge accounting during the reform process and atter the reform
uncertainty is resolvad.

These amendments spply from 1 January 2020 with early adoption permitted. The group has adopted the amendments that apply to

1AS 39 from 1 January 2019 and has made the additional disclosures as required by the amendments. Further information is included in
Note 14.

An amendmant to 1AS 12 was issued in December 2017 as part of the annual improvements cycle. The amendment clarifies that an
entity should recognise the tax consequences of dividends where the transactions or avents that generated the distributable profits are
recognised. This amendment was applied on 1 January 2019 and had no material impact. Comparatives have not been restated.

In addition, HSBC has adopted a number of interpretations and amendments to standards, which have had an insignificant effect on the
consolidated group and the separate financial statements of HSBC Bank plc.

{b} Future accounting developments

The IASB published a number of minor amendments to IFRSs which are effective from 1 January 2020, some of which have been
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endorsed for use in the EU. The group expects they wili have an insignificant effect, when adopted, on the consoclidated financial
statemenits of the group and the separate finangial statements of HSBC Bank plc.

tFRS 17 'Insurance Contracts' was issued in May 2017 and sets out the requirements that an entity should apply in accounting for
insurance contracts it issues and reinsurance contracts it holds. IFRS 17 is currently effective from 1 January 2021, However, the IASB is
considering delaying the mandatory implementation date by one year and may make additional changes to the standard. The group is in
the process of implementing IFRS 17. industry practice and interpretation of the standard are still developing and there may be changes
to it. Therefore, the likely impact of its implemerttation remains uncertain.

{c) Foreign currencies

The functional currency of the bank ig sterling, which is als¢ the presentational currency of the consclidated financial statements of the
group.

Fransactions in foreign currencies are recorded at the rate of exchange on the date of the transaction, Assets and liabilities denominated
in foreign currencies are transiated at the rate of exchange at the balance sheet date except non-monetary assets and tiabilities measured
at historical cost, which are translated using the rate of exchange at the initial transaction date. Exchange differences are included in
other comprehensive income or in the income statement depending on where the gain or loss on the underlying item is recognisad.

In the consolidated financial statements, the assets, liabilities and results of foreign operations, whose functional currernicy is not sterling,
are translated into the group's presentation currency at the reporting date. Exchange differences arising are recognised in other
comprehensive income. On disposal of a foreign operation, exchange differences previously recognised in other comprehensive income
are reclassified te the income statement,

{d) Presentation of information
Certain disclosures required by IFRSs have been included in the audited sections of this Annual Report and Accounts 2019 as loliows:

» disclosures concerning the nature and extent of risks relating to financial instruments and insurance contracts are included in the
‘Repart of the Directors: Risk” an pages 20 to 74;

+ the 'Own funds' disclosure included in the ‘Report of the Directors: Capital’ on pages 75 te 76; and

* in publishing the parent company hinancial statements together with the group financial statements, the bank has taken advantage of
the exemption in section 408(3) of the Companies Act 2008 not to present its individual income statemeni and related notes.

(@) Critical accounting estimates and judgements

The preparation of financial information requires the use of estimates and judgements about future conditions. In view of the inherant

uncertainties and the high level of subjectivity involved in the recognition or measurement of items hightighted as the critical accounting

estimates and judgements in section 1.2 below, it is possible that the outcomes in the next financial year could differ from those on

which management’s estimates are based. This could result in materially ditferant estimates and judgements from thase reached by

management far the purposes of these financial staternents. Management's selection of the group’s accounting policies that contain

critical estimates snd judgements reflects tha materiality of tha iterns 1o which the policies are applied and the high degree of judgement

and estimation uncertainty involved.

i Segmental analysis

HSBC Bank plc's chief operating decision maker is the group Chief Executive, supported by the group Executive Committea, and
operaling segments are reported in a manner consistent with the internal raporting provided to the group Chief Executive and the group
Executive Committee.

Measurement of segmental assets, liabilities, income and expenses is in accordance with tha bank’s accounting policies. Segmental
income and expenses include transfers between segments and these transfers are conducted at arm's length. Shared costs are
ncluded in segments on the basis of the actual recharges made.

The types of products and services from which each reportable segment derives its revenue are discussed in the "Strategic Report —
Products and services’.

{g) Going concern

The financial statements are prepared on a going concern basis, as the Directors are satistied that the group and bank have the
resources to continue in business for the foreseeable future. In making this assessment, the Diractors have considered a wide range of
information relating te present and future conditions, including future projections of profitability, cash tiows and capital resources.

H L S LT IR IR IE TN F L O SR TIE TERECHE I8

{a) Consolidation and related policies

Where an entity is governed by voting rights, the group consolidates whan it holds - directly or indirecily — the necessary voting rights to
pass resolutions by the governing body. In all other cases, the assessment of control is more complex and requires judgement of other
factors, including having exposure 1o variability of returns, power 1o direct refevant activities and whether power is held as agent or

principal.
Business combinations are accounted for using the acquisition method. The amount of non-controlling interest is measured either at fair
value or at the non-controlling interest’s proportionate share of the acquiree’s identifiable net assets.

The bank's investments in subsidiaries are stated at cost less impairment losses.
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investments in subsidiaries are tested for impairment when there is an indication that the investment may be impaired, which involves astimations of value
i uss reflecting managemant’s best estimate of the future cash flows of the investment and the rates used to discount these cash flows, both of which are
subject 10 uncertain factors as follows:

gf%z.«ﬁiw

*  Jhe atcuiacy of lurecest cash flows 15 subject toa  *  Tiwe fulure cash llows of each investment are sensilive to the cash fiows projacted 107 the

high degree of uncertainty in volatile market periods for which detailed forecasis are available and to assumptions regarding the long-term
conditions. Whare such circumstances are pattarn of sustainable cash flows thereafter, Forecasts are compared with actual parfermance
determined to exist, management re-tests for and verifiable economic data, but thay reflect management’s view of future business
impairment more frequently than once a year when prospects at the time of tha assessment

indicators of impairment exist. This ensures that * The rates used 10 discount future expected cash flows can have a significant effect on their
the assumptions on which the cash flow forecasts valuation, and are based on the costs of capital assigned to the investmaent. The cost of capital
are based continue to reflect current market percentage is generally denved from a capital asset pricing model, which incorporates inputs
conditions and management's best estimate of reflecting a number of tinancial and economic vanables, including the risk-free interest rate in
future business prospects the country concerned and a premium for the risk of the business being evaluated, These

variables ara subject to fluctuations in axtarnal market rates and economic conditions bayond
management’s control
* Kay assumptions used in estimating impairment in subsidiaries are described in Note 1B

Goodwill is allocated to cash-generating units {'CGUs") for the purpose of impairment testing, which is undertaken at the lowest level at
which goodwill is monitored for internal management purposes. The group’s CGUs are hased on global businesses. Impairment testing is
performed once a year, or whenever there 15 an indication of smpairment, by comparing the recoverable amount of a CGU with its
carrying amount.

Goodwill is included in a disposal group if the disposal group is a CGU to which goodwill has been allocated or it is an operation within
such a CGU. The amount of goodwill included in a disposal group is measured on the basis of the relative values of the operation
disposed of and the portion of the CGU retained.

The raview of goodwill for inparment reflects management’s best estimata of the future cash flows of the CGUs and the rates used 1o discount these cash
flowe, hoth of whirh are suhject 10 uncertain Bacrare as folfouwee:

e A T R
Trotomgent . pobootutibta it : SR R

s The accuracy ot forecast cash Hows 1s subject to a = The future cash flows of the CGUs are sensitive ta the cash flows projected for the periods for

high degree of uncertainty in volatie market which detaited forecasts are available and to assumptions regarding the long-term pattern of
condions. Wheare such circumstances are sustainable cash fiows thereafter. Forecasts are comparad with actual pgrformance and
determined to axist. managerent re-tests goodwill verifiable econamic data, but they reflect management’s view of fulure business prospects at
for )impairment more frequently than once a year the time of the assessment

whan indicators of impairmant exist. This ensures = Thea rates used to discount future expected cash flows can have a significant effect on their
that the assumptions on which the cash flow valvation, and are based on the costs of capital assigned to individual CGUs, The cost of
foracasts are based continua to reflect currant capital percentage 1s generally derived from a cepital asset pricing model, which incorporates
markel conditions and management's best estimate inputs reflecting a number of financial and eaconamic variables, including the risk-free interest
of futurg business prospects rate in the country concarned and a prormum for the risk of the business being evaluated.

Thase variablas are subject to fluctuations in extarnal market ratas and economic conditions
beyond managament’s control
* Key assumptions used in eastimating goodwill impairment are described in Note 20

The group is considered to sponsor another entity if, in addition to ongoing involvernent with the entity, it had a key role in establishing
that entity or in bringing together relevant ¢counterparties so the transaction thal is the purpose of the entity could occur, The group is
generally not considered a sponsar it the only involvement with the entity is merely administrative.

Joint arrangements are investments in which the group, together with one or more parties, has joint control. Depending on the group’s
rights and obligations, the joint arrangement is classified as either a joint operation or a joint venture, The group classifies investments in
entities over which it has significant influence, and those that are neither subsidiaries nor joint arrangements, as associates.

The group recognises ils share of the assets, liabilities and results in a joint operation. Investments in agsociates and interests in joint
ventures are recognised using the equity method. The attributable share of the results and reserves of joint ventures and associates are
incluged in the consclidated financial statements of the group based on either financial statements made up to 31 December or pro-rated
amounts adjusted for any matenal transactions or events occurring betwsen the date the financial statements are available and

31 December.

Investments in associalas and joint ventures are assessed at each reporting date and tested for impairment when there is an indication
that the investment may be impaired. Goodwill on acquisition of interests in joint ventures and associates is not tested separately for
impairment, bul is assessed as part of the carrying amount of the investment.

{b) Income and expense

Interest income and expense for all financial instruments, excluding those classified as held for trading or designated at fair value, are
recognised in ‘Interest income' and 'Intarast expanse’ in the income statemnaent using the effective interest method. However, as an
exceplion 1o this, inerest on debt instruments issued by the group for funding purposes that are designated undar the fair value option to
reduce an accounting mismatch and on derivatives managed in conjunction with those debt instruments is included in interest expense,

Interost on credit-impaired financial assets is recognised using the rate of intarest used to discount the future cash flows for the purpose
of measuring the impairment loss.
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The group generates fee income from services provided at a fixed price over time, such as account service and card fees, or when the
group delivers a specitfic transaction at a point in time, such as broking services and importiexport services. With the exception of certain
fund management and performance fees, all other fees are generated at a fixed price. Fund management and performance fees can be
variable depending on the size of the customer portfolio and HSBC's performance as fund manager, Variable fees are recognised when
all uncertainties are resolved. Fee income is generally earned from short-term contracts with payment terms that de not include a
significant financing component.

The group acts as principal in the majority of contracts with custormers, with the exception of broking services. For most brokerage
trades, the group acts as agent in the transaction and recognises broking income net of fees payable to other parties in the arrangement.

The group recognises fees earned on transaction-based arrangements at a paint in time when it has fully provided the service to the
customer. Where the contract requires services to be provided over time, income is recognised on a systematic basis over the life of the
agreement.

Whaere the group offers a package of services that contains multiple non-distinct performance obligations, such as those included in
account service packages, the promised services are treated as a single perfarmance obligation. If a package of services contains distinct
performance obiigations, such as those including both account and insurance services, the corresponding transaction price is aliocated
to each performance obligation based on the estimated stand-alone selling prices.

Dividend income is recognised when the right 10 receive payment is established. This is the ex-dividend date for listed equity securities,
and usually the date when shareholders approve the dividend for unlisted equity securities.

Net income/(expense) from financial instruments measured at fair value through profit or logs includes the following:

* "Net income from financial instruments held for trading or managad on a fair value basis': This comprises net trading income, which
inctudes all gains and losses from changes in the fair value of financial assetls and financial liabitities held for trading and other
financial instruments managed on a fair value basis, together with the related interest income, expense and dividends, excluding the
effect ot changes in the credit risk of Eabilities managed on a fair value basis. It also includes afl gains and fosses from changes in the
tair value of derivatives that are managed in conjunction with financia! assets and liabilities measured at fair value through profit or
loss.

* 'Net incomef{expense) from assets and liabilities of insurance businesses, including related derivatives, measured at fair value through
profit or loss”: This includes interest income, interest expensa and dividend income in respect of financial assets and liabilities
measured at fair value through profit or loss; and those derivatives managed in conjunction with the above that can be separately
identifiable from other trading derivatives.

* ‘Changes in fair value of designated debt instruments and related derivatives’: interest paid on the debt instruments and interest cash
flows on related derivatives is presented in interest expense where doing so reduces and accounting mismatch.

« ‘Changes in fair value of other financial instruments mandatorily measured at fair value through profit or loss": This includes interest
on instrurments that fail the solely payments of principal and interest (' SPPY'} test, see {d) below.

The accounting policies for insurance premium income are disclosed in Note 1.2{j).
{c) Valuation of financial instruments

Alt financial instrurnents are initially recognised at fair value. Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. The fair vatue of a financial instrument
on initial recognition is generally its transaction price (that is, the fair value of the consideration given or received). However, if there is a
difference between the transaction price and the fair vatue of financial instruments whose fair value is based on a quoted price in an
active market or a valuation technigue that uses only data from observable markets, the group recognises the difference as a trading gain
or loss at inception (a ‘day 1 gain or loss’). In all other cases, the entire day 1 gain or loss is deferred and racognised in the income
statement over the life of the transaction either until the transaction matures or is closed out or the vaiuation inputs become obsarvable.

The fair value of financial instruments is generally measured on an individual basis. However, in cases where the group manages a group
of financial assets and liabilities according to its net markat or credit risk exposure, the fair value of the group of financial instruments is
measured on a net basis but the underiying financial assets and liabilities are presented separately in the financial staternents, unless
they satisfy the IFRS offsetting critaria, Financial instruments are classified into one of three fair value hierarchy levels, described in Note
11, ‘Fair values of financtal instruments carried at fair value’.

The majority of valuauon techniques employ only cbservable market data, However, certain financiat instruments are classified on the basis of valuation
teshnigues that feahire ona or more significant market nputs that are unohservable, and for them, the measurament of fair value s more judgemental

i : R ‘

& Aninsiruimient i s entirely 1s classilied as valued using significant unobiservable = Detais on the Group's levei J financwai mstruments and the
inputs H, in the opinion of managemant, a significant proportion of the instrument’s senstivity of thew valuation to the effect of applying
inception profit or greater than 5% of the instrument’s veluation is driven by reasonable possibie alternative assumptions in determining
unnbservable inputs their fair value are set out in Note 11

» ‘Unobservable’ in this context maans that there iz little or no current market data
available from which to determineg the price at which an arm’s length transaction
would be likely to occur. It genersily doas net mean that there (s no data avallable at
all upon which to base a determination of fair value (consansus pricing data may, for
example. ba used)

{d} Financial instruments measured at amortised cost

Financial assets that are held to collect the contractual cash iows and which contain contractual terms that give rise on specified dates
to cash flows that are solely payments of principal and interest are measured at amortised cost, Such financial assets include most loans
and advancas to banks and customers and some debt securities. In addition, most financial liabilities are measured at amortised cost.
The group accounts for regular way amortised cost financial instruments using trade date accounting. The carrying value of these
financial assets at initial recognition includes any directly attributable transactions costs. If the initial fair value is lower than the cash
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amount advanced, such as in the case of soma feveraged finance and syndicated lending activities, the difference is deferred and
recognised over the life of the loan through the recognition of interest income,

The group may comimit to underwriting loans on fixed contractual teems for specified periods of time. When the loan arising from the
lending cormmitment is expected to be heid for trading, the cormmitment to lend is recorded as a derivative. When the group intends
10 hold the foan, the loan commitmant is included in the impairment calculations set out below.

When debt securities are sold subject to a commitment to repurchase them at a predetermined price {'roepos’), they remain an the
balance sheet and a liabifity is recorded in respect of the consideration received. Securities purchased under commitrments to resell
{'reverse repos’) are not recognised on the balance sheet and an asset is recorded in respect of the initial consideration paid. Non-trading
repos and reverse repos are measured at amortised cost. The difference between the sale and repurchase price or between the purchase
and resale prnce is treated as interest and recognised in net interest income aver the life of the agreement.

Contracts that are economically equivalent to reverse repo or repo agreements (such as sales or purchases of debt securities entered into
together with total return swaps with the same counterparty} are accounted for similarly to, and presented together with, reverse repo or
repo agreements.

{e) Financial assets measured at fair value through other comprehensive income

Financial assets held for a business maodel that is achieved by both collecting contractual cash flows and selling and which contain
contractual terms that give rise on specified dates to cash flows that are solely payments of principal and interast are measured at fair
value through other comprehensive income ("FVOCI’). These comprise primarily debt securities. They are recognised on the trade date
when HSBC enters into contractual arrangements to purchase and are normally derecognised when they are either sold or redeemed.
They are subsequently remeasured at fair value and changes thergin {except for those refating to impairment, interest income and foreign
currency exchange gains and losses) are recognised in other comprehensive income until the assets are sald. Upon disposal, the
cumulative gains or losses in other comprehensive income are recognised in the incorme statement as "Gains less losses from financial
instruments’. Financial assets measured at FVOCI are included in the impairment calculations set out below and impairment is
recognised in profit or logs.

{fi Equity securities measured at fair value with fair value movements presentad in other comprehensive income

The equity securities fer which fair value movements are shown in other comprehensive income are business facilitation and other similar
investments where HSBC holds the investments other than to generate a capital return. Gains or losses on the derecognition of these
equity securities are not transferred to profit or loss. Otherwise, equity securities are measured at fair value through profit or loss (except
for dividend income, which is recognised in profit or loss).

(g} Financial instruments designated at fair vafue through profit or loss

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

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

= a group of financial assets and liabilities or a group of financial liabilities is menaged and its performance is evaluated on a fair value
basis, in accordance wilth 8 documented risk management or investment strategy; and

¢ the financial liabitity contains one or more non-closely related embedded derivatives.

Designated finrancial assets are recognised when HSBC enters into contracts with counterparties, which is generally on trade date, and
are normaily derecognised when the rights to the cash flows expire or are transferred. Designated financial liabilities are recognised
when HSBC enters into contracts with counterparties, which is generally on settliement date, and are normatly derecognised when
extinguished. Subsequent changes in fair values are recognised in the income statement in 'Net income from tinancial instruments heid
for trading or managed on a farr value basis’ or 'Net income/(expensa) from assets and fiabilities of insurance businesses, including
related dernivatives, measurad at fair value through profit or loss' except for the ettect of changes in the liabilities’ credit risk, which is
presented in 'Other comprehensive income’, unless that treatment would craate or enlarge an accounting mismatch in profit or loss.

Under the above criterion, the main classes of tinancial instruments designated by HSBC ara:

*  Dabt instruenents for funding purposes that are designated to reduce ar accounting mismatch: The interest and/or foreign exchange
exposure on certain {ixed-rate debt securities issued has been matched with the interest and/or foreign exchange exposure on certain
swaps as part of & documented risk management strategy.

* Financial assets and financial liabilities under unit-linked and non-linked investment cantracts: A corract under which HSBC does not
accapt significant insurance risk from another party is not classified as an insurance contract, other than investment contracts with
discretionary participation features {'DPF’}, but it accounted for as a financial lability. Customer liabilitias under linked and certain
non-linked investrment contracts issuad by insurance subsidiaries are determined based on the fair value of the assets held in the
linked funds. I no fair valua designation was made for the related assets, at least some of the assets would otherwise be measured at
either fair value threugh other comprehensive income or amortised cost. The related financial assets and liabilities are managed and
reported to management on a tair value basis. Designation at fair value of the financial assets and related liabilities allows changes in
fair values to be recorded in the income statement and presented in the same tine,

& Financial liabilities that contain both deposit and derivative components: These financial liabifities are managed and their performance
evaluated on a fair value basis.

(h) Derivatives

Derivatives are financial instruments that derive their value from the price of underlying items such as equities, interest rates or other
inclices. Dearivatives are recognised initially and are subsequently measured at fair value through profit or loss, with changes in fair value
generally recorded in the income statement, Derivatives are classified as assets when their fair value is positive or as habilities when their
fair value is negative. This includes embedded derivatives in financial liabilities, which are bifurcated from the host contract when they
meet the definition of a derivative on a stand-alone basis. Where the derivatives are managed with debt securities issued by HSBC that
arg designated at fair value, the contractual interest is shown in ‘Interest expense’ together with the interest pavable on the issued debt.
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When derivatives are not part of tair value designated relationships, if held for risk managerent purposes they are designated in hedge
accounting relationships where the required criteria for documentation and hedge effectiveness are met, The group uses these
derivatives or, where allowed, other non-derivative hedging instruments in fair value hedges, cash tlow hedges cr hedges of net
investments in foreign oparations as appropriate to the risk being hedged.

Fair value hedge accounting does not change the recording of gains and losses on derivatives and other hedging instruments, but results
in recognising changes in the fair value of the hedged assets or liabilities attributable to the hadged risk that would not otherwise be
recognised In the income statement. if a hedge relationship ne longer meets the criteria for hedge accounting, hedge accounting is
discontinuad and the cumultative adjustment to the carrying amount of the hedged item is amortised to the income statement on a
recaiculated affective intarest rate, unless the hedged item has been derecognised, in which case it is recognised in the income
statement immediately.

Tha effective portion of gains and losses on hedging instruments is recognised in other comprahensive income and the ineffective portion
of tha change in fair value of derivative hedging instruments that are part of a cash flow hedge relationship is recognised immediately in
the income statement within ‘Net trading income’. The accumulated gains and losses recognised in other comprehensive income are
reclassified to 1he income statement in the same periods in which the hedged itern attects profit or loss. When a hedge relationship is
discontinued, or partially discontinued, any cumulative gain or loss recognised in other comprehensive income remains in equity until the
forecast transaction is recognised in the income statement. When a torecast transaction is no longer expected to occur, the cumulative
gain or loss previously recognised in other comprehensive income is immediately reclassified to the income statemsnt.

Hedges of net investments in foreign operations are accounted for in a similar way to cash flow hedges. The effective portion of gains
and losses an the hedging instrument is recagnised in other comprehensive income and other gains and losses are recognisad
immediately in the income statement. Gains and losses previously recognised in other comprehensive income are reclassified to the
income statement on the disposal, or part disposal, of the foreign aperation,

Non-qualitying hedges are derivatives entered inte as economic hedges of assets and liabitities for which hedge accounting was not
applied.

{i) Impairment of amortisad cost and FVOC! financial assets

Expectad credit losses are recognised for loans and advances to banks and customners, non-trading reverse repurchase agreements, other
financial assets held a1 amortised cost, debt instruments measured at FVOCH, and certain loan commitments and financial guarantee
contracts. At initial recognition, allowance (or provision in the case of some loan commitments and financial guarantees) is required for
ECL resulting from default events that are possible within the next 12 months, or less, where the remaining life is less than 12 months,
{*12-month ECL'}). In the evenl of a significant increase in credit risk, alowance {or provision) is requited for ECL resulting from ail possible
default events over the expectad life of the financial instrumen) Clifatime ECL’). Financial assets where 12-month CCL is recognised are
considered to be ‘stage 1'; financiai assets which are considered to have experienced a significant increasa in credit risk are in 'stage 2°;
and financial assets for which there is objective avidence of impairment so are considered to be in default or otherwise credit impaired
are in 'stage 3'. Purchased or originated credit-impaired financial assots { POCI') are treated ditferently as set out below.

The group determines that & financial instrument is credit impaired and in stage 3 by considering relevant cbjective evidence, primarily
whether:
» contractuai payments of either principal or interest are past due for more than 90 days;

» there are other indications that the borrower is unlikely to pay, such as when a concession has been granted to the borrower for
economic or iagal reasons refating to the borrower’s financial condition; and

= the loan is otherwise consitered to be in default.
If such unlikeliness to pay is not identified at an earlier stage, it is deemed to occur when an exposure is 90 days past due, even where

regulatory rules permit default to be defined based on 180 days past due. Therefore, the definitions of credit impaired and default are
aligned as far as possible so that stage 3 represents all loans that are considerad detaulted or otherwise credit impaired.

Interest income is recognised by applying the effective interest rate to the amortised cost amount, i.e. gross carrying amaunt iess
ECL allowence.

Financiat assets (and the related impairment allowances) are normally written off, either partially ot in full, when there is na realistic
prospect of recovery. Where loans are secured, this is generally after receipt of any proceeds fraom the realisation of security. In
circumstances where the net reatisable value of any collateral has been determined and there is no reasonable expectation of further
recovery, write-off may be earlier.

Loans are identified as renegotiated and classified as credit impaired when we modify the contractual payment terms due to significant
credit distress of the borrower. Renegotiated loans remain classified as credit impaired uniil there is sufficient evidence to demonstrate a
significant reduction in the risk of non-payment of fulure cash flows and retain the designation of renegotiated until maturity or
derecognition.

A joan that is renigotiated is derecognised 7 the existing agreement is cancelled and a new agreement is made on substantially difterent
terms or if the terms of an existing agreement are modified such that the renegotiated loan is a substantially different financial
instrument. Any pew loans that arige following derecognition events in these circumstances are considered to be POC| and will continue
to be disclosed as renegotiated loans.
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Other than originated credit-impaired loans, all other madified loans could be transferred cut of stage 3 if they no longar exhibit any
evidence of being credit impaired and, in the case of renegotiated loans, there is sufficient evidence to demonstrate a significant
reduction in the risk of non-payment of future cash flows, over the minimum cbservation period, and there are no other indicators of
impairment, These loans could be transferred to stage 1 or 2 based on the mechanism as described below by comparing the risk of &
default occurring at the reporting date (based on the modified contractual terms) and the risk of a default occurring at initial recognition
{based on the original, unmodified contractual terms), Aay amount written off as a result of the modification of contractual terms would
not be reversed.,

Loan modifications that are not identified as renegotiated are considered to be commerciat restructuring. Where a corumercial
restructuring results in a modification lwhether legalised through an amendment to the existing terms or the issuance of a new locan
contract) such that HSBC s rights 10 the cash flows under the original contract have expired, the old loan is derecognised and the new
loan is recognised at fair value, The rights to cash flows are generally considered to have expired if the commercial restructure is at
market rates and no payment-refated concession has been provided.

An assessment of whether credit risk has increased significantly since initial recognition is performed at each reporting period by
considering the change in the risk of defaull occurring over the remaining life of the financial instrument. The assessment explicitly or
implicitly compares the risk of default occurring at the reporting dale compared with that at initial recognition, taking into account
reasonable and supportable information, including information about past events, current conditions and future economic conditions. The
assessment is unbiased, probability-weighted, and to the extent relevant, uses forward-fooking infermation consistent with that used in
the measurement of ECL. The analysis of credit risk is multifactor. The determination of whether a specific factor is relevant and its
weight compared with other factors depends on the type of product, the characteristics of the financial instrument and the borrower, and
the geographical region. Therefors, it is not possibile to provide a single set of criteria that will determine what is considerad to be a
significant increase in credit risk and these criteria will differ for different types of lending. particutarly between retail and wholesale,
However, unless identified at an eardier stage, all financial assets are deemed to have suffered a significant increase in credit risk when 30
days past due. In addition, wholesale loans that are individually assessed, which are typically corporate and commercial customers, and
included on a watch or worry list, are included in stage 2.

For wholesale portfolios, the quantizative comparison assesses default risk using a litetime probability of default {'PD'}, which
encompasses a wide range of information including the obligor's customer risk rating {'CRR’), macroeconomic candition forecasts and
credit transition probabilities. For origination CRRs up to 3.3, significant increase in credit risk is measured by comparing the average PD
for the remaining term estimated at origination with the equivalent estimation at reporting date. The quantitative measure of significance
varies depending on the credil quality at origination as follows:

R LR 54 o ,w?%g
Foossb pasntdssvainostoasis IRV S VI 1 FOF 208 NG

ALA-1.2 o o _ . __ . obps
2.1-3.3 30bps

for CARs greater than 3.3 that are not impaired, a significant increase in credit risk is considered to have occurred when the origination
PD has doubted. The significance of changes in PD was informed by expert credit risk judgemaent, referenced te historical credit
migrations and to retative changes in external market rates.

For loans originated prior to the imploamentation of IFAS 9, the origination PD does not include adjustments to retiect expectations of
future macroeconomic conditions since these are not available without the use of hindsight. in the absence of this data, origination PD
rmust be approximated assuming through-the-cycle {'TTC'] PDs and TTC migration probabilities, consistent with the instrument's
underlying modelling approach and the CRR at origination. For these loans, the quantitative comparison is supplemented with additional
CRR deterioration-based thresholds, as set out in the table bejow:

b notohes
4 notches
3 notches

2 notches

1 notch
"0 notch

Further iMogmation about the 23-grade scale used for CRR can be found on page 28,

For certain portfolios of debt securities where external market ratings are avaitable and credit ratings ara not used in credit risk
management, the debt securities will be in stage 2 if their credit risk increases to the extent they are no longer considered investment
grade. Investment grade is where the financial instrument has a low risk of incurring losses, the structure has a strong capacity to meet
its contractual cash tlow obligations in the near term and adverse changes in economic and business conditions in the longer term may,
but will not necessarily, reduce the ability of the barrower to fulfil their contractual cash flow obligations.

For retaill portolios, default risk is assessed using a reporting date 12-month PD derived from credit scores, which incorporates all
available information about the customer. This PD is adjusted for the effect of macroeconomic forecasts for periods longer than 12
months and is considered 1o be a reasonable approximation of a lifetime PO measure. Retail exposures are first segmented into
homogeneous portfolios, generally by country, product and brand. Within each portfolio, the stage 2 accounts are defined as accounts
with an adjusted 12-month PI) greater than the average 1Z2-month PO of loang in that porifolio 12 months betore they bacome 30 days
past due. The expen credit risk judgement is that no prior increase in credit risk is significant. This portfolio-specific threshold identifiss
loans with a PD higher than would be expected from loans that are performing as originally expected, and higher than what would have
been acceptable at origination. [t therefore approximates a comparison of origination to reporting date PDs.

ECL resulting from detault events that are possible within the next 12 months {'12-month ECL'} are recognised for financial instruments
that remain in stage 1.
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Financial assets that are purchased or originated at a deep discount that reflects the incurred credit losses are considered to be POCI.

This population includes the recognition of a new financial instrument following a renegotiation where concessions have been granted tor
economic or contractual reasons relating to the borrower’s financial difficulty that otherwise would not have been considered. The
amount of change-in-lifetime ECL is recognised in profit or toss until the POCI is derecognised. even if the lifetime ECL are less than the
amount of ECL included in the estimated cash flows on initial recognition.

Financial assets can be transterred between the different categories {other than POCI) depending on their relative increase in credit risk
since initial recognition. Financial instruments are transferred out of stage 2 if their credit risk is no longer considered to be significantly
increased since initial recognition based on the assessments described above. Except for renegotiated loans, financial instruments are:
transferred out of stage 3 when they no longer exhibit any evidence of credit impairment as described above Renegotiated loans that are
not POC! wiil continue to be in stage 3 until there is sufficient evidence ta demonstrata a significant reduction in the risk of non-payment
of future cash flows, observed over a minismum one-year period and there are na other indicators of impairment. For loans that are
assessed for impairment on a portfolio basis, the evidence typically comprises a histary of payment performance against the original or
revigad terms, as appropriate to the circurnstances. For loans that are assessed for impairment on an individual basis, all available
evidence is assessed on a case-by-case basis.

The assessment of credit risk and the estimation of ECL are unbiased and probability-weighted, and incorperate all available information
that is relevant to the assessment including information about past events, current conditions and reasonable and supportable forecasts
of future events and economic conditions at the reponting date. In addition, the estimation of ECL should take into account the time value
of money.

In general, HSBC calculates ECL using three main components, a probability of default, a loss given default {'LGD') and the exposure at
default (EAD').

The 12-month ECL is calculated by multiplying the 12-month PD, LGD and EAD. Lifetime EC1 is calculated using the lifetime PD instead.
The 12-month and litetime PDs represent the probability of default occurring over the next 12 months and the remaining maturity of the
instrurmnent respectively.

The EAD represents the expected balance at default, 1aking inta account the repayment of principal and interest from the balance sheet
date to the default event together with any expected drawdowns of committed facilities. The LGD represents expected losses on the EAD
given the event of dafaul, taking into account, among other attributes, the mitigating effect of collateral value at the time it is expected
to be realised and the time value of money.

HSBC |everages the Basel Il IRB framework where possible, with recalibration 1o meet the ditfering iFRS @ requiremants as set out in the
following table:

ycle [represents long-run average PD throughout 2 Point 1n lime (basad on current condibions, odjusted 10 take
full econormic cycle} into account estimatas of future conditions that will impact

PD + The definition of default ingiudes a backstop of 90+ days past due, PD}
although this has been mudified to 180+ days past due for some » Default backstop of 90+ days past due for all portfohos
portfolios, particularly UK ynd US morntgages
EAD __ _“ _ = Cannat be lower than current bakincs T T 4 Amertsation cap!uraﬁ_rzo}wt“a-r-m products
» Downturn LGD {consisteny losses expecied to be sufferad during a  * Expectad LGD {based on estimate of loss given d
severe but plausible economic dawnturn) including the expected impact of future econamic conditions
LGD * Regulatory floors may apply to mitigate risk of underestimating such as changes in value of collateral)
dewnturn LGD due to lack of historical data * No floors
* Disvounted using cost of capital « Discounted using the onginal etfective interest rate of the loan
= All collection costs included « Only costs associated with obiaining/seling collateral inciuded
‘Other B T ) » Discounted back from point of default to balance sheet Ga!ejm o

White 12-month PDs are recalibrated from Basel Il models where possible, the lifetime POs are determined by projecting the 12-month
PD using a term structure, For the wholesala methodology, the lifetime PD also takes into account credit migration, i.e. a customer
migrating through the CRR bands over its life.

The £CL for wholesale stage 3 is delermined on an individual basis using a discounted cash flow {'DCF’) methodology. The expected
future cash flows are based on the credit risk officer's estimates as at the reporting date, reflecting reasonabte and supportable
assumptions and projections of future recoveries and expected future receipts of interest. Collateral is taken into account if it is likety that
the recavery of the outstanding amount will include realisation of collateral based on its estimated fair value of collateral at the time of
expected realisation, less costs for obtaining and selling the collsteral. The cash flows are discounted at a reasonable approximation of
the original effective interest rate. For significant cases, cash flows under four different scenarios are probability-weighted by reference 1o
the economic scenarios applied more generally by HSBC Group and the judgement of the credit risk officer in relation to the likelihood of
the warkout strategy succeeding or receivership being required. For less significant cases, the effect of diffarent econormic scenarios and
work-out strategies is approximated and applied as an adjustment tc the most likely outcome,

Expected credit loss is measured from the initial recagnition of the financial asset. The maximum period considered when measuring ECL
{ba it 12-month or lifetimea ECL) is the maximum contractual period aver which HSBC is exposed to credit risk. For wholesale overdrafts,
credit risk management actions are taken no tess frequently than on an annuat basis and therefore this period 1s to the expected date of
the next substantive credit review. The date of the substantive credit review also represents the initial recognition of the new facility.

However, where the financial instrument includes both a drawn and undrawn commitment and the contractual ability to demand
repayment and cancel the undrawn commitment does not serve to limit HSBC's exposure to credit risk to the contractual notice petiod,
the contractual period does not determine the maximum period considered. Insiead, ECL is measured over the period HSBC remains
exposed to credit risk that is not mitigated by credit risk management actions. This applies to retail overdrafts and ¢redit cards, where the
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period is the average time taken tor stage 2 exposures to default or close as performing accounts, determined on a portfolic basis and
ranging from between two and six years. In addition, for these facilities it is nol possible 1o identity the ECL on the loan commitment
component separately from the financial asset component. As a result, the tatal ECL is recognised in the loss allowance for the financial
asset unless the total ECL excecds the gross carrying amount of the financial asset, in which case the ECL is recognised as a provision.

HSHC applies multipie forward-locking global economic scenarios determined with reference to externat forecast distributions
representative of our view of forecast economic conditions. This approach is considered sufficient to calculate unbiased expected {oss in
maost economic environments. in certain economic environments, additional analysis may be necessary and may result in additional
scenarios or adjustments, to reflect a range of possible economic outcomes sufficient for an unbiased estimate. The detailed
methodology is disclosed in "Measurement uncertainty and sensitivity analysis of ECL estimates' on page 37.

The calcuiation of the group’s ECL under IFRS 9 requires the group to make a number of pudgemaents, assumptions and estimatas. The most significant are
sel out belaw:

ey s

e Debiuding wihat s $6HsIdered 10 U & sigmiicadnt qicreass incredit nsk * i sections niarked as audiied on pages 37 to gi,

» Selecting and calibrating the FD, LGOD and EAD modals, which support the ‘Measurgment uncertainty and sensitivity analysss of £ECL
calculations, including making reasonable and supportable judgements about how estimates’ set cul the assumptions used in determining
modals react to cument and futune economic condiions ECL and provide an indication of the sensitivity of the result

» Salecting model inputs and economic forecasts, including determining whether to the application of diffarent weightings being applied to
sufficient and appropriately weighted economic farecasts ara incorparated to calculate different economic assumptions

unbiased expeciad loss

(i Insurance contracts

A contract is classified as an insurance contract where the group accepts significant insurance risk from another party by agreeing to
compensate that party on the oCGurrence of a specified uncertain future event. An insurance contract may also transfer financial risk, but
is accounted for as an insurance contract if the insurance risk is significant. in addition, the group issues invastmaent contracts with
discretionacy participation features {'DPF’) which are also accounted for as insurance contracts as required by IFRS 4 ‘Insurance
Contracts’.

Premiums for life insurance contracts are accounted for when receivable, except in unit-linked insurance contracts where premiums are
accounted for when liabilities are astablished,

Reinsurance premiums are accounted for in the same accounting period as tha premiums for the direct insurance contracts to which they
relate.

Gross insurance claims for life insurance contracts reflect the total cost of claims arising during the yvear, including claim handling costs
and any policyholder bonuses aliocated in anticipation ot a bonus declaration,

Maturity claims are recognised when due tor payment. Surrenders ara recognised when paid or at an earlier date on which, following
notification, the policy ceases 10 be included within the calculation of the related insurance liabilities. Death claims are recognised when
notified,

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

Liabilities under non-linked life insurance contracts are calculated by each life insurance aperation based on local actuartal principles.
Liabilities under unit-tinked life insurance contracts are at least equivalent to the surrender or transfer value, which is calculated by
reference to the value of the relevant underlying funds or indices.

Where contracts provide discretionary profit participation benefits to policyholders, liabilities for these contracts include provisions for the
future discretionary benefits to policyholders. These provisions reflect the actuatl perfarmance of the investment portfolio to date and
management’s expectation of the future performance of the assets backing the contracts, as well as other experience factors such as
martality, {apses and operational efficiency. where appropriate. The benefits to policyholders may be determined by the contractual
terms, regulation or past distribution policy.

While investrment contracts with DPF are financial instrumaents, they continue to be treated as insurance contracts as required by IFRS 4.
The group therefore recognises the premiums for these contracts as revenue and recognises as an expense the resulting increase in the
carrying amount of the liability.

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

The group recognises the value placed on insurance contracts, and investment contracts with DPF, that are classified as long-term and
in-force at the balance sheet date, as an asset. The asset represents the present value of the equity holders’ interest in the issuing
insurance companies’ profits expacted to emerge from these contracts written at the balance sheet date. The present value of

in-force leng-term insurance business ('PVIF') is determined by discounting those expected future profits using appropriate assumptions
in assessing factors such as future mortality, lapse rates and levels of expenses, and a risk discount rate that reflects the risk premium
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attributable to the respective contracts. The PVIF incorporates allowances for both non-market risk and the value of financial options and
guarantees. The PVIF asset is presented gross of attributable tax in the balance sheet and movements in the PVIF asset are included in
‘Other operating income' on a gross of tax basis.

{k} Empioyee compensation and benefits

The groug entars into both equity-settled and cash-settled share-based payment arrangements with its employees as compensation for
the provision ot their services, The vesting pertiod for thase schemes may cormimence before the legal grant date if the empioyees have
started to render services in respect of the award before the legal grant date, where there is a shared understanding of the terms and
conditions of the arrangement. Expenses are recognised when the employee starts to render service to which the award relates.

Cancellations result from the failure to meet a non-vesting condition during the vesting period, and are treated as an acceleration of
vesting racognised immediately in the income statement. Failure to meet a vesting condition by the employee is not treated as a
canceliation, and the amount of expense recognised for the award is adjusted to reflect the number of awards expected to vest.

The group operates a number of pension schemes including defined benefit, defined contribution and post-employment benefit schemes.
Payments to defined contribution schemes are charged as an expense as the employees render servics.

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

Remeasuremants of the net defined benefit asset or liability, which comprise actuarial gains and losses, return on plan assets {excluding
interest) and the effect of the asset ceiling (if any, excluding interest), are recognised immediately in other comprehensive income. The
net defined benefil asset or liability represents the present value of defined benefit obligations reduced by the fair value of plan assets,
after applying the asset ceiling test, where the net defined benefit surplus is limited to the present value of available retunds and
reductions in future contributions to the plan,

The cost of obligations arising from other post-employment plans are accounted for on the same basis as defined benefit pension pians.
N Tax

Income tax comprises current tax and deferred tax. Income tax is recognisad in the income statement except to the extent that it relates
to items recognised in other comprehensive income or directly in equity, in which case the tax is recognised in the same statement in
whigh the refated item appears.

Current tax is the tax expected to be payable on the taxable profit for the year and on any adjustment to tax payable in respect ot
previous years. The group provides for potential cusrent tax liabilities that may arise on the basis of the amounts expected to be paid to

the tax authorities. Payments associated with any incremental base erosion and anti-abuse tax are reflected in tax expense in the period
incurred,

Defterred 1ax is recognised on temporary differences between thae carrying amounts of assets and fiabilities in the balance sheet, and the
amounts attributed to such assets and liabilities for tax purposes. Deferred tax is calculated using the tax rates expected to apply in the
penods as the assets witl ba realised or the liabilities settled.

Current and deferred tax are calculated based on tax rates and laws enacted, or substantively enacted, by the balance sheet date.

particilarky with regard to the 1K deferred tax assetz of HBSE Bank ple.

The recoqnition of deferred tax ascets denends on jedgements
PRT—— " . \ e

*  Assessing the probabiitty and sutficiency of tuture taxabie profits in the UK tax group agamst which the
assets can be recovered

= (Considering profit forecasts and taking account of the manner and expacted timing of the reversal of the
daferred 1ax assets.

{(m} Provisions, contingent liabilities and guarantees

Provisions are recognised when it is probable that an outflow of economic benefits will be required to settle a present legal or
constructive obligation that has arisen as a result of past events and tor which a reliable estimate can be made.

The recegnition and measurement of provisions requires the Group tc make a number of judgements, assumptions and estinates. The
maost significant are set aut belaw:

g

= [retermining whather a present obhgaton exists. Professional advice * Provisions far legal proceedings and regulatory inatiuis sersairy veiy
taken on the assessment of litigation and similar obligations sensitive to the assumptions used in the estimate. There could be a wider

s Provisions for legal proceedings aned regulatory matters typically require range of possible outcomas for any panding legal proceedings,
a higher degree of judgament than other types of provisions. When investigations or inquiries. As a rasult, it is often not practicable to
matters are at ao sarky stage, accounting judgements can be difficutt quantify a range of possible outcomes for individual matters, it is also not
because of the high degres of uncertainty associated with determining practicabile to meaningfully quantify ranges of potential outcomes in
whather a p t obligation exists, and estimating the probability and aggregate for these types of pravisions because of the diverse nature and
amount of any autflaws that may arise. As matters prograss, circumstances of such matiers and the wide range of uncenanties
management and fegat advisers evaluate on an ongoing basis whether nvolved

provisions should be recognised, revising previous estimates as
appropriate. At more advanced stages, it is typically easier to make
estimates around a better defined set of possible outcomes
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Contingent Kabilities, which include certain guarantees and lettars of credit pledged as coflateral security, and contingent Habilities
redated to legal proceedings or regulatory mattars, are not recognised in the financiat statements bin are disclosed unless the
probability of settlement is remote,

Liabilities under financial guarantee contracts that are not classified as insurance contracts are recorded nitially at their fair value,
which is generally the fee received or present value of the fee receivable.

The bank has issued financial guarantees and similar contracts 1o other group entities. The group elects to account for cerlain
guarantees as insurance contracts in the bank's financial statements, in which case they are measured and recognised as insurance
liabilities. This election is made on a contract by contract basis, and is irrevocable.

2 Net fee income

2019
Ratail
Banking and Global
Weaith Commarcial Banking and  Giobal Private
Management Bonking Markwts Banking
- o £Em £m Em £
Acoountsorvices . 3w et Tisa T 1
Funds under managamant i o ' 184 24 180 i 29
- 24 . B O
— . o 303 .
ing income e 26 220 I B
Unit trusts - 3 T ): T MT——— 3 i
Imponstexpoms 77 om o T~ 13 ar -
“Remittances - 3 o "398 z
Global custody - . 9 . 11
Insurance agency commission B T e
Other o - T 89 872 26
Fon income 392 2,136 139
Less: fee expense {41) {1.508) {35)
‘Not foe income Y. T s 628 104
o 2018
Retail
Banking and Glabal
Waalth Commaercial Banking and Glabal Private {omomte
Managament Zankng Matkets Banking Centra Total
_ fm £m _ B Em s B — Lo
Aosount servicos T T e 214 R A 609
‘Funds undet manage . o 228 R 28 . ‘qu R 47 ) - ‘—4_5_1_
o 105 39 } [E] L - - o MLSQQ
i 1 157 229 &8 - 3%
- 16 23 ™ 215 ?s [T —— w_ . 282
9 — o R T
B - “ad 36 — - "
Herittances o T o 3 23 o 50 ) i 2 - EB
Underwntmg ’ oo mmmrr 3 I
“Glowal custady T T 8 Twe T s )
nauranco sgancy commirsion T 2 R - st
Other N M0 s 30 5% 914
Fee ncomp o 769 2103 149 (5B6) 3,402
Less fee expense . - {1,464} Mo o 8 n.ase
Net fee income 713 839 109 {16} 2.044

Net fee income includes £906m of fees earned on tinancial assets that are not at fair value through prefit or loss {other than amounts
included in determining the effective interest rate} {2018: £1,875m), £198m of fees payable on financial liabilities that are nol at fair vaiue
through profit of loss {other than amounts included in determining the affective interest rate) (2018: £365mj, £580m of fees earned on
trust and other fiduciary activities (2018: F613m), and £63m of fees payable relating to trust and ather fiduciary activitias (2018: £2m).
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3 Net income/(expense) from financial instruments measured at fair value through profit or

loss

- T 2009 7018

o £m fm
Nek mnumd(nxpmse) armlng am: T ) 7 _
Net demg activities . j - 4»054 53{“
Othar ingtruments managmi on 8 fair value bosis o l{,ﬁr 2,342
Net i from fir ) itvgtr held for h—admg or managed on a tair value basis i 2086 2,733
Flnancm! assets held to meet labilities under insurance and investment contracts . 1.364 (626)
er investment contracts ) {76} )

i ) from and liabilities of insurance busi , including related der ’ T

measured at fmr vdue through profit or loss 1,288 (604}
Derivativas managed in conjunction with the group’s issued debt securities . . 12a 157}
Other changes in fairvalve m___ . i R : B 7(!?2} 162
Changes in falr value of designated debt and reioted derivatives ) ] {8} 5

Changes in fair value of other financial instruments mandatorily messur through profit or loss 547 511
Year anded 31 Dec | 3,882 2,645

4q Insurance business

‘Linked life

Ervostmant cortracts

Nonfinked
insurance insurance with DPF'
£m Em £
231 " 2a8 1,772
Rél;i;urers share of gross insurance promum income - 93) . _(3) -
Year anded 31 Dec 2018 - 133 242 1.772
Gross insurance meum mcome o 202 166 o 1,734 T 2i02
ﬁemsumrs share of gr surance prermum mcomn "’ {94) ) w(a) - T Mis'ﬂ
Year ended 31 Dec 7018 B " 108 163 1,734 2,005
1 Discretionary participation leatures
Nor-finkod Linked ¥fs  Investment contracts -
i with DPF' Tatal
!.‘m Em
Gmss clalms and beneills pald and movamam in llabnlnuos o o 2 957 i * 3. 425
- cimms benahts and surrendels pald o - S 1 49]) 1, 722
- nOvement in Il;blll!ies 7 7 - 1.467 1,703
Rainsurers” share of clamy and benefus paid and ﬁ’io&éﬁ\gﬂl 0 Rabilitios o - e (59)
- clsims, benefits and surrendors paid - }W o {64)
- movemem in Ilabllmes : WWWWWWW v: = .
Yaar onded 31 Dec 2019 ] 2,957 3,366
Gross ciaima and benellls paid and movemam in bnl:ul:tles o 167 (40) !?841 ‘ 1, 411
- clalms. benefnts and surrenders paid » ] 169 ?oi 1407; o 1 666 H
- movemem in Imhnlmes T - (2) 1130}' {1?3]1‘ : vtﬂ2§§f
Reinsurars’ shara of ca and b 169} 138 T 67
- cialms, beneflts and surronders pavu‘dw (M}i 12H ) B 5 {66}
— movement in |Iah1illles } 104 138 - i o 133
Yaar snded 31 Dac 2018 58 96 1.784 1,478
1 Discretronary participation foatures.
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" Mondinked Linked iife Investment contracts

insurence insurance with DPF' Total

£m £m £m £m

Gross Habilities under Insurance coniracts at 1.Jan 2019 T 616 ) 188 20,657
Claims and bengfits paid o (119} . 196) (1,474} {1.689)
Increase in liabilities 1o poficyholdars ) @y aer 1483 1.720
Exchange diferences and other movements” 16;1 o Tmm mii ’ ”630 B 821
Grass lighilities under insurance contracts at 31 Dec 2019 o 576 ] 1;295 1§.538 o 21,609
Reinsurers’ shara of liabifities under insurance contracts oy B 7 - 183
et liabilities under insurence contracts at 31 Dec 2019 463 1.245 19,638 21.346
Gross fiabilities under insurance contracts at 1 Jan 2018 a7 AL © T Tigaso 21,033
Claims and benefits paid (6% . #o L407) {1,666}

increass in liabifities to policyhoiders e a0 284 1,411
Exchange differences and other movements T ? . - N ~(“1:":;81 {121)
Gross ligbilities undar insurance contracts at 31 Dec 2018 ' 817 - m1041 '1N8§§9 o 20.65?
Reinsurers’ share of liabilities under insurance contracts (129} 150 - (179
Mat hiabilities undar insurance contracts at 31 Dec 2018 a8y K " Nages 20,478

1 Discretionary participation features.
2 ‘Exchange differences and other movements’ includes movernents in fiabilitics arising from net unrealised investment gains recognised in other
comprehensive income.

The key factors contributing to the movement in liabilities to policyholders included movement in the market value of assets supporting

policyhalder liabilities, death claims, surrenders, lapses, liabilities to policyholders created at the initial inception of the policies, the
declaration of bonuses and other amounts attributable to policyhelders.

5 Employee compensation and benefits

Woages and solories
Social sacurity costs

Yoar ended 31 Doo e . 2,226 2,529

1 includes £48m (2018: £91m) in employer contributions to the defined contribution pension plans. It is impacted by the transfers to H5BC UK Bank
plc following the completion of ring-fencing in 2018,

‘2018
Retail Banking and Waoalth Management ~ B } 14,699
_Commercial Banking e L 4.943
Glgbal Banking and Meym{ke__ls } 7 o B 4.659
_Global Private Ranking e — < e e i 541
Corporate Conlre _ - _ B 55&
Yeor ended 31 Dac’ 30,437
1 impacted by the transfers to HSBC UK Bank pic following the completion of ring-fencing in 2018.
[ Y A
The share-based payment income statement charge is recagnised in wages and salaries as follows:
i 08
B MEm
_ﬁw!islrimed_Ef}E(f_ awards . o ~ - g?,,
Suya Mtc_}d and otpal sharg award option plans B . 4
Year endad 31 Doc 103
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IR e ewatds

Rastricted share awards A0 assessment of performance gver the relevant panoa encing on 31 December & used 1O dg1erming The armount ot the
{inctuding d i tive award to b8 granted.

awards deliverad in « Deferred awards generally require employees to remain in employment aver the vesting period and are not subject to
shares) and Group performance canditions after the grant date.
Fg;so:,';a“” Shara Plan Deferred share awards generally vest over a period of three years and GPSP awards vest aftar five years.
« Vasted shares rmay be subjsct to a retention requirement post-vesting. GPSP awards are retained umil cessaton of
employment.
* Awards granted from 2010 onwards are subject o a malus provision prior to vesting.
h 3 I Employ * Tha plan was first ntroduced in Hong Kong in 2013 and now includes employees based in Zﬁjurisdicti;n';:“” T
Sharo Purchase Plan * Sharas are purchased in the market each quarter up to a maximum value of £750, or the equivalent in local currency.
{"ShereMatch’) »  Matching awards are added at a ralio of ane free share for avery three purchasad.
* Matching awards vest subject to continuad employmant and the retention of tha purchased shares for 8 maximum
period of two years and nine months.
Number Numbat
o ) _. tooost 1000
flestricted share awards outstanding at | Jan T - T 25.368

rs to HSBC UK Bank plc ard its subsidiaries , ; =

Additions during the yoar T o N B 19,358
fAoleased in the yoar' {¥7.742) {20,730
W e : N - e e BN
Restricted share awards outstanding at 31 Dec ) T 24,578 23,395
Weighted average faiz value of awards granted (£}~ 5.99 6835

T Includes g number of share option plans transferred from or 10 other subsidiaries of M3BC Holdings pic

Savings-relatod share * Two plans: the UK Plan and the International Flan. 1he last grant of ophons under the International Plan was in 2012,
ption plans {'Shar ') e From 2014, eligible ermpioyees can save up to £500 per month with the option to use the savings to acquire shares.
= Exarcisable within six months followng erther the third or fifth anniversary of tha commencement of a three-year or
five-yaar contract, respactivaly.
* The sxercise price I1s set at a 20% (2018: 20%) disceunt to the market value immediately preceding the date of invitation.
HSBC Hotdings Group * Plan ceased in May 2005,
share option plan * Exorcisable between tha third and tenth anniversarias of the date of grant.

Calculation of fair values

The fair vaiues of share options are calculated using a Black-Scholes model. The fair value of a share award is based on the share price at
the date of the grant.

Savings-related
share aption plens
Numbor  WAEP'
I .. looos) e E
OutstandingatlJan2e0® a008  ams
Granted dﬁrjﬁq:trl_g yesr ) o 7 B o B 7 2078 2 468
Exercised during the year T ey 432
Expired during the yéar ‘‘‘‘ o . _' . _w_- e ) o o ) {36) 4,97
Forfeited during the year oo o o B {1,005} 543
Dutstanding at 31 Dec 2019 T ] 4,245 4.78
Weighted average remaining contractual life {years) e o - 2.76 —
Gutstanding 81 1 Jan 2018 o T 32,567 T Tam
ransters to HSBC UK Bank pic and #s subsidiaries N i _ _ 125808 450
ing o ’ " T 2206
) ) (3.742)
1y e R o 987
Fodeited during the year R o M2p 454
Outstanding st 31 Dec 2018 T 4,008 4.88
Weigﬂted average remaining oont(gg}}}p! life (years) 25ﬂ

1 Weighted average exarcise price.
2 Includes a number of share option plans transkerred from or to other subsidiaries of HSBC Holdings pic.
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[P,

5 - I Y

We operate a number of pension plans throughout Europe for our employees. Some are detined benefit plans, and prior to ring-fencing,
the fargest was HSBC Bank (UX) Pension Scheme, After the compietion of the ring-fencing in 2018, HSBC Trinkaus & Burkhardt Pension
Scheme became more prominent within the group. The pension risk section on page 70 contains details about policies and practices
associated with the pensions plans.

The group's balance sheet includes the net surplus or deficit, baing the difference between the fair value of plan assets and the
discounted value of scheme liabilities at the balance sheet date for each plan. Surpluses are only recognised to the extent that they are
recoverable through reduced contributions in the future, or through potential future refunds from the schemes. In assessing whether a
surplus is recoverable, the group has considered i1s current right to abtain a future refund or a reduction in future contributions.

HSBC Trinkaus & Burkhardt Pension Scheme

The plan is a final salary scheme and is calculated based on the employee length of service multiplied by a predefined benefit accrual and
earnings. The pension is psid when the benefit falls due and is a specitied pension payment, lump-sum or combination thereof. The plan
is overseen by an independent corporate trustee, who has a fiduciary responsibility for the operation of the plan. s assets are held
separately from the assets of the group.

The strategic aim of the investment is to achieve, as continuous as possible, an increase in value as possible over time. For this purpose,
the fund invests mainly in government bonds, corporate bonds, investment funds and equities. It invests predominantly in developed
regions. Overall, emphasis is placed on having a high degree of diversification.

The latest funding valuation of the plan at 31 Degember 2018 was carried out by Tim Voetmann and Anna May, at Willis Towers Watson
GmbH, who are Feliows of the German Association of Actuaries {DAV), using the projected unit credit method. The next funding valuation
will have an effective date of 31 December 2019,

Prozent value
of defined  Effect of limit
Fair valus of henefit an plan
plan assots bligati p Total
£Em Em Em - fm
Defined éeueﬁ( ;;ensior! plans o o o VV - ’ o M;M i 580 - 7se) - ) (g}é}
Definod banefit healthcare plans ‘ o o - = T8 - 749)
At 31 Dec 2019 ) 580 {833) - 253)
Total amployee benafit liabilitias {within "Accruals, defarred incomen and ofhar habilities'} o e o (275}
Tetal ampmm‘b;gﬁéf'ﬁ assels twithin ‘Prepaymanis, accrued income and other assets’) ) 22
Tefined banofit pension plans ) TTass -
Definad bonefit hoalthcare plans e - ~
A1 Doc 2018 i s s 498 -

e and other liabilities)
ma and othar assels’)

Total employee benefit habilities (within 'Accruals, deferred in

1otal employee benofint assets (within ‘Prapayn1eﬁls. accrued in 24

Present valuo of definod benefit

Falr valun of plan a obligations Net definsd bonsfit assat/liskility)

HSAC Yrinkaus " T msac Trinkaus & HSBC Trinkaus
& Burkhordt ther Burithardt Othear £ Burkhardt
Ponsion Plan 2 plans Pension Plan * plans Ponsion Plan®
Em . __Em £m . Em £m
At 1 Jan 2019 329 ez a7 (306) .. ]
Servica cost -_ - 21} as ey
— CuITERnt 8BIVics cost { [21)| {9) 1
— past service cost and gains fram satilements - -1 -t ... {8) -
Net interast incomed(cost] on the net defined
benetit asset{liability} 3 3 {6} {5} 3 {2}
R ement effects gnisad in othar
comprehensive income 18 4 (14} 27} 4 {23}
= return on plan assets (excluding interest t
incon:a) 18 4 - -1 18 4
~ actusnial goins - - (14} @7 14y 2n
— other changes - . ~1_ - - - et -
Exchange differences 200 @) 22 13 2 ” 10
Banefits paid — m 2 w? 9 8
Other movernants’ ) 13 [td) @) &2 11
At 31 Dec 2019 408 1745 {a3a) {325) (29} {150}
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Prasent valus of defined benedit

Farr value of plan ussahz nbhgnuons Net delined benaht aseatfikability)
" HSAC Trinkaus & ) HSBC Trinkaus & ’ HSBC Trinkaus®
Burkhardt Pension Qther  Burkhardt Pension Cther  Burkhardt Pensiarn Cther
Plen plans Plan? plans Plan - plens
) e ~fm fm o fm R £
A1 Jan 2018 330 (394) 122.087) {64}
_neorgnmam-un msuhmg frorn rung—fencmq_ . - - - 20,580 -
Transter in1c HSBC Trinkaus & Burkharde
Pefgion Schorme - 8 - “ — 4
Servica cost - e T i {1 71 . © o _‘ﬂ"l B I 1)
- current service cost - - an (13) cm, (13)§
- past W""‘"EF&%LQ'{“ gans from sattlemants Al W - e S | B . 1
Net interest incomef{cost) on the net defined
benefit asset.’(llabillty) 3 359 ) {280 L]] 79
Hemeasuremont effects recugnlsed m othar
compiehensiva incoma (15 1B26) 53] 1.087 5] 255
~ return on plan assets (excluding mlelesl ’
_incarng) (15H 1826); — - (15) (B26)
- ac:uaﬂal gains - - il 1,079 H 1,079
- otherchonges = w7 . @ . 2, w2
Exchange difforences . o 12 3 s R .. R A9)
_Benetils paid ] - .. B . (- R L
Other movemaonts' S U 1) I S @ 9 B
1273172018 330 166 {419} 1304) {89} {138)

1 Other movements include contributions by the group, contributions by employees, administrative cosis and tax paid by plan.
2 The HSBG Trinksus & Burkhardt Pension Flan and its comparatives have been disclpsed as it is cansiderad to be a prominent plan within the
group post ring-fencing in 2018.

HSBC does not expect 1o makg contributions 1o the HSBC Trinkaus B Burkhardt Pension Plan during 2020, Benefits expected to be paid
from the HSBC Trinkaus & Burkhardt Pension Plan to retirees over each of the next five years, and in aggregate for the five years
thereatfter, are as follows:

T 2020 T 27 ames 2024 26352008
o [ P Lm L Sm Em gm . fm
HSBC Trinkaus & Burkhardt Pensnon Plan’ . 6 5 i 5 .5 25

T The duration of the defined benafit obligation is 18, 1 years for the HSBC Trinkaus & Burkhardt Pension Plan under the disclosure assumptions
adopred (2018 18.1 yvears).

31 Dec 2019 31 Dec 2018
o " Ouwotsd  No quoted . B
markst prics  market price Nuoted market No quoted
in active tn active ‘Thereof prce in actvo  market prce in Therenot
Value market maorkot HSBC' Valye market  active market H5BC'
. . fm £fm Emk . Em Em [ 14] Em e wfm
"HSBC Trinkaus & Burkhardt i S e Tt T "~
Pension Plan N 3 o S
Fair valuo of plan assets 405 389 18 146 3pm EEL - BS
~ equities - 26 26 - -1 26] o 281 -"?" _—1
— bonds _N_"ii 97 97 - - 94! 94! = -
S devalives . N - = - i -1 -1
= other o "i 282 268 16 146 208 i) N e
T The fair value of pfan assets includes derivatives entered into by HERC Trinkaus & Burkhardt AG with HSBC Bank plc detailed in Note 33.
Post-employment defined benefit pdans’ principal actuarial financial assumptions
The group determines the discount rates to be applied to its ohiigations in consultation with the plans’ local actuaries, on the basis of
current average yieids of high quality {AA-rated or equivalent) debt instruments with maturities consistent with thase of the defined
benefit cbligations.
Rate of
inersace for Rate of pay
i rata  Infk it P d increase
o % % % L
HSBC Trinkaus & Burkhardt Pension Plan -
At 31 Dac 2019 . - 1.05 1.15 150 2.50
M310Dec2018 O B - 181 200 200 300
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Mortality Lif; ‘;;p-chncv ut ago 85 for  Life oxpectancy at age B85 for

table a male membor currently: & fomnale moember currently:
o ) Aged 85 Ageddb  Aged S5 Aged 45
HSBC Trinkaus & Burkhardt Pension Plan e -
At 31 Dac 2019 o o RY2018G' = 202 23,0 23.7 27.0
At31 Dec 2018 RT2018G 20.2 230 237 7.0

1 Heubeck tables: RT 2018G. It is generally accepted and used mortality tables for occupational pension plans in Germany taking into account future
muortality improvernents and lighter mortafity for higher-paid pensioners.

"HSBC Trinkaus & Burkhardt Pension Plan Obligation

" Financial impact nf mmm:mfa Fi ial imp o_l o
T 2018 018 zowm 2018
£m fm £m £m
Discount rate - increasefdecrease of 0.25% o ' ] (13) Ty e 4
VE;!-l;;ion rate -incféasé’&ecrease of 0.2%% ) T — T 9 . ] 13 o "_— —(é—'— ; (f;’]
_Pension payt:r-lgngs and dalmredpensmns @ﬁé(é_s_swq%;gﬁ 025% - ) e 7- B s 9 - o _W-EB_J
Pay — increasefdecreass of 0.25% ) o o ) a4 B 4 @3 M
Changa in mortalty - increase of 1 yoar 7T _mw . u na _va

¢ .
i . Cis Ty

The aggregate emoluments of the Directors of the bank, computed in accordance with the Companies Act 2006 as amended by statutory
instroment 2008 No.41(Q, were:

2019 208

i i ) 000

_Solarios and athor emoluments’ . [ el Ams8 1276
Aunual incertives” o L o o L . 472 819
Year anded 31 Dec 3,728 4,068

1 Fees paid ta non-executive Dirsctors.

2 Sslaries and other emoluments include Fixed Pay Allowances.

3 LDiscretionary annual incentives for axecutive Directors are based on a combination of indivigue! and corparata performance, and are determined
by the Remuneration Committee of the bank’s parent company, HSBC Moldings pic. Incentive awards made to executive directors ara delivered in
the lorm of cash and HSBC Holdings pic shares. The total amount shown is comprised of €235, 752 (2018 £257,400) in cash and €235, 752 (2018:
£257.400} in Restricted Shares, which is the upfront portion of the annual incentive granted in respect of parformance year 2079.

4 The amount shawn is comprised of £48.002 (2018: £135,525} in deferred cash, £64,037 (2018: 223,451} in deferred Restrictad Shares, and
£48,050 (2018 £319.734) in shares under the Group Performance Share Plan ('GPSP’). These amounts relate to the portion of the awards that will
vest following the substantial cornpletion of the vesting condition attached to these award's in 2020. The totaf vesting period of deferred cash and
share awards is ng Jess than three years, with 33% of the award vesting on each of the first and second anniversaries of the date of the award,
and the balance vesting on the third anniversary of the date of the award. The deferred shere awards are subject 1o a six-month retention period
upon vesting. GPSP awards are subject to a five-year vesting period and a retention requirement until cessation of employment upon vesing
Dataits of the Plans are contained within the Directors Remunerstion Report of HSBC Hoidings pifc. The cost of any awards subject to service
conditions under the HSBC Share Plan 2011 are recognised through an annual charge based on the fair value of the awards, apportioned over the
period of service to which the award relates.

No Director exercised share options over HSBC Holdings plc ordinary shares during the year.

There were no retirement benefils accruing to any Director under maney purchase schemes in respect of Directors’ qualifying services
(2018: one Director). There were no pension contributions made by the bank during the year in respect of Directors' qualifying services
{2018: £3,778}.

In addition, there were payments under setirement banefit agreements with former Directors of £815,772 (2018: £817,163), including
payments in respect of unfunded pension obligations to former Directors of £681,549 (2018: £687,227). The provision at 31 Dacember
2019 in respect of unfundad pension obligations to former Dirgctors amounted to £10,737,186 (2018: £10,956,784).
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Of these aggregate figures, the following amounts are attributable to the highest paid Director:

Snlanes and other emoluments
Annual lncaniwas
Lang—lerrn |ncemwes‘ )

Yoar eml,nd 31 Dec

1 Awardgs made to the highest paid Director ere defivered in the form of cash and HSBC Holdings plc shares The amount shown is comprised of
£130,000 (2018: £180,277} in cash and £130,006G (?018: £180,277) in Restricted Shares.

2 The amount shown is comprised of £28.429 (2018: £108.586) in deferred cash, £28,459 (2018 €178 022} in deferred Restricted Shares and
£4B 050 (2018 £288.351) in shares under the GPSP. These amounts relate to g portion of the awards that wifl vest folfowing the substantial
completion of the vesting condition attactied 1o these awards in 2020. The toral vesting period of deferred cash and share awards 15 no less then
three years, with 33% of the awsrd vesting on each of the first and second anniversaries af the dete of the award, and the balance vesting on the
third apniversary of the date of the award, The share awsrds are subject 10 & six-rmonth retention period upon vesting. GPSF awards are subject to
& five-year vesting period and & retention requirement unti! cessation of employment upon vestitig.

The highest paid Director received shares in respect of qualilying services under a long-term incentive schama.
Thera were no pension cantributions made by the bank in respect of services by the highest paid Director during the year (2018: £3,778).

6  Auditors’ remuneration

TTzo08 2018

L Em £m
Audn e pavabte = Pv;é Hujm.f,.w R e e i e e e :w,w._w.w.«_ L w ..... . 08 _m__ﬁmaw
Olhev auﬂuwf“:;gs payabe 7 - 7 o 0 04
Yeﬁr enged 31 Dec oo CUonmmmm o T 10.9 12.2

— other non-sudit services” . - 0.3
Year ended 31 Dec 17.1 18.5

1 Fees payable to Pw( for the statutory audit of the cansofidated financial statements of the group and the separate fnancial statements of H5BC
Bank plc. They exclude amounts payable for the statulory audit of the bank’s subsidiaties which have been included in “Fees for ather services
provited 1o the group”.

2 Inciuding fees payable to PwC for the statutory audit of the bank’s subsidiaries.

3 Inciuding services for assurance and other services that reiate ro statutory and regulatory filings, including comfort latters and interirm reviews.

4 Inciuging other permitted services refating to advisory, corporate finance transactions. eic

Fees payable for non-audit services for HSBC Bank plc are not disclosed separalely because such fees are disclosed on a consolidated
basis for the group.

7 Tax

T zete T T wis

L X £m Lm

Currant lax ) T . ” . l103) . 28O
~ for thig yea; Mw;_:;;mﬂ o T o {?S)E 51 ZJ
- Bdjustments In respect of prior years e e s e B2
TDeferred tax - L o
- _origingtion snd reversal ol tamporary ditferences 48 161}
- effact of clianges in tax rates . o _ .. . - - 3
- ad]ustment n raspam of pnnr vears 174 [
Year ended 31 Dac' 119 442
Continugd operations et e s o e N8 18
[)nsconlmuaq operatons . - e ] - o __52.;

1 In addition to amounts recorded in the income statement, & tax credit of £100m (2018: charge of £275m) was recorded directly to equity,

The group’s prafils are taxed at different rates depending on the country in which the profits arise. The key applicable corporate tax rates
in 2019 include the UK and France. The UK 1ax rate applying to HSBC Bank plc and its banking subsidiaries was 27.00% {2018: 27%),
comprising 19% corporation tax plus 8% surcharge on UK banking profits. The 18% rate of corporation tax in the UK will be reduced to
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17% on 1 April 2020, The applicable tax rate in France was 34% (2018: 34%) and will be reduced 10 26% from 1 January 2022, Other
overseas subsidiaries and overseas branches provided for taxation at the appropriate rates in the countries in which they operate. Tha tax
relating to discontinued operations in 2018 relates to the activities transferred to HSBC UK Bank pfc on 1 July 2018,

[

The tax charged to the income statement differs from the tax expense that wouid apply if all profits had been taxed at the UK corporation
tax rate as follows:

Em e Fm “h
lLass)fprum belo{e u;;c _ ﬁ Mmjﬂ_m- C . . T o M: 872} L T W: L 1974 -
Tax expense . W ) o } ’ o
UK corporation 1ax at 19.00% (2018 19.00%) ) o i (166) 19.0
Impact of taxing overseas pm!ns at dnﬂerem rates T T o ”77 o 7(5) 0.57 o
8% surcharge on UK_hank_m ;35915(_5 . '_ ’ oo - (374) o 3.9 )

Impaim‘mnl of gapdwill B 3 o = »21‘9 o 28.1) N

Adjustment in respect o ) __{16.6) )

Non-taxable & Tcome and gains o r.ax a-l_ a__|_r;wur rate 10.8 -

Permanant disallowabios _—. e " - 4.3}

1 ocyl taxes and ovorsees withholding taxes S {1.8}

7Change in lax rates o .8

_Non-deductible custamer cumpensauon expense ’ - 9.6

Gther e IO 4

Non daducuble renulaluw settlements ’ ) e N - "

Movemants in unrécogmsgd;lelerfed lax T o T — -

Year sndad 31 Dac S S 118 i'is.ﬁl ) a2 25’4
Continugd operations o . R 119 e 119

Dssmnunued operations o T crommmme T T oo 23 . T

The effective tax rate for the year was (13 6)% (2018 22.4%)}, reflecting 2 1ax charge arising on a loss beiore tax. The effective tax rate
excluding the impact of non-daductible goodwill impairments is 42.5%. This was higher than 2018 mainly due to charges in respect of
prior years, a lower level of non-taxable regulatory provision releases and other non-taxable income, offset by a lower level of non-
deductible expenses and deductions for AT1 coupon payments greviously accounted for in equity. Accounting for taxes involves some
estimation because the tax law is uncertain and the application requires a degree of judgement, which authorities may dispute. Liabilities
are recognised based on best estimates of the probable cutcome, taking into account external advice whare appropriate. We do not
expect significant liabilities tc arise in excess of the amounts provided. The current tax asset includes an estimate of tax recoverable from
HMRC with regards to past dividends received from EU resident companies. The ultimate resolution of this matter involves litigation for
which the outcome is uncertain and is unlikely to be resolved in the short term.

Thegroup .
Asgsety - L I

Liebilities

At 1 Jan 2013 .
Income stammem R . .
Othwr comprnhenslvo mcorne

At 31 Dec 2019

Assgly %
Alssals ______ . |
Linbilities . i

At Jan 2008 .
IFRS 9 transitional adjustment

Transter to HSBC UK Bank pic und fts subsidiaries
‘Income statement
SV : lﬂCOl‘nﬂ

At 31 Doc 2018

Assuts’
A mblhﬂos

1 Other daferred tax assets and liabilities relate to unused tax losses, share-based payments and cash flow hedges

2 The deferred fax asset recognised in respect of fasses mainly relates to ()5 State fax losses of the New York branch and losses in Frence; both are
supported by future profit foracasts.

3 Aftar netting off balances within countries, the balances as disclosed in the accounts are as follows: delerred tax assets £408m (2018 £540mj;
and deferred tax liabilives £22m (2018: £29m).

Based on the enacted law at 31 December 2019, the UK corporation tax rate is due to reduce from 19% to 17% on 1 April 2020, The
Conservative Party {now in Government) has indicated its intention 1o reverse this rate reduction as part of the UK Budget on 11 March
2020, which, if enacted, will result in a £23m increase 10 the group's {£25m increase to the Bank's) net deferred tax liability, as at

31 December 2019.
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Deferred tax assets recognised in the UK are supported by future profit forecasts for the whole of HSBC's UK tax group. This includes a
number of companies which are not part of the HSBC Bank plc group, in particular HSBC UK Bank pic and its subsidiaries.

Astirement  Property, pcms Goodwill and

and equip 1 oi
R £m £m £m £m
- § ‘wu i 2674 - 1~77$ [ —
i —i 2 = By _

At1 Janzbls . ] T 22 255
Income statement B e @s (o4

Cnher complehsnswe income ) T i
Fnrengn axgha 1]z}

At 31 Dec 2019
Aszets’

tisbilities®
Asers T - 269
Liabilities ! oitasg) =
At Ja V 1.489) )
1 -
1ransferlu HSBC UK Bankylc . B _ U 1 ¥ S an
Income statoment . . _ Y . 13
Other comprebensiveincome _{8% . e
__Fo_relun exchange and other adjustments  ~~~  — . -
At 31 Dec 2018 22 255
Assars’ o 22 757 177 ; — 456
Luabihtms i @H [UURIOSY P S ...—..@): PR LR}

T Other deferred tax assets and hiabflities refate to fair value of own debt, loan impairment affowances, unused tax losses, share-based payments end

cash fiow hedges.
2 The deferred tax asset recognised in respect of losses mainty refates to LS State tax losses of the New York branch and losses in France; both are

supported by future profit farecasts.
3 After netting off balances within countries, the balances as uisclosed in the sccoumts are as follows: deferred tax assets £327m (2018 £447m) and

deferred tax liabilities £2m (2018: £2m).

Unracognised defarrad tax

The amount of temporary differences, unused t1ax losses and tax credits for which no deferred tax asset is recognised in the balance
sheet was £695m (2018: £870m). These amounts consist of unused tax losses, tax credits and temparary differences arising in the US
branch of £675m (2018 £694m) and unused temporary differences and tax losses in Europe of £20m (2D18: £176m). Of the
unrecognised losses, £234m expire within 10 years, and the remainder expire after 10 years.

The amount of temporary differences, unused tax losses and tax credits tor which no deferred tax asset is recognised in the balance
sheet was £675m (2018: £825m). These amounts include unused tax losses, tax credits and temporary differences arising in the US
branch of £675m (2018: £694m) and unused temporary differences and tax losses in Europe of £nil (2018: £131m). Of the unrecognised
losses, £234m expire within 10 years and the remainder expire after 10 years,

There are no unrecognised deferred tax liabilities arising from the group’s investments in subsidiaries and branches.

8 Dividends

20!’_”" ’ T “2(}18“

£ par shan £m ‘E par shara fm

Dividends | pald on nuimarv shares ) 47 o W
Sacond interim dividand in respect of the brewous year 0.51 406 Lus 583
First interim dividend in raspect of the current year - - 0.30 N 34
special dividend in respect of previous yesr 0.8 674 - ‘V -
ial dividend in respect of current year . 1.60 . L. - e
pacial dwldend in respect of current year ) o 054 w 430 o= o -
" 3.50 2,767 103 817

idands on pret shares claasified as equity . .
‘Dividend on HSBC Bank plc non-cumulative third dollar preforence sharas. 1.47 5 .. w4 .5
Totol 1.47 51 147 51

The totat dividend declared on ordinary shares in respect of 2019 was £1,707m (2018: £1,314m),
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‘2018 2018

e _First call date _ &m fm
_Vndoted Subordinated additional Tier 1 inatruments -

- 555m T T —

_E109m e - . 31

A ~ Dec 2024 - - 31

. Jan 2022 T2 17

- Mar 2023 1w -

: Dec 2020 7

147 176

T With effect from 1 July 2018 under the ring-fenicing transfar scheme, ail rights and obligarions in respect of the existing £1,096m Undated
Subordinated Additionaf Tier 1 instrument issued 2014 {Callable Decernber 2019 onwards) and £, 100m Undated Subordinated Additionsi Tier 1
Instrument issued 2014 {Callable December 2024 onwards] issued by HSBC Bank plc were transferred to HSBC UK Bank pic.

9 Segmental analysis

PRI (IR

The Chief Executive, supported by the rest of the Executive Committee, is considered the Chiet Operating Decision Maker {{CODM'} for
the purposes of identifying the group’s reportable segments. Business results are assessed by the CODM on the basis of adjusted
performance that removes the effects of significant items from reported resuits. We therefore present a reconciliation between reported
and adjusted results as required by IFRSs.

Our operations are closely integrated and, accordingly, the presentation of data includes internal allocations of certain items of income
and expense. These allocations include the costs of certain support services and functions to the extent that they can be meaningfulty
attributed to businesses and countries. While such allocations have been made on a systematic and consistent basis, they necessarily
involve a degree of subjectivity. Costs that are not allocated to businessas are included in Corporate Centre.

Wherae relevant, income and expense amounts presented include the resuits of inter-segment funding along with inter-company and
inter-business line transactions. All such transactions are undertaken on arm’s length terms. The intra-group elimination items for the
businesses are presented in Corporate Centre.

5

HSBC provides a comprehensiva range of banking and related financial services to its customers in its four global businesses. The
preducts and services offered to customers are organised by these global businesses,

Our operating meode! consists of four businesses and a Corporate Centre, all supported by HSBC Operations, HSBC Services and
Technology, and 11 functions, of which risk, finance, compliance, legal, marketing and human resources are included,

By operating segment:

- 2019
REWM CMB GBEBEM
tm Em tm
Net operating i 1l ) baf h in d
credit losses and other credit impairment charges’ 1,140 1.170 3,654
~ extornal [ 1,151,1 1i6a] 3.941){
—_intgr-sagmant - | S 15 I agy =
Changa in expected credit losses and other credit impaimment charges 3 . {21} . 28 {124
Men aperating income/{expense) 1.137 3,613 190 {56) 5,845
Total operating expenses (924} {630)  (3.47%} __hazny {158) {5,332)
Operating profit/floss) 213 431 135 a8 214) 613
Sharo of loss in associales and joint ventures - - - LTI 1..... R L. )
Adjusted profit/ffoss) befare tax 213 431 135 a8 {224) 603
Yo % ) % S
Adjusted cost efficiancy ratio 81.1 538 95.2 75.1 ‘....n,mmmmw,m.gz.ig.
. T
Net operating incomef{expanse) before change in expocted credit
losses and other credit impairment charges 2,580 25 4207 R 249 187 9,394
—extarnat zsaof i ‘4554 2481 HSULL%E
- inter-segment b 50 193 ) R RO - <) -
Change in expected credit logses and other eredit impairmant charges (103 [26} [T | LI -
Net operating incoma/f{expensa) 2,477 2.419 4,097 250 8) 89.235
Total aperating expenses (2.034} {1.134) _3.391) (188 ap) {7.189)
Qperating profiviloss) 443 1,285 706 62 (412) 2.084
Share of profit In associates and joint ventures - T - 16 16
Adjustad profit/{loss) before tax 443 1,285 706 52 {396) 2,100
% % % % %
Adjustad sost elficiency ratio 728 .64 B9.6 A -

1 Net operating income before change in expected credit lusses and other credit impairment charges, also raferred to as revenug.
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External net operating income is attribuled to countries on the basis of tha location of the branch responsible for reporting the results or
advancing the funds:

T Tzes 7 018

o £m fm

External net operating income by vounry’ o ] T 9.468
- United Kingdom o | 2987 6537
- France - ] ] 1,653 1532}
B - - _ i 710 6§54

e e .. G4} 745

- 2018 e
- “éopoﬂod c A;:;usmd Significant wﬂ;porleu‘
11ams

£m fm fm fm

Hovenze' - CorTmT T " B04a 939 74 5,468
ECL T T fn28  nsw = T asm
Dperatmg axpanses B {8, 782] {7,151} {200 E? 35”
Share of [Ius:-}lwoin " assoclﬂ(es ;;\.dmmh niuras T {15 - o {10 . 16 ) T o 18
“{Loss)prafit hefore tax T T ey T (avs) 812 2700 {126} 1,974

1 Net operating incorne before change in expectad credit losses and other credil impairtment charges, afso referrsd 10 85 revenus.

Adlusu-d pmﬁt helure tax

Signifecant nems

-~ UK customer redrass pmgrammes

- COSt ui slruc‘l:u ral reform

fth Iegalrargd regy[g;ory mattars

;"sn;,;ssr‘.naamgaoamrm
Reported {lasaiprofit before tax

REWM  CMB GBEM ) Corporate Totn
Contre
£m £fm Em £m £m £m
31 Dec 2019 T SR ST e
Losans. and advances to customers o B T 22,597 " _K "23,204 ] 53,856 o -5,285 o L 439 108,381
Customar secounts o 31310 36923 95774 7,502 5,727 177,236
at Dec e T T oo )

‘Loans and advancas 1o tustomers - 29,021 56464 354 1014 111,964
"Customer accounts - | o T 961 a7l i033my | 8B 6266 180,836
10 Trading assets

i The group T The bamn-k '

2018 2018 2018 7 ao18

£m Em . £m tm
Treasury and other shigiole bills L aam 24 780 1004
Debt securities -2 o 40,481 41,508 28,330 76144
quity securities ST T 38292 34,257 36,806 33695

Trading securities T T 80,764 78,776 65,806 60,943
Loans and advances 1o banks o o rw 6,371 7887 5681 71.148
“Loans and advances 1g customars’ - 114 X 11868 5474
At 31 Dec - 98,249 95,420 83,285 77.765

1 Included within the above figures for the group are debt securities issued by banks and othar financial instittions of £6,551m (2078: £9,564m), of
which £1,676m (2018: £1,486m/} are guarantesd by various governments,

2 included within the above figures for the bank are debt securities issued by banks and other financisl institutions of £7,014m (2018: £6,951m), of
which £7,504m (2018 £385m) are guaranteed by various governments.

3 (Loans and advances to banks and customers include reverse repos, stock borrowing and other amounts.
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11 Fair values of financial instruments carried at fair value

FE o

Fair values are subject to a control framework designed to ensure that they are either determined or validated by a function independent
of the risk taker.

For all financial instruments where fair values are determined by reference to externally quoted prices or observable pricing inputs to
models, independent price determination or validation is utilised. In inactive markets, the group will scurce alternative market information
to validate the financial instrument’s fair value, with greater weight given to information that is considerad to be more relevant and
reliable. The factors that are considered in this regard are, mter alia:

¢ the extert to which prices may be expected to represent genuine traded or tradable prices;

* the degree of similarity between financial instruments;

* the degree of consistency between different sources;

¢ the process followed by the pricing provider to derive the data;

» (he elapsed time between the date to which the market data relates and the balance sheet date; and
» the manner in which the data was sourced.

For fair values determined using valuation models, the controf framework may include, as applicable, development or valigation by
independent support functions of: (i} the logic within valuation modets; {ii) the inputs 1o these modaels; (iii} any adjustments required
outside the valuation medels; and {iv} where possible, model outputs. Valuation models are subject to a process of due diligence and
calibration before becoming operatianal and are calibrated against external market data on an ongoing basis.

Financial hiabilities measured at fair value

In certain circumstances, the group records its own debt in issue at fair value, based on quoted prices in an active market for the specific
instrument. When quoted market prices are unavailable, the own debt in issue is valued using valuation techniques, the inputs for which
are based either on quoted prices in an inactive market for the instrument or are estimated by comparnson with quoted prices in an active
market for similar instruments. In both cases, the fair value includes the effact of applying the credit spread that is appropriate to the
group's fiabilities.

Structured notes issued and certain other hybrid instruments are included within trading liabilities and are measured at tair value,
The spread applied to these instruments is derived from the spreads at which the group issues structurad notes.

Fair value hisrarchy
Fair vaiues of financial assels and labilities are determined according to the following hierarchy:

= Level T -wvaluation technigque using quoted markat price: financial instruments with quoted prices for identical instruments in active
markets that HSBC can access at the measurement date.

* Level 2 — valuation technique using cbservable inputs: tinancial instruments with gquoted prices for sirilar instruments in active
tarkets or quoted prices for identical or similar instruments in inactive markets and financial instruments valued using models where
alt significant inputs are observable.

¢ Level 3 ~ valuation technique with significant unobservable inputs: financial instruments valued using valuation technigues where one
or mare signiticant inputs are unobservable.

20719 S 7 T

lovel 1 Leveiz  Lewsi3 Total  lewell  tevelZ | Leveld  Towl
The group } R £m £m £m £m o fm fm ) fm €m
Recurring fair valus measuroments at 31 Dac o _’ ”V“”"W o ': o “”““":‘w: i
Assets . — — R
Tradingassets L 69292 26754 3203 98249 69774 _ 20004 3562 95420
Financial assots designated and otherwise mandatorily i
measured at fair value thraugh profit or loss 10,932 3,649 2,431 17,012 10,128 5,590 2,081 17,793
Deivatives ) 869 182,032 1637 164538 1100 141341 J0B0 144522
“Financial investmants o 40,388 5413 650 46,451 40,237 6332 790 47289
nnenc - S s 5= S A
Trading liabitities o 37195 10791 40 48026 35964 13504 46 49514
Financial habilives _i_igsignated at fair v_nlue - - T.ZZi 33.472 . 943 61_.253_ 5,337 391595 990 36,5922
Derivatives o 672 158,730 1,681 161.083 1420 _ 137.049 1463 138,932
The bank
Recurring far valua measuroments at 31 Dec - T,
A.m R - - . . - meearrrmerae - _... FRere.
Trading assats ) 56229 23858 3,198 83,285 53104 21,075 3,586 71,765
Financisl assets designated and otherwise mar\datu;ilv ; o T T
meazured at fair valug through profit or loss 279 2,328 524 3,129 2q 5,051 670 5,745
Derivatives o 635 150,157 1,668 152,486 849 136247 2133 139329
Financial investmants 25,023 1,480 58 286,561 74511 2118 72 26,699
Linbilities 7 ) . - -
Trading ligbilities B i 17,393 3894 27 21,014 15178 12154 19 27301
Financia| liabilities designated a1 Tair valse . “w 23980 683 24,863 . Tmaws v aaEm
Derlvatives o 533 147,148 1,929 149,807 1237 13238 719 5307
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Ansate " Linkilitien

Designated and
otherwise
mandatorily
Financisl moasured at fpir valua Trading Dasignoted
trmants  Tradi stz through profit or loss? Dorivatives fiabliities st fair value
e - Em BB o Em Em
At31Dec2019 o - N
Transtars from Level 1 wa Lavel 2 18 B - -
Trangfers fram Level 2 10 Lovel 1 - 85 - 80
A3l Deczois - U .
Tranglers from Level 1tolevel2z . y
Fransters from Level Z to Level P B L F 7 - 1oy

1 Refinement methodology for government bords and illiquid corporate bords drove Trading Assets transfers from Leve! | to Level 2 during the
period.
2 Liguid corporate bonds of £1,547m in trading assets and £1,220m in trading kabilities were transterred from Level 2 to Level T during the period.

Transfers between levels of the fair value hierarchy are deemed to occur at the end of each quarterly reporting period. Transfers into and
out of levels of the fair value hierarchy are normally attributable to observability of valuation inputs and price transparency. In the current
year the majority of the transter relates to the reclassification of certain positions where improved data is now available.

i

: . o coae

Fair value adjustments are adopted when the group determines there are additional factors considered by market participans that are
not incorporated within the valuation model. Movements in the level of fair value adjustments do not necessarily result in the recognition
of profits or losses within the income statement, such as when models are enhanced and fair value adjustments may no lenger be
required.

Bid-offer

IFRS 13 ‘Fair value measurement’ requires use of the price within the bid-ofter spread that is most representative of fair value. Valuation
models will typically generate mid-market values, The bid-cffer adjustmant reflects the extent to which bid-offer costs would be incurred
it subsiantially al residual net portfolio market risks were closed using available hedging instruments or by disposing of or unwinding the
position.

Uncertainty

Certain maodel inputs may be less readily determinable from market data, andfor the chaice of model itself may be more subjective. In

these circumstances, an adjustment may be necassary to reflect the likelihood that market participants would adopt more conservative
values for uncertain parameters andfor model assumptions than those used in the valuation model.

Credit and debit valuation adjustinents

The CVA is an adjustment to the valuation of over-the-counter {'OTC’) derivative contracts to retlect the possibility that the counterparty
may default, and that the group may not receive the full market value of the transactions.

The DVA is an adjustment to the valuation of OTC derivative contracts to reflect the possibility that HSBC may default, and that it may not
pay the full market value of the transactions.

HSBC calculates a separate CVA and DVA tor each logal entity, and for each counterparty to which the entity has exposure. With the
exception of central clearing parties, alf third-party counterparties are included in the CVA and DVA calculations, and these adjustments
are not netted across Group entities.

HSBC calculates the CVA by applying the probability of default ('PD‘) of the counterparty, conditional on the non-default of HSBC, to
HSBC's expected positive exposure to the counterparty and multiplying the result by the loss expected in the event of default.

Conversely, HSBC calculates tha DVA by applying the PD of HSBC, conditional on the non-default of the counterparty, to the expected
positive exposure of the counterparty to HSBC and multiplying the result by the proportional loss expected in the event of default. Both
calculations are performed over the fife of the potential exposure.

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

The methodologies do not, in ganeral, account for "wrong-way risk’, which arises when the underlying vaiue of the derivative prior to any
CVA is positively correlated to the PD of tha counterparty. When there is significant wrong-way risk, a trade-specific approach is applied
o retiect this risk in the veluation,

Funding fair value adjustment

The FFVA is calculated by applying future market funding spreads to the expected future funding exposure of any uncollateralised
component of the OTC derivative portfolio. The expected future funding exposure is calculated by a simulation methodology, where
available, and is adjusted for events that may terminate thae exposure, such as the default of HSBC or tha countarparty, The FFVA and
DVA are calculated independently.

Model limitation

Models used {or portfalio valuation purposes may be based upon a simplified set of assumplions that do not capture all current and
future material market characteristics. In these circumstances, model limitation adjustments are adopted.

HSEC Bank plc Annual Report and Accounts 2019 128




Notes on the financial statements

Inception profit (Day 1 PAL reserves)

Incaption profit adjustments are adopted when the fair value estimated by a valuation model is based on one or mare significant
unobservable inputs. The accounting for inception profit adjustments is discussed in Nota 1.

DR TR

" Assots

et Donte — . - ”
otherwisa
mandatorily
moasurod ot fair
Financinl Hald for value through Heold for Dasignatad at
nvastmants trading profit or bags  Derivatives Total trading fair valua  Derivativas Total
Thegrowp . km  €m  Em Em_ . fm Em 0 IO, . &m
Private equity including
strategic investments 3 2,134 - 2,203 3 - - 3
Pesevbackedsocurives 578 e84 o2 - 1283 - R
Stuctured mtes T 2 - e e 2 3% 848 ..l 978
Derivativas - - - 1.637 1.637 - - 1,677 1,677
Other pordfolios” & 28508 276 .. 2. z . T 4 &
At 31 Dec 2019 650 3203 2,431 1,637 7,921 40 943 1,681 2.664
Private equity including ) o o T
stratagic investments 10 — - 10
Assotbacked securities = T [
Structured notos % 0 om0 - 102
Detivatives § T - 1.483 1463
Other portfalios” _ = - = -
At 31 Dec 2018 46 980 1,463 2,499
Jhebank . . ; -
Private equity including
strategec investmeants — — —_ _—
‘Asser-hacked securtiss = - —
Structured notes 23 —- ... T
Demvatives ... - BEEITERE T
Dther portfciios’ m . 2 WO 12
At 31 Dec 2019 27 683 1,929 2,639
Private equity including o o o B
strategic investmants ) ) 53 o 1 444 - - - — -
Assei-backed securitios 18 6 oL BE - MO - - -
Swuctured notes - - SO S NUUURM | SRR S 47
Dervatives = - - 2133 2133 e - 1.n3
Other parttolios” e T 2808 - L= 2809 - - 6
A131 Dac 2018 72 3,586 670 2,133 6,49 19 728 2,466

T includes £1.2bn (2018 £1.8bn) in repurchase agreements and £0.8bn (2018: £0.8bn) in structured certificates.

Level 3 instruments are present in both ongoing and legacy businesses. Loans held for securitisation, derivatives with monolines, certain
‘other derivatives' and pradominantly all Level 3 ABSs are legacy positions. HSBC has the capability to hold these positions,

Private eguity including strategic investments

The investrment's fair value is estimated: on the basis of an analysis of the investee’s tinancial position and results, risk profile, prospects
and other factors; by reference to market valuations for similar entities quoted in an active market; or the price at which similar
companies have changed awnership.

Asset-backed securities

While quoted market prices are generally used to determine the fair value of these securities, valuation models are used to substantiate
the reliability of the limited market data available and to identify whether any adjustments to quoted market prices are required. For
certain ABSs, such as residential mortgage-backed securilies, the valuation uses an industry standard model with assumptions relating to

prepayment speeds, default rates and loss seventy based on collateral type, and performance, as appropriate. The valuations output is
benchmarked for consistency against observable data for securities of a similar nature.

Structured notes

The fair value of Leve! 3 structured notes is derived from the fair vaiue of the underlying deht security, and the fair value of the embedded
derivative is determined as described in the paragraph below on derivatives. These structured notes comprise principally equity-tinked
notes, issued by HSBC, which provide the counterparty with a return linked to the performance of equity securities and other portfolios.
Examples of the unobservable parameters include fong-dated equity volatilities and correlations between equity prices, and interest and
foreign exchange rates.

Derivatives

QOTC derivative valvation models calculate the present value of expected future cash flows, based upon ‘no-arbitrage’ principles. For
many vanilla derivative products, the modelling approaches used are standard across the industry. For more complex derivative products,
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there may be some differences in market practice. Inputs to valuation models are determined from observable market data, wherever
possible, including prices available from exchanges, dealers, brokers or providers of consensus pricing. Certain inputs may not be
observable in the market directly, but can be determined from observable prices through model cafibration procedures or estimated from

historical data or other sources.

o o Assets i.iahiiitios N
Designated and
atherwise
mundstority
measured at
fair valus
Financial through profit Trading Daaignatod
Investments  Trading sscets or loss Darivatives linbilitias 2t foir value Dorivativac
The group £m . Em £m £m £ Em £m
At1Jan 2019 190 3,562 2081 2,080 43 990 1,463
Total gainsfffosses) recognised in profit of loss -~ 4 (104} 273 ss ] m 587
- matincome from tinancial instruments hald lor : ’g i ! ]
tradlng or managed on a fair value basis - (104 - 189 3 - 587 .
- changes in fair valug of other financial ;
instruments mandatorily measured at fair value !
_ through profn or loss - - 273 - - 111 - f
- gaing toss losses from firancial investments at fai | |
value through othar comprel‘mnsws ncome 1 1 - B - - - - =]
ﬁml getnsﬁ(iosses) recogmsed in other
compmhenswe income ('OCEY {50} (108) {23) (A1) 7}
- fmancual mvestmunts faw vaiue gmns!(lossea) - - E - - -
- exchango dlffenences (50); {106y ‘23)4 0y {7
1,468 623 - B 5 -
— 120 - - 5 e
. N ) - 1293} {178} - . LT
M - B " _ (s98) 1252) - (98) 3] ) {51}
Jeanslors out (1,029 a9 s10) i 1372}
Jeanstorsin | Eac = 99 L 61
At 31 Dec 2012 3,203 2.431 1.637 a0 3,681
Unrealised gains/l rer in profit or loss
relanng 10 assets and liabifities at 31 Dec 2019 - (17 168 127 - 8 239
—~ trading incomer{exponse} axcluding net interest ; . !
income i - (t7] —i 127 | - -1
- netincomef{expanse) from other financial ; ;
mstrumems dasignated at fair value - - 168 - — ]
e e e o O S SO it SR, e o e J -
ALl Jan 2018 _________ WM‘W_" 943 722&4“ - 1 794 1.764 o WGT ; 937 . 1_"3_33_
Total gamswcogmsad inprofitorkoss m o ne a07 586 [14] f1 11) o181
—~ netincoms from financiopl instrumants held for I— t | )
lracEzng or rnanaged on a fair value basis - 118§ - 586 ; 28 - m
- changas in tar value ol other financial !
instrumenits mandatonily measured at {atr vaiue
through pmflt or loss - — 307 - . {111} - E
- gains lass iussss fraom ﬁnanmai investmenta ac fair X :
vaing through other comprehenswe income 1131 - el - - —_J
Totat gains/{losses) recol nlsed‘ in othar
comprehensive income [ OC| 61 145 - {4 - 3 1
- hnancuai llwestments falr value ga:ns!(tossesi Pl — — - e =i e
- axchan g_iﬂereuces _ ‘ R 36 145 \ - 4, = 3 1]
pses ’ ) < 3 059 624 3 LT 79
Nowissusnces . B - S - .8 1,287 28
Sales ) ; _B39 199m (240) = e Y
Settiemenrs (93 11,463} {282} {123} 1) 812) w‘:’:g"
Transfors o {347) (.114) LA (257) (16) @371 (354}
Transfers 237 a1 . 49 - e - — B i49
At 31 Dec 2018 790 3.552 2,081 2.080 48 1,463
Unrealised gains/{losses) recognised in profit or loss
relating to assets and liabilities held at 31 Dec 2018 = o) &9 o 307 ) 4 55 ) 245
- trading incomef{expense) excluding net interast E | [ ]
|ncoma - &) . 302, 4 1 245
-"not income from othor fancinl instruments ' |
designated at fair valuo - - 89 - - 56 —
- gen impairmen? charges and other credit risk ' ‘
provisions o -, o -, . L - R D —
1 Included io “financial investments: fair value grams/{fosses) in the current year end ‘exchange differences’ in the consolidated statement of
comprehensive income.
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The bank

At 1 Jan 2019

Enmy lransfer out of the bank’

Toial gams.’{losses} recognised in p(o?ﬂ”ol’ loss

- netincome from financial instramoents held
tor rading or managed on & fair value basis

- changes in fair value of other financial
mstruinents mandatorily measurad at fair
value 1hmugi| profit or Iosea

~ gains less iosses from financial mvestmanls

&1 fair value through other comprehensive
lllDDﬂ\e

Tma] gamsfﬂosses) lecngmssd in other
_comprehensive income {'OCHY

Detignated ond
otharwize
mandatoriby
measured at
fair valuoe
Finanaial through profit Teading  Dasignated
Investents  Teading Ansete or loss Derivatives Lisbifities  at fair volue Derivativos
B B Em tm _.Em Em fm
L 3586 670 2,133 s 728 __hr719
T T = = = = 180
- {102) 92 188 3 105 679
SRR 4 RN . .
i |
- {102} - 1881 3 - 679
|
- - 22 '

- exchsnge dlﬁs{ences an e .
Purchases = - —= -
New iasLan s R - 650 -
Seles L] el =
Sortloments . .. ) (a70) Laist
Transters out - I o S (330} (397}
JTranglersin e s2 = .8
Az 31 Dec 2019 58 €83 1,929
Unraalised gains/{losses} recognised in profit or
less relating o assets and labilities helkd at
31 Dec 2019 - ﬂﬂrl - iﬁ - 23 722785)
-~ !radmg lncome!(expense} excluding nat ‘ H 1
. — {18}, - 38 - - {285)
- Agﬁnﬂexﬁunséi trom other tinanciat
instruments designated at tair valug ) - = ) - - - 23 -
Votal gains/llosses) recognised in profit or 055 n o 98 810 Lo Bn 87
- netincome from financial mswumants held
for lmdmg or managm:l on a fair value basns | — 117 - 610 {2k — 187
- changls 4n !mr walua of olher flmnctal H .
instruments mandatority measured at fair ; %
alue through profit or loss ! -1 a8 - - i8/) -
- gains less losses from financial investments ' i
at fair value through othor comprohensive ! :
income ) ) N E - - -1 -1 -
lotal gainsiilosses) recogrised in o
comprehenswe income t oCr) 1 144
- sxchange dl!‘felenr.es i i . M4 o
Purchases : } 3 3 126
New issuanhtos . = o dm
Sales = } {12} (1 101) 8} L
Setﬁemems ws_ {10} o {1. 462] o !.164) (130) _ QM . ¢79?} 52
Jransfersour wm e - @e8  (n_ @sny  @en
Transfers in e 4 813 - 04 — - 138
At 31 Dec 2018 72 3,586 620 2333 18 728 1,719
Unrealized gains/ilosses) recognised in profit or
loss refating 10 assats and liabilities held at
31 Dac 2018 - {5} & 255 4 48 {246)
2 irading meomeitaxpense) excluding net | [ ] ' ' ]
interest income : - 5) - 255 (ay - 1246)]
~ net income from other financial instrumaents ' §
designated at fair value - - 5 - - 48 —
i

— loan impairmant charges and other credit nisk
~ provisions

1 Position transforred in the first quarter (o the Spanish branch of HSBC France.
2 inetuded in ‘financisl investrnents. fair value gains/fiosses)” in the current year and ‘exchange differences’ in the consolidated statement of

comprehensive incormie.
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2019 2018
Reflacted in Reflacted in
profit or loss Refloctad in OCI profit of loss
Urs- Un- Line
fawourable fovoursbie Favourable favourable Favourable favourable Favoursble  favourable
hzng b 4 hang changas changes changes changes
The group Em £m £m £m  fm £m Em o fm X
Jerivatives. uading assets and trading tiabilites’ ) - = 155 )
Designatad and atharwise mandatorily messured at fair value
h - - 1I7 {124} 3 {t
) 17 a7 LA LA L4
17 {17} 339 {280} 20 (18
ting assets and trading labities’ - - 1%
atharwise mandatonly measured at fair vaiue
through profit or loss — - 53
Frnancial investmernts o 77 - = .. .8 ) o y
At 31 Dec - - 195 {184) — —

1 Derivatives, trading assets and trading fisbifities are presanted as one caregory to reffact the manner itt which these instrurments are risk managed.

2018

) 2018
Reflacted in Reflected m
profit or loss faflacted in OCE profit of loss Retlettad in QCI
e ’W‘bl\‘ V A Un- Uﬂ- uUn-
Fovourable favourable Favourabls favourable Favourable favoursble Favourable  tavourable
nges chanpes changes changes changes chengos changss changes
o £m £m £m £mn fm £m rm £m
Private equity including strategic invastments 219 {143) - - 1w e T 7,;‘*
'A'ssat-bac'koa g@ﬁliasr 77777777 32 {8 17 n 38 ("lMBTVWH‘ " {'lué‘i
Steucturad notus. o - 6\ = 10 {10} - -
Detivatives 62 63) - . 7 -
Other derivatives o T ST - - - - - -
Other portioios . [(24] - = 0m =
At 31 Dec T mie 287) 17 (17} 339 {260} 20 (18)

The sensitivity analysis aims to measure a range of fair values consistent with the application of a 95% contidence interval.
Methodoiogies take account of the nature of the valuation technique smployed, as well as the availability and reliability of observable
proxy and historical data,

When the lair value of a financial instrument is affected by more than one unobservable assumption, the above table reflects the most
favourable or the most unfavourable change from varying the assumptions individuatly.
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\ Ni*nit walus é01é ?(I‘IB" o
Koy
Valuation wunobssrvable Coro range of Core rangs of
Assors Liabilities technlgquos inputs  Full range of inputs inpuns’ Full ranga af inputs nputs’
£m em " Lowsr  MWigher  Lowsr  Higher  Lowor  Higher  Lowsr  Highor
Private oquity.including
strategic investments 2,203 3 SeeBelow  See below N/A N/A NA N/A N/A NIA NA NiA
Asset-backed securities 1293 - o o
i Market
- CLOCOG? 270 - proxy  Bid quotes - 100 - 100 - 100 88 100
Market
- (ther ABSs 1,023 - proxy  Bid quotes - 99 14 a5 - 100 68 99
Structured notes z 978 ) - o
Option Equity .
- 791 Volatility 5% 90% % A5% 8% %% 3% 43%
~ oquitydinked notas - - Equity  31%  91%  36%  78%  31%  88% 0% 77%
Modal -
: Option Fund
— fundinked notes - 90 model Volatility 5% 21% 5% 21% 1% 21% % 21%
. § ‘ " ; -
Cption
~ FXAinked notes — 26 model FX Volatidity 4% 23% 4% 22%
_ ather — 2l n ' - 7
Derivatives 1,637 1.877 e n
— Intarast rate . - - I
Modol - Constant
' Discounted Prepaoyment
socuritisation swaps 237 a84q cash flow Rate 6% 7% 6% 7% 6% % 6% T
: Moded - S
Option
long-dated swaptions 634 38 mode! IR Volatility B% 22% 13% 21% 13% 39% 18% 3%
other 188 133 o o ~ )
= P derivatives _ . - .
Model -
. ‘ Option o .
FX options 240 n 3 X Volatility ~% 25% 4% 13% 3% 27% €% 18%
i | Model - .
long-dated singhe . Option Equity
ions 112 126 el Volatility 4% 89% % 3IB% 5% B3% 13% A46%:
o 139 507 B B T N o
'seq@l’Qenvﬂlvves: ) L
___other 87| 78 o . 3
Othar i 2,186 1] . o
; i Model - Credit
! i Discounted
- structured certificates | 760 e cash flow Volatility 4% 4% 4% 4% 2% 4% % 4%
~ohe T | 2028] 6 ) . .
At 31 Dec 7,921 2,664

1 The core range of inputs is the estimated range within which 8% of the inputs fall.
2 Coflateralised Joan ohligation/collateralised debr obligation.

Private equity including strategic investments

Given the bespoke nature of the analysis in respect of each hoiding, it is not practical to quote a range of key unobservable inputs.

Prepaymant rates

Prepayment rates are a measure of the anticipated {uture speed at which a loan portfolio will be repaid in advance of the due date. They
vary according to the nature of the loan portfolio and expectations of future market conditions, and may be estimated using a variety of
evidence, such as prepayment rates implied from proxy observable security prices, current or historical prepayment rates and

magroeconomic modelling.
Market proxy

Market proxy pricing may be used for an instrument when specific market pricing is not available, but there is evidence from instruments
with comman characteristics. In some cases, it might be possible to identify a specific proxy. but more generally avidence across a wider
range of instruments will be used to understand the factors that influence current market pricing and the rmanner of that influence.

Volatility

Volatility is a measure of the anticipated futura variability of a market price. It varies by underlying reference market price, and by strike

and maturity of the option.
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Certain volatilities, typically those of a longer-dated nature, are unobservabla and estimated from observable data. The range of
unobservable volatilities reflects the wide variation in volatility inputs by reference market price. The core range is significantly narrower
than the full range because these exampies with extreme volatilities occur relatively rarely within the HSBC portfolio.

Correlation

Correlation is a measure of the inter-relationship between two market prices, and is expressed as a number between minus oneg and one,
it is used to value more complex instrurments where the payout is dependent upon more than one market price, There is 2 wide range of
instrurments for which correlation is an input, and consequently a wide range of both same-asset correlations and cross-asset correlations
is used. In general, the range of same-asset correlations will be narrower than the range ol cross-asset correlations,

Unobservable correlations may be estimated based upon a range of evidence, including consensus pricing services, MSBC trade prices,
proxy correlations and examination of historical price relationships. The range ot unobsarvable correlations quoted in the table raflacts
the wide variation in correlation inputs by market price pair.

Credit spread

Credit spread is the prernium over a benchmark interest rate required by the market to accept lowser credit quality. In a discounted cash
flow model, the credit spread increases the discount factors applied to future cash fiows, thereby reducing the value of an asset. Credit
spreads may be implied from market prices and may not be observable in more illiquid markets.

SR TS DI T Y e e St L PRV RN
Key unobservable inputs 10 Level 3 financial imstruments may not be independent of each other. As described above, market variables
may be correlated. This correlation typically reflects the manner in which different markets tend to react to macroeconomic of other

events. Furthermore, the effect of changing market variables on the HSBC portfolio will depend on HSBC's net risk position in respect of
each variable,

12 Fair values of financial instruments not carried at fair value

Fair valus -
Quotsd markot Observablo Significant "

Carrying price nputs unobzarvable

Bimount Laved 1 Level 2 inputs Leval 3 Total
‘the group £m . Em - Em . . tm
At31Dec2018 o ) T -
Assets i o o T
Loans and advances to Vba-nksﬂ - - NM?‘IW:EG?WW ' - B 11,459
‘Lt;am s and advances o customers ) ) ) -_ 108,391 - -

s agreements - nom-trading - 852

estments ~ al amartised cos

- Ta3ars

Depasita by banks o . 3,978
— 177,170 ) 177,283

Customer accounts

Fiepurchase agreamants - non din 49,385
Debt secutt - 25,039
Subordinated iabiites - 13,638
Loans and advances to banks o o 13,628 L 11,__9?(]—_ 1.662 . ___13,632
Loans and advances 1o customers - 111964 - T s 112,662 112,665
‘Ravarse ropurchase agresments - non-tiading 80,102 = BOJ0Z -~ 80102
Financial investmants, - a}p{;&rﬁ;adwc‘ﬁosl ‘_ ) 13 = o 8 o 5 13
Liabifities e o i - o
sits by banks B . — 24,514 - 24 514

‘Customer sccounts B o — 80718 113 180,838

Repurchasa agroamants -non trading - 46,587 = 16,582
Debt securities in issue - 2.7 - ke

‘Subordinated liabiliies — 13.9%9 - 13,999
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oo ) Farvelue
" Quoted markst  Ohbsorvablo Significant T
Carrying price inpyts unobswrvablo
wmount Lavel 1 Lovet 2 inputs Level 3 Foted
The hank R e e £m 7 em £m ,':’“A . .
Ar 31 Dac 2019 o T , ; - o T
Aesets ) _ ) . _
Loans and advances 1o banks S T - _aE8_ B
Loans and advances 1o customers o - - 50,380
Heverse repurchase agreoments - non-!rajding ' —_ T 50,737 -
Lipbilities B e,
Depaosits by banks T = (16,366 ——— =
Customer acoounts - = 1903 -
wﬁfguml}aﬁg aqrgg_fpenls: non-trading h — 36,327 s

Ao 3] o 3018 —
Assats o .

Loans and advances 10 bank§ . e ’ 12,686 L 77

"Loans and agvances 1o customars e 58]8‘3 T - T : 88 58,430
Reverse repurchase agreements ~ noﬂ-!itﬁ{r}é T As"é"iééw o - ._- . 56,494 — 56494
Deposits by banks i BRREALE - 18147 - . ALY
Customer accounts - 125811 T = 125871 - - 125871
Renehnsa agroamants - non trading C ot TR U T e T _ T e
Debt securties in tssuo _ _ woss - L T ... 19085

Subordinated liabilities 13.323 1359 - 13,535

Qther tinancial instruments not carried at fair value are typically short-term in nature and reprice to current market rates frequently.
Accordingly, their carrying amount is a reasonable approximation of fair value. They include cash and balances at central banks and itemns
in the course of collection from and transmission to other banks, all of which are measured at amortised cost.

Fair value is an estimate of the price that would be received to sell an asset or paid to transter a liability in an orderly transaction between
market participants at the measurement date. it does not reflect the economic benefits and costs that HSBC axpects to flow from an
instrument’s cash flow over its expected future life. Our valuation methodologies and assumptions in determining fair values far which
no observable market prices are availlable may differ from those of other companies.

Loans and advances to banks and customers

To determine the fair value of loans and advances to banks and customaers, loans are segregated, as far as possible, into portfclios of
simitar characteristics. f air values are based on observable market transactions, when available. When they are unavailable, fair vaiues
are estimated using valuation models incorporating a range of input assumptiens. These assumptions may include: value estimates from
third-party brokers reflecting over-the-counter trading activity; forward-looking discounted cash tlow models, taking account of expectad
customer prepayment rates, using assumptions that HSBC believes are consistent with those that would be used by market participants
in valuing such loans; new businesgs rates estimates for similar loans; and trading inputs from gther market participants including
observed primary and secondary trades. From time to time, we may engage a third-party valuation specialist to measure the fair value of
a pooi of lnans.

The fair value of loans reflects expected credit losses at 1he balance sheet date and estimates of market participants’ expectations of
credit losses over the life of the loans, and the fair value effect of repricing between origination and the balance sheet date. Far credit
impaired loans, fair value is estimated by discounting the future cash flows over the time period they are expected ta be recovered.

Financial investments

The fair values of listed financial investments are determined using hid market prices. The fair values of uniisted financial investments are
determined using valuation techniques that incorporate the prices and future earnings streams of equivalent quoted securities.

Deposits by banks and customer accounts

The fair values of on-demand depusits are approximated by their carrying value. For deposits with longer-term maturities, fair values are
estimated using discounted cash llows, applying current rates offered for deposits of similar remaining maturities.

Debt securities in issue and subordinated liabilities

Fair values are determined using guoted market prices at the balance sheet date where available, or by reference to quoted market prices
for simifar instruments.

Repurchase and raverse repiisrchase agreements - non-trading
Fair values approximate carrying amounts as balances are generally short dated.
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13 Financial assets designated and otherwise mandatorily measured at fair value through profit

or loss
2019 2018 T
i -D-:igm:m.; at falr vakia Designsted at fai value and
and othorwise otheranss
mandatorily measurod at  mandatonly measured at far
fair value valun
S e _ e - , £m Em
Securities ) o T 14313 12,515
- dehisecurities e N ) 2,967 2,992
_‘Mﬁt _ . ) I ) Lo l 11,448 9,523
Loans and advances to banks and customers e 5141
Other o o ’ 2 143
At 31 Dac T o T T 12,02 17,799
14 Derivatives
" Notionml contract amount Fair valuo — Assots "Fair vatue - Lia
N Trading Hudniug- ng Hodging ) To;;.lw Trading ) E;G6ing ‘i’:;-T
Thogroup £m Em Em £ By . Bm _ Em
Foreign exchange 4,671,667 5.377 ) 240 49204 (48,556) (102} (48,6581
Intersstrats - 9,192,428 39,928 476 121,343 (115308) 5,790)
Eauities _se308 - - 7.397 9437}
Credit ] 7 3,684 4,322)
‘Commadity and cthar 9% ©70)
Offset (Note 26) o - o ns,089 1
At 31 Dac 2019 14,989,482 45,305 181,916 716 184,538 (178.593) (B84) (161,083}
T azauam Tag21 50 881 103 B08%0 48088 (185} 146,243)
Interes 38617 107.028 437 107528 104,490y B812) 1105,302)
“Equities ] 984963 Sz T - w3 mwasy - )
Gredt ’ "7 3v4.263 - 7893 = 7,893 " i3150)
Commodity and other ) 47470 - 678 ' &5 o8 )
Ofisat 78) T 26.692) ]
A3 Dec 2078 718,930,369 42,644 170608 605 144527 {165.657)

The notiona!l contract amounts of derivatives held for trading purposes and derivatives designated in hedge accounting retationships
indicate the nominai value of transactions autstanding at the halance sheet date; they do not represent amounts at risk.

Derivative asset and liability fair values increased during 2019, driven by vield curve movements and changes in foreign exchange rates.

“Fair value - Assots

Fair value - Lisbilities

" Teading " Hedging Trading Hadging Total Trading Hedging Total
The bank o £m £m : Em £m £m £m £m £m
Foroign exchanga ' "a6az,626 5366 48485 240 48,726 (48,293 {101y 148,394)
“Interest rate 77 7 7258838 24,350 105,187 643 105,730 (100.001) 393)  {100,334)
802,676 ] 7.270 - 7.270 " 19.433) — 9.433)
Credit 2a0813 = 3,600 = 2,600 4.219 - 4.219)
Commodiy pnd other 62,013 D 975 = T Tars 971) T @
‘ofser e {12,804} _ T 3804
At 31 Dec 2019 12,006,962 29,716 165,817 783 152,496 {162,917 499) (145,607}
Foraign axchanya 4,338,438 4215 50638 109 50,747 (47,976 155 (48131}
Interest rate 11,462,267 25,685 " 50831 ‘494 91,325 (88,976} 670  189,648)
Equities srlgoar T 8,976 - " B976 (9,031} - @omm
Cradit - spa0s3 o - 290 {3,185} — __@aism
Commodity and othar i a7.461 - T &M {10m T 7om
~(15.395) - 15,395
At 31 Dec 2018 17.131,298 29,900 154,021 603 139,229 (149,875 (825} 1135,307)
[ SRR S N

We undertake derivatives activity for three primary purposes: to create risk management solutions for clients, to manage the portfolio
risks arising from client business, and to manage and hedge our own risks.

Progdfinngy <teseoy

Fjetsee

Most of the group's derivative transactions relate 10 sales and trading activities. Sales activities include the struciuring and marketing of
derivative products to customers to enable them 10 take, transter, modify or reduce current or expected risks. Trading activities inclade
market-making and risk management. Market-making entails quoting bid and offer prices to other market participants for the purposs of
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generating reveriues based on spread and volume. Risk management activity is undertaken to manage the risk arising from client
transactions, with the principal purpose of retaining client margin. Other derivatives classified as held for trading include non-quatitying
hedging derivatives.

Substantiafly all of the group's derivatives entered into with subsidiaries are managed in conjunction with financial liabilities designated
at fair value.

Derivatives valued using models with unobservable inputs

The difference between the fair vatue at initial recognition (the transaction price) and the value that would have been derived had the
vaiuation techniques used for subsequent measurement been applied at initial recognition, less subseqguent releases, is in the following
table:

The gro‘uE The bank

200 T s 201w 2018

- 7 - . - Em £m £m fm
Unamorted balance at 1 Jon " - I L s &
_Deterral on naw transactions ) 70 S 88
Recognised in the incom, . K(SS} s
- amortisation - ~ T B T
—_maturity, tosmination of ofisofting derivative - — way (9
_Exchange differences and other . . e s L
Unamortised balanca at 31 Dec' 40 55

7 This amount is yet to be recognised in the consohdated mncorme statement.

Pk o gt

The group applies hedge accounting to manage the followsng risks: interest rate and foreign exchange. The Report of the Directors ~ Risk
presents more details on how thaese risks arise and how they are managed by the group.

Fair value hedges

The group enters into fixed-for-floating-interast-rate swaps to manage the axposure 1o changes in fair value due to movements in market
interest rates on certain fixed rate financial instruments which are not measured at fair value through profit or foss, including debt
securities held and issued.

o Hadging insrument
Carrying l[!nount

The group Assets T Uiabilities  Bal sheat Change in foir value®
Hedged risk £oni £m . . tm
Intarost rate’ ) 473 7 are) | Dorivstives ) 173)
At 31 Dec 2018 473 i @ ) ' 173)
“interestrate® T T T 9042 - e Derivatwes R
31 December 2018 T 29047 433 gen T T T T 4ey

1 The notional contract amaurnts of derivatives designated in qualifying hedge accounting relationstups indicate the nominal value of transactions
outstanding at the balance sheet date, they do not represent amounts at risk.

2 Used in effectiveness testing, comprising the full fair vaiue change of the hedging instrument not excluding any component.

3 The hedged risk ‘interest rate’ includes inflation risk

Ascumulated foir value
hedge adjustments
inoluded in carrying
... [Garrying amount ___amount’ Changs in fair  Hecognizod in
The group Assots Unbilities Assets Liabilitiox value’ profitand loss Lo gy and fooa
Hedgedrisk Em £ em ... [Fm  Balanceshestp for £m . Em  prosomtation
Financial susets at fair
16,628 - 312 - al -
e value thrpug}h other 33¢ Mot income
o bl o~ from financial®
: Loans t instruments
2 - 2 - and advances 1o 2 “etd far
Interast rate’ e . Py o {1 trading or
- - ns and advances to -managed on a
926 & SuRtomers 15 fair value
- e — 7302 Debt securitios in issus @ bazis
Subordinatad labifities and
- 8,393 - 28 deposits by banks® 1165)
At 31 Dec 2019 16,456 9,214 319 130 173 {1}
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Accumulated fair valus hedga
adjustments included in

Insttectvences

Carrying smount carrying amourt” Change in fair Recognisad
The group Assels Liabihties Assots Liabibtas value profit and loss Profit and loss
Hedged risk £m £m £m tm Balance sheet praseniation m £m presantation
Financial assets a1 fair value
16,242 - 55 — through other comprehansive {132} Net income
} ’ ~ income from financial
Loons and advances o instriments
tmeeast rate’ 997 3 - customers 3 {12} hold for trading
v v i e e e PR [ or managed on
- 570 - 97 Debt securities in issue (16} a fair valua
et < e+ — - T basis
are Subordinated liabiities and
- 10.048 - 35 deposits by banks* @3
A1 31 Dec 2018 17,233 10.618 52 132 (t74) (12}

1 Used ir effectivenass assessment; comprising amount aitributable 1o the designated hedged risk that can be & risk component.

2 The accumulated amounts of fair value adjustrmants remaining in the statement of financial position for hedged items that have ceased o be
adjusted for hedging gains and losses were £{1djm (2018: £158)m/} for ‘Financial assets at fair value through other comprefrensive mcome’, £157m
(2018 nil) for 'Deposits by banks' and £26m (2018 £34m) for 'Debt securities in issue’

3 The hedged risk ‘interest rate’ includes inflation risk.

4 The notional amount of non-dynarnic fawr value hedges was £8,177m (2018: £8,953m, of which the waighted-sverage maturity is July 2023 and
the weightad average swap rate is 0 58% (2018: 0.45%). F5,970m {2018: £6,276m} of these hedges are internal to HSBC Group and composed
by internal funding betwean HSBC Holdings and the group.

T Hadging Instrument i
L . Carrying smount Balance sheot

Ihe bank " Nofional amount’' Assats prassntation  Chongs in fair valus®
Hedged nisk Em . el £m
intera - 18,906 Derivatives (110

18,908 (110)
Hedged nax T o mwmmmmwfﬁ;n . Ern Lin . o gm _ Fro
ntorast rato® 20438 T am 656) Qerivatives u4
At 31 Do 2018 T 20438 “agl {656) 94

1 The notional contract amounts of derivatives designated in qualifiing hedge accounting reigtionships indicate the nominal value of transactions

outstanding at the bafance sheet date; they do not represent amounts 8t risk.

2 Used in effectiveness lesting. comprising the full fair value change of the hedging instrurnent not excluding any component.
3 The hedged risk ‘interest rate’ inciudes inflation risk.
T T T Hedged item Corm e - ineffectiveness
Accumuiated fair value
hodge sdjustmaents inchuded
. E = 7'1' 'ﬁ'fm.f‘o""t In aarrying m"':wm Change in fair  Recognised in
The bank Assats Liabifitioz Assete Linbifitias valuo' profitandloss g ony o foss
Hedged rink £m £m N . £m £m sheet p o £m . £m presentalion
Financial assets at fair
11,881 - z14 - vatue through other 282 et incomo
preh e | from financial
[ et e+ e v e o vt e JR— - instruments
8o - m - Loans and advances to m held for
Intorast rate® customers 31 trading or
- 545 - 102 Debt securities in lssus 9 manaf?ﬁ' v:;:.:
——— - "-s s . — bagia
ubordinated ities
- 6.149 — = and degosits by banks® {165)
At 31 Dec 2019 11,941 6,694 313 102 ) w7 @
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Hedge“d itamn Inaffectveness

Accumtlatad fax value hedge
adjustments wehuded o carfvmtg

mmmm_}fi”l‘f_g_ amount . Amount Change m far Hecagrised In
The bank Assels Lishilities Aszets Liabitties valua proft and foks Profit gnd losg
Hedgad rsk fm Ern £m £ Balance sheet presentation Em Em presantation

Financial assetzs at fair value
12,490 - 65 — through other 177 Nat income
comprehensive income from financial
e i o 2 S dvemcesto T instruments
interast rata® 73 - @) - oans and advances o @ 112} held tor trading
. B . - - - or managed on
- 570 = 97 [Jebt securities in issug {16} & fair value
Subordinated hzb:ties nnd basis
- 6,305 - - deposits by banks® tn
‘At 31 Dec 2018 12583 6,875 52 g7 B T {106) ) (| 2j

1 Used in effectivengss assessrnent, cOmprising amoun! attributable to the designated hedged risk that can be a risk component.

2 The sccumuiated amounts of fair value adiustments remaining in tha staternent of financial positran for hedged items that have ceased [0 be
adrusted for hedging gains and Josses were £ 14)m (2018: £/58}m) for ‘Financial assers at fair value through other comprehansive income’, £157m
(2018: nif} for ‘Deposits by banks' and £26m (2018: £34m} for 'Debt securities in issue’.

3 The hedged risk ‘imterest rate’ includes infiation risk.

4 The notionsl amount of non-dynarnic fair value hedges was £5,970m (2018 £6,276m} of which the weighted-average maturity is August 2024
and the weighted average swap rate is 0.85% (2018: 0.87%/} . Those hedges are internal to HSBC Group and composed by internal funding
between HSBC Hoidings and the group.

Cash flow hedges

The group's cash flow hedging instruments consist principally of interest rale swaps and cross-currency swaps that are used to manage
the variability in future interest cash flows of non-trading financial assets and liabilities, arising due to changes in market interest rates
and foreign-currency basis.

The graup applies macro cash flow hedging for interest-rate risk exposures on partfolios ef replenishing cuerent and forecasted issuances
of non-trading assets and liabilities that bear interest at variable rates, including rolling such instruments. The amounts and timing of
future cash flows, representing both principal and interest flows, are projected for each portiolio of financial assets and liabilities on the
basis of their contractual terms and other relevant factors, including estimates of prepayments and defaults. The aggregate cash flows
representing both principal balances and interest cash flows across &l portfolios are used to determine the effectiveness and
ineffectiveness. Macro cash flow hedges are considered to be dynamic hedges.

The group also hedges the variability in future cash-flows on foreign-denominated financial assets and liabilities arising due to changes in
foreign exchange market rates with cross-currency swaps; these are considered dynamic hedges.

" Hedging Instrument____
Carrying amount

Notional " Baanceshest Changsin falr Changoin tair Recogaised in
amount’ Ascets Linbilition pressntation valua® value®  profitandloss  proc g e
Hedged risk tm £m L _Em  Em Fm_ prosomtation
Net incoma
Foreign exchange 5,366 240 (101) 123 123 — from financial
instruments
— i Derivath R held for
trading or
Interest rate 9,774 3 m 92 92 — managed.on a
tair value
IR IO o S, o basis
At 31 Dec 2019 15,140 243 {102} 215 215 —_
T Hedging mumument  Hedged itom | Inaffaotivenses
Exrmng amaunt .
Motional Galance sheet Change in fait Change in far Recognised in
amount’ Assets Labihities prasentaticn valug valua’ prafit and lass Profit and loss.
Hedgad risk £on ot £m £ B £m £m Ffosenlgﬁ?n
Net income
foreign exchange 4215 109 {165} {121) (121} - from financial
instruments
e e s e - Derivatl - heid for trading
or managead on
intarest rata 9,475 64 {25) (a4} (38 (6} a fair value
basis
‘AU Doc 2018 Y R CUThes T psm ey T

1 The notional contract amounts of derivatives designated In quaiifying hedge accaunting refationships indicate the nommal value of transactions
outstanding af the balance sheet date, they do not represent amoumts at risk.

2 Usaed in effectivensss testing; comprising the full fair value change of the hedging instrumant nat exciuding any component.

3 (Jsed in effectivaness assessmert; comprising amount attributable o the designated hedged risk that can be a risk component.
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Sources of hedge ineffectiveness may arise from basis risk including, but not limited to timing differences batween the hedged iterns and
hedging instruments, and hedges using instruments with a non-zere tair value.

) Intarost rate 7Fnuium -xch-ng-ﬂ

£m
“Cash Tlaw hedging reserva 3t 1 Jan 2619 T n - i
Fair vatue losses ) ) i . i i ~ ) 123
Fair valua osses reclassified fmnl cash tlow hedge reserve 1o 7ii'bc':orﬁé"§1aiemem in respect of: o "
~ hodged toms that havo affected pro orloss : 30] 158
@2) el
76 136}
] e o T a2} a
. o R R o {38} {121}
" Fair valug Io-smsu;é;:l_;ési_ﬁag‘ﬁwrg_m cash tlow hedge reserve 10 income statement In respect of: i ) i
- hedyad items that have affectéﬁ ‘prilfl! or loss i ‘ i ) s @
Income taxes 77 B o - Mrm ) o i 7 AL VA R
Transfer to HSBC UK Bank p]_'Sh_aPﬁ,L'fﬁ?_??Hi‘![i":“?i ’ o o i W D
“Cash flow hedging reserve at 31 Dec 2018 T ) T i 24 1}

Interast rate benchmark reform: amendments to IFRS 9 and i1AS 39 ‘Financial Instruments’

Following the request received by the Financial Stabiity Board from the G20, a fundamental review and reform of the major intarest rate
benchmarks is under way across the world’s largest financial markets. This reform was not contemplated when 1AS 39 was publishad,
and conseguently the IASB has published a set of temporary exceptions from applying specific hedge accounting requirements to
provide clarification on how the standard should be applied in these circumstances.

Amendments to IFRS 2 and IAS 39 were endorsed in Jenuary 2020 and modify specific hedge accounting requirements {the "temporary
excoptions'). Under these temporary exceptions, inter-Bank Oftered Rates {'lbors’) are assumed 1o continue unaltered for the purposes of
hedge accounting until such time as the uncertainty s resolved.

The application of this set of temporary exceptions is mandatory for accounting periods starting on or after 1 January 2020, but early
adoption is permitted. HSBC elected to apply these exceptions for the year ended 31 December 2019. Signiticant judgement will be
required in determining when uncertainty is expacted to be resolved and therafore when the temporary exceptions will cease to apply.
However, at 31 December 20119, the uncertainty continued to exist and so the temporary exceptions apply to all of the group's hedge
accounting relationships thai reterence benchmarks subject to reform or replacement.

The group has cash flow and fair value hedge accounting relationships that are exposed to dilleren Ibors, predominantly LIS Dolfar Libor,
Steriing Libor, and Euribor as well as overnight rates subject 10 the market-wide benchmarks reform, such as the European overnight
Index Average rate ("Eonia’). Many of the existing derivatives, joans, bonds, and other financial instruments designated ir relationships
referencing these benchmarks will transition to new Risk-Free Rates ('RFAs’) in different ways and at different times. External progress on
the transition to RFRs is being monitored, with the objective of ensuring a smooth transition for the group’s hedge accounting
retationships. The specific issues arising will vary with the details of each hedging relationship, but may arise due to the transition of
existing products included in the designation, a change in expeacted volumas of products to be issued, a change in contractual terms of
new products issued, or a combination cf these factors. Some hedges may need to be de-designated and new relationships entered into,
while others may survive the market-wide benchmarks reform.

The hedge accounting relationships that are attacted by the adoption of the temparary exceptions hedge items presented in the Balance
Sheet as 'Financial assets designated and otherwise mandatorily measured at fair value through other comprehensive income’, "Loans
and advances to customers’, 'Dabt securities in issue’, and "‘Deposits by banks’.

The notional amounts of Interest Rate derivatives designated in hedge accounting refationships reprasent the extent of the risk exposure
managed by the group that is directly atfocted by market-wide benchmarks refarm and impacted by the temporary exceptions. The group
cross-currency swaps designated in hedge accounting relationships and affected by lbor reform are not significant and have not been
presentad below,

Hadging inztrument

" “Impacted by lbor Reform NOT K 4 Notional
’ EUR GBP " uso Other Totsl by Mior Reform Amount!
The group £m £m £m Em £m £ £m
Fait Value Hedges 16,180 1,916 2380 a8 20,491 9,663 30,154
Cash Flow Hedges 4330 2,777 867 - 7.974 1,800 9,774
At 31 Dec 2019 20,610 4,693 3,217 45 28,465 11,463 29,928
Tha bank £m Em £m £m £y £ £m
Fair Value Hedges 5771 1,891 888 200 29 9,580 8.326 18.906
Cash Flow Hedges T N7 7 287 - 3.644 1.600 5,444
At 31 Dac 2013 5,771 8,668 2,756 29 13,224 11,126 24,350

1 The notional contract smoumts of derivatives designated in qualifying hedge accounting relauonships indicate the nominal value of trensactions
outstanding at the balance sheet date; they do not represent amounts at risk.

The caiculation of the Eonia changed on the 2 October 2018, so that going forward it is calculated as the Eure Short Term rate ('€STR’)
plus a fixed spread of 8.5 basis points. This change has triggered a structural change in the sale and repurchase agreement ("repo’}
market in France, whereby the overnight floating rate repo market referencing Eonia has significantly shifted into an overnight fixed rate
repo market referencing repo rates. In this context, regarding the accounting standard setters’ activities, management considered that
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continuing to apply hedge accounting to the existing hedge relationships using forecast issuancas of overnight repos, provides the most
relevant accounting.

15 Financial investments

The group o " The benk
AAAA 2o 2018 2018 2018
£m £ £m 'm
Financial investmeants measured st fair;alu;‘;;;;dgﬁ nther" oo T T o
comprehensive income 45,451 47,259 26,561 26,699
~ {reagury and mhenr.gliqilglg b}‘ﬁs S . . ’ T 3,00 i T 323 2,237 Ak ]
— debl segurities o - o 43,204 43973 24,269 20511
—emuityseeurives T 0 T 91 87 S5 53’
- other insiuments’ o - .. 8] T8 - =
Detrt instruments moasured at amortised cost . 13 IR T -
~ treasury and other efigible bills ) - 5 8 - - I
= debi securities - . s . _® B - —
At 31 Dec B o T T 46,464 47272 26,561 ) 26,699
I 'Other instruments” are comprised of foans and advances.
instrumants heid at yoar end
) Dividends
Fair valun recognisod
Type of equity instruments . . _ o £m _ Em
BUEQLI'IESS !ﬂcnhtali;)-n. o T ' - o . e T o 785 ) “”"““1”'
Investmen{sw}'e-;qaitéd- tJvmt:(-snlraf instilu_z-i(-n.ls T o ) ) T ET ) —
‘omers - o T o 5 T
At 31 Doc 2019 S T i T et 1
“Business nchlation ” i R B 1 N
inyastmants raquired Sv'c;m T ) 9 e T
e e poostwbons L - e o [ e
AU Dec 2018 T ) ) T ) e )
16 Assets pledged, collateral received and assets transferred
A
) Tha barik -
2019 2018

?r;nsuw bilts and other qli;jnlié securities
-Lo-ar-!s ard advances (o banks
L 01!715 qr.!al?dvances to cmusmmersm
Dbt securities o
§guiw SBCL_lrilfB;m- B
Other

Assots plodged at 31 Dec

_‘F_h_u graup The bank
2019 2018 2098 2018
£ frm £m £m
Trating assats o i ) ~ a1,734 43505 35767 36,845
Financial investments o 347 1.637 328 . 236
At 31 Dec ) 42,081 45,147 36,095 37,181

Assets pledged as collaterat includes all assets categorised as encumbered in the disclosure on page 64.

The amount of assets pledged 1o secure liabilities may be greatar than the book value of assets utilised as collateral. For example, in the
case of securitisations and coverad bonds, the amount of liabilities issued, plus mandatory over-collateralisation, is less than the book
value of the pool of assets available for use as collateral. This is also the case where assets are placed with a custodian or a settlement
agent that has a floating charge over all the assets placed to secure any ligbilities under settlement accounts.
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These transactions are conducted under terms that are usual and customary ta collateralised transactions including, where relevant,
standard securities lending and borrowing, repurchase agreements and derivative margining. The group places both cash and non-cash
collateral in relation to derivative transactions.

L S T R

The fair value of assets accepted as collateral, relating primarily to standard securities lending, reverse repurchase agreements and
derivative margining, that the group is permitted to sell or repledge in the absence of default was £239,032m (2018; £250,277m}
{the bank: 2018: £191,372m; 2018: £201,548m). The fair value of any such collateral sold or repledged was £173,442m (2018:
£202,782my} (the bank: 2015: £140,786m; 2018: £152,454m).

The group is obliged 10 return equivalent securities. These transactions are conducted undar terms that are usual and customary to
standard securities lending, reverse repurchase agreements and derivative margining.

oo, . e, e
R H - H

The assets pledged include transfers to third parties that do not quality for derecognition, notably secured borrowings such as debt
securities held by counterparties as collateral under repurchase agreements and equity securities lent under securities lending
agreements, as well as swaps of equity and debt securities, For secured borrowings, the transferred assat collateral continues to be
recognised in full and a related liability, reflecting the group's obligation to repurchase the assets for a fixed price at a future date is also
racognisad on the balance sheet. Where securities are swapped, the transferred asset cominues to be recognised in full. There is no
associated liability as the nen-cash collatera! received is not recognised on the balance sheet. The group is unable to use, sell or pledge
the transferred assets for the duration of these transactions, and remains exposed to interest rate risk and credit risk aon these pledged
assets. The counterparty’s racourse is not limited to the transferred assets,

i:arrylnn amount of: . " Fnir valie of: ~
Teensteeros  Associaied | Teansterred | Awsosiated Net
nasots linbilitios axsots liehilitios position

The group £m . £m B £m £em £_|_|_|_|
At 31 Dec 2018 o N e o
Repurchase agreements e .. 15262 16.252 e .
_Securities lending agreemerits 26821 @ 4,329 L - -
At 31 Dec 2018 N o o
Rupurchase agreoments 0378 19.396 T - -
‘Seturities landing sgreements T 257686 286 I - -

"~ Corrying amount of: " Fair value of: o o

T Transiorred | Associated Transterred "Associated Net
assets Habilities aszets linbilitlan position

‘The bank Em 7 ‘,:'“,v B £m _ ﬂ
At3tDasczots ) — T T ’
fopurchese agresments 8,922 8.922 - e - -
Sacuritivs lending agreements Www 22174 4.293 — o Wm ; -
At 31 Dec 2018 o o o I o .
‘Repurchase ;qé;ggmqn_lsm T i ....B2s __ BYHIE = 7 -
‘Securities lending agreements 28,205 2,784 R - =

17 Interests in associates

P Y ST N <! [EEUEERE I R TR "

Business Growth Fund Group plc ('BGF'} is a principal associate of the group. BGF is an independent company, established in 2011 10
provide investment to growing smail to medium-sized British businesses. BGF is backed by five of the UK’s main banking groups.

Barclays, HSBC, Lloyds, RBS and Standard Charterad. At 31 December 2019, the group had a 24.54% interest in the equity capital of
BGF. Share of (Lossl/profit in BGF is £(8my} {2018:€17m} and carrying amount of interest in BGF is £426m (2018:£386m).

e E N T

A list ot all associates 15 set out on page 164,
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18 Investments in subsidiaries

At 31 Doc 2018

Country of inan-rimmtim\ HSBC Benk P'ﬂ"ﬁ intersst

or registrotion in sguity capital Sharo clnss
%

'HSBC Investment Baok Holdings Limited ) England and Wales TTeo0o T T £1 Oedinsry
"HSBC Asser Finance (UK} Linvied T tnglondandWales 10000 £1 Ordinary_
HSBC Life {UK) Limited _England and Wales 100.00 £1 Ordinary
_Wsm-gc France P ‘ .- S e ‘”i N 'j"" - F"“w o e 39.99 P P ‘”&%; .
HSHC Trinkaus b Burkhardt AG - T germany 77 "8087  stickaktien no par value

HSBC Bank Malta p.c. B o o Makta " 70.03 €0.30 Ordinary

All the above prepare their tinancial statements up to 31 Decemnbaer. Details of all group subsidiaries, as required under Section 409 of the
Companies Act 2006, are set out in Note 35. The principal countries of operation are the same as the countries of incorporation.

TR A X 0 L P T N fonibe

At each reporting period end, HSBC Bank plc reviews investments in subsidiaries for indicators of impairment. An impairment is
recognised when the carrying amount exceeds the recoverabte amount for that investmant,

The recoverable amount is the higher of 1he investment’s fair value less costs of disposal and its value in use. The value in use is
calculated by discounting management’s cash flow projections for the investment.

* The cash flow projections for each investment are based on the latest approved plans and a tong-term growth rate is used to
exlirapolate the cash flows in perpetuity.

* The growth rate reflects inflation for the country within which the investment operates and is based on the long-term average growth
rates.

» The rate used to discount the cash flows is based on the cost of capital assigned to each investiment, which is derived using a capitat
asset pricing mode! ('CAPM'). CAPM depends on & number of inputs reflecting financial and economic variables, including the risk-
free rate and a premium to reflect the inherent risk of the business being evaluated. These variables are based on the markel's
assessment of the economic variables and management's judgement. The discount rates for each investment are refined to reflect the
rates of inflation tor the countries within which the investment operates. In addition, for the purposes of testing investments for
impairmeant, management supplements this process by comparing the discount rates derived using the internally generated CAPM,
with cost of capital rates produced by external sources for businesses operating in similar markets.

In light of an increasingly challenging global economic outlook, management considered it is appropriate to base the long-term growth
rate agssumption on country level inflation data; moving away from a higher nominal GDP view that was used previously. A capital
maintenance charge calculation was also introduced when estimating value in use. A charge is required if the Common Equity Tier 1 ratio
of a subsidiary falls below the minimum regulatory requirement,

An impairment of £3.2bn was recognised in the fourth quarter as a result of the impairment test performed and relates to the investment
in subsidiary HSBC France. This was due to updates to inputs and assumptions in the model used to estimate value-in-use {'VIU') (long-
term growth rate in particular} and reductions in forecast future cash flows reflecting challenging market conditions and negative interest
rates in the Eurozone. No investments in subsidiaries were impaired in 2018,

N'#A'Gr\;v;ﬂ;' rate beyond

initial cazh flow

Invastmont Carrying amount Valus in use Discount rate projections
M3 Dec Em e Em to %
_HSBC France 7,347 ... 2288 B 1.54%

Sensitivities of key agsumptions in calculating VIU

At 31 December 2019, the investment in HSBC France was sensitive to reasonably possible changes in the key assumptions supporting
the recoverabie amount.

In making an estimate of reasonably possibie changes to assumptions, management considers the available evidence in respect of each
input to the model, These include the external range of ohservable discount rates, historical performance against forecast, and risks
attaching to tha key assumptions underiying cash flow projections.

The following table presents a summary of the Key assumptions undetlying the most sensitive inputs to the modal for HSBC France, the
key risks attaching to each, and details of a reasonably possible change to assumptions where, in the opinion of management, thase
could result in an impairment.
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3o okt

HSRBC France Cash Hlow * loval of interest rates and yield + Uncertain regulatory « Cash flow projections decrease
projections clrves, anviranmang, by 10%.
* Competitors’ pesitions within ¢ Custorner remediation and
the markat. regulatory actions.
* Level and change in unemployrment
rates.
¢ Discount tate used 15 a raasonable ¢ Extarnal evidence arises to = Biscount rala increases by 1%,
estimato of a suitable market rate suggest that the rate used is not
for the profile of the business, appropriate to the business.
Long-tarm * Business growth will reflect e Growth goes not match inflation  +  Real inflation does not occur or 1s
growth rates inflation rates of the country the or there is a fall in inflation not reflected in perfarmanca.
subsidiary conducts business in forecasts,

the long term,

kg et et ansun st

Catrying nmoum Discount rate
. £m ... . bps
7.447 L7/ N

19 Structured entities

The group is mainty involved with both consolidated and unconsolidated structured entities through the securitisation of financial assets,
conduits and investment funds, established either by the group or a third party.

érwp managed

Conduits Securitisations funds Othor Totad

. L . . _Ew  Em  Em £m Em
At 31 Dec 2019 - ) 6,541 471 3,183 2,789 12,984
At 3 Doc 2018 - ‘ 7218 232 ~ 3318 207 13740

Conduits
The group has established and manages two types of conduits: securities investment conduits {'51Cs’} and multi-setler conduits.

The SiCs purchase highly rated ABSs to facititate lailored investment opportunities.

* At 31 December 2019, Solitaire, the group's principal SIC held £1.6bn of ABSs (2018: £1.8bn). It is currently funded entirely by
cormmercial paper {'CP’} issued 1o the group. Although the group continues to provide a fiquidity facility, Solitaire has no need to draw
on it as long as the group purchases its Issued CP, which tha group intends to do for the foreseeable future. At 31 December2018, the
group held £2.4bn of CP {2018 £2_7bn).

* As at 31 December 2019, Barion, Malachite and Mazarin are all fully redeemed vehicles with no current trading activity.

The group's multi-seller conduit was established to provide access 10 flexible market-based sources of finance for its clients. Currenitly,
the group bears risk equal to transaction-specific facility offered to the multi-seller conduits, amounting to £8.6bn at 31 December 2019
{2018: £9.7bn). First loss protection is provided by the originator of the assets, and not by the group, through transaction-specific credit
enhancernents. A layer of secondary loss protection is provided by the group in the form of programme-wide enhancement facifities.

Securitisations

The group uses structured entities to securitise customer loans and advances it originataes in order to diversify the sources of funding for
assaf origination and capital efficiency purposes. The loans and advances are transfarred by the group to the structured entities for cash
or synthetically through credit default swaps, and the structured entities issue debt securities to investors.

Group managed funds

The group has established a number of meney market and non-money market funds. Where it is deemed to be acting as principal rather
than agent in its role a5 invesiment manager, the group controls these funds.

Other

The group has enterad into a number of ransactions in the normal course of business, which inciude asset and structured finance
transactions where it has control of the structured entity. In addition, the geoup is deemed to control 3 number of third-party managed
funds through its involvement as a principal in the funds.

L I T T R A NI

The term 'unconsalidated structured entities’ refers to all structured entities not controlled by the group. The group enters into
rransactions with unconsolidated structured entilies in the normal course of business to facilitete customer Iransactions and for specific
investment opportunities.
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% L] Group d Non-group
tions iundl e gecl h.mda Other Totad
- e . 4
— 3
200004 ) ) S T -
‘Number of sntities st 31 Dec 2019 T 7
. - —— P tm
'Tota! asl‘.ets n (elgt] inrthe unaconsolidated s!ruugtuved en‘{ilies; o 1,296 __ . ]
- trading assets T - -{ 2687 952
Iinancual assets designated and orherw:se mandatontv measured at ialr valua o ; - 2,139 5,180 10
____Ina_n_s argd qq_varyc_e_s 1o customers o e 1 1,296 - 290 497
- fnanciel investmonts i =L a3 2
“Tonal lishilitios in ralation t group ‘s |nmrests in the unconsohdnted structured emmas o - .-
Other off-balance sheet « mmnmanls 7 ) ) 166 o - . ) 1,552 -
The group's maximum exgosure at 31 Dec 2019 B 1,452 7,143 10,073 1,481
Total asset values of the entities (Em)
- 400 T Commm ; T B ’ 81 3z
408 - 1,500 L o L . ) R ) wé i . [} o 3
1500-4000 ) T o — — -
4000 20.000 e e e S o o b Tl . 1
20000, o e S W=
‘Number of entities a1 31 Dec 2018 . coo T - T 1,697 @a
o . - gm __fm &m  Em fm
Tg'):'al ass“ets in relation o tha group’s iNterases in ;he uncanso!g‘da(ed structured entities 1.__%@9 - . 2,038 4788  178H = 9,774
’ ! ST AT 281 1051; 1333
|gnated at lair value i - 2,082 3,944 - 5976 .
T - 1,180 i 211 536! 1907
PR _ 5 | i
"are-sts‘:rr the hncq_r_x;dli"dg_tgq_ st_guclﬁred entitios o . g
kil b o 4 e 8 o
The group’s moximun exposwre at 31 Dec2ots T s 2,035

The maximum exposure to loss from the group’s interests in unconsolidated structured entities represents the maximuen loss it could
incur as a result af its involvement with these entities regardless of the probability of the loss being incurred.

*  For commitments, guarantees and written credit default swaps, the maximum exposure to loss is the notional amount of potential
tuture losses.

* for retained and purchased investments and icans to unconsolidated structured entities, the maximum exposure to loss is the
carrying value of these interests at the balance sheet reporting date.

The maximum exposure to loss is stated gross ol the effects of hedging and coflateral arrangements enterad into to mitigate the group’s
exposure to loss.

Securitisations

The group has interests in unconselidated securitisation vehicles through holding nates issued by these entities. In addition, the group
has investments in ABSs issued by third-party structured entities.

Group managed funds

The group establishes and manages monaey marke! tunds ancd non-money market investment funds to provide customers with investment
opportunities. The group, as fund manager, may he entitled to receive management and performance fees based on the assets under
marnagement, The group may also retain units in these funds.

Non-group managed funds

The group purchases and holds units of third-party managed funds in order to facilitate business and meet custamer needs.

Other

The group has established structured entities in the normal course of business, such as structured credit transactions for customers, to
provide finance to public and private sector infrastructure projects, and for asset and structured tinance transactions.

In addition to the interests disclosed above, the group enters into derivative tontracts, reverse repos and stock borrowing transactiens
with structured entities. These mlerests arise in the normal course of business for the facilitation of third-party transactions and risk
management sofutions.

L L RV B RESEETEN

The amount of assets transterred to and income received from such sponsorad entities during 2019 and 2018 was not significant.
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20 Goodwill and intangible assets

_ .. Tba grovp ) ",,,n The bank o

2018 208 2018 2018

T €m _ tm fm . Em
_Goodwil e I e s e e e ™ 1,323 .23 .. BA
Present velun of in-force long-term wnsurance business N LS 851 [,
Othesintangiblaaseets” .. . 867 652 Blz2 4
At 31 Dec 1,582 2.626 535 500

1 Included within the group’s other intangible assets is internally generated soffware with a net carrying vaiue of E776m (2018 £572m). During the
yaar, amartisation and impairment of other intangible assets totalled £16 1m for the group (2018: £171m)

i grove T vemam T

2019 2018 2019 2018

o e Ao Em o Em e £

At1Jan . . -~ 1323 . 4589 .. 369

er to HSBC UK Bank plc and its subsidiaries L - {3.285) R

Exchange diterences o o (171 45 I e T
Other” L L . ey 4. €1) . 162)
At 31 Dec —~ 1,323 23 84

7 During the year, goodwill was filly impaired by the group.

(PP :

The group’s impairment tast in respect of goodwill allocated to each cash-generating unit {'CGU'} is performed annually at 1 July each
vear. A review for indicators of impairment is undertaken at each subsequent quarter-end and at 31 December 2019,

31 December 2019 impairment test

Having considered the axtent of the Group's 2020 Business Update, current market conditions and their combined potential impact on
HSBC's operations, an interim impairment test was performed at 31 December 2018 for all CGUs. Az a result, we recognised £1.2bn of
goodwill impairment refated to RBWM (£339m). CMB {£520m) and GPB {£293mj).

tmpairment resulted from a combination of factors including our macro-ecenomic outlook, a corresponding judgement to reduce the
basis of the long-term growth rate assumption used 10 estimate value in use {'VIU'), IFRS requirements which limit elements of
management approved forecasts that may be considered when testing goodwill for impairment (see 'Management’s judgement in
estimating cash flows of a CGU’ below and lower forecast profitability in some businesses. Significant inputs to the VIU calculation are
discussed in more detail below.

The calculation deficit - which is the amount by which the carrying amount of a CGU exceeds the VIU calculation - for RBWM, CMB and

GPB resulted in the impairment of gocdwill. Based on the sensitivity of certain assumptions and the outcome of reasonably possible
alternative scenarios, it was considered appropriate to recognise full goodwill impairment on these three CGUs at 31 December 2019,

oodwill at  Growth rata beyond initiad

039 2018

31 Dac 2018 oash flow projections Discount rate (hseount rate
Cash-generating unit S, £m_ . DU U . S,
RewM U e .33 A3 85
£MB . B B S 2.5 .
L 3 R 2 S 9.7
Total 1,152

The cash flow projections for each CGU) are based on plans approved by the Board. The Board challenge and endorse planning
assumptions in light ol internal capital allocation decisions necessary to support group's strategy, current market conditions, and macro-
economic outlook. As required by IFRSs, estimates of future cash flows may not include estimated cash inflows or outflows that are
expected to arise trom restructuring initiatives before an entity has a constructive abligation to carry out tha plan, and would therefore
have recagnised a provision for restructuring costs. Accordingly, we have excluded these components of the plan approved by the Board
as they relate to the individual CGUs when calculating VIU.

The rate used to discount the cash flows is based on the cost of capital assigned to each CGU, which is derived using a capital asset
pricing model 'CAPM’). CAPM depends an a number of inputs redlecting financial and economic variables, including the risk-frea rate
and a premium to reflect the inherent risk of the business being evaluated. These variablas are based on the market's assessment of the
economic variables and management’s judgement. The discount rates for sach CGU are refined to reflect the rates of inflation for the
countries within which the CGU operates. In addition, for the purposes of testing goodwill for impairment, management supplements this
process by comparing the discount rates derived using the internally generated CAPM, with the cost of capital rates produced by external
sources for businesses operating in simitar markets.

The long-term growth rate is used to extrapolate the cash flows in perpetuity because of the long-term perspective within the group of

business units making up the CGUSs. Prios to the 31 December impairment test, these growth rates reflected GDP and inflation (nominal
GDPY for the countries within which the CGU operates or from which it derives revenue. At 31 Decembar 2013 we considered the exient
to which growth rates based on nominal GDP data remained appropriate given the uncertainty in the macroeconomic environment from
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the impact of the UK's withdrawal from the European Union, We anticipate that when growth in the Europesn region daes stabilise it will
be at a slightly lower level than recent years. As a result, we considered it appropriate to base the long-term growth rate assumption on
inflation data, moving away from a higher nominal GDF basis. This judgement had a material impact on the goodwill impairment
outcome.

ST e b ‘ oo R [

When calculating the present value of in-force long-term {"PVIF') insurance business, expected cash flows are projected after adjusting
tfor a variety of assumptions made by each insurance cperation to reflect local market conditions and management’s judgement of future
trends and uncertainty in the underlying assumptions is reflected by applying margins {(as opposed to a cost ol capital methodology)
including valuing the cost aof policyholder options and guarantees using stochastic techniques.

Actuarial Control Committees of each key insurance entity meet on a quarierly basis to review and approve PVIF assumptions. Alf
changes to non-economic assumptions, economic assumptions that are not observable and model methodology must be approved by
the Actuarial Contral Committee.

o 2018 2018
- PR - — il s Em o Em
PVIF a1 1 Jan OV C e [ . I 1L
Changa in PVIF Inng-lefm msurance business o - o o 89 S
~ value of new busmess written durmg ths year . . a8 32
- expecmd ratwrn’ o — {68, {65}
~_assumption chanées and | experienco vananwsz (see below} - - . mna 13
.omther sdjestments —— e - e L R .-
_Exchanga diffarences - . OOV - S -
PVIF at 31 Dec 715 651

1 Expected return’ rapresents the unwinding of the discount rate and reversal of expected cash flows for the pariod.

2 Represents the effect of changes in assumptions on expected future profits and the difference between assumptions used in the previous PYIF
calculation and actual experience vbserved during the year to the extent that this affects future profits. The goin of £114m (2018 £113m} was
driven by modelling methodology updates in France.

Key assumptions used in the computation of PVIF for main life insurance operations

Economic assumptions are set in a way that is consistent with observable market values. The valuation of PVIF is sensitive to abserved
market movements and the impact of such changes is included in the sensitivities presented below.

2019 1
UK Franoe' UK
- v+ e - — % % %o
Weightud average risk-freorate - 7 ... B2 o4 1.19 :
Wecghlad avarage risk LllbtUU"“L e — Y22 ¥ Llea 2368
3 03 170 349

1 For 2079, the calculation of France's PVIF assurnes a risk discount rate of 1.27% (2018: 2 35%) plus a risk margin of £38m (2018: f85mj

Sensitivity to changes in economic assumptions

The group sets the risk discount rate applied to the PVIF calculation by starting from a risk-free rate curve and adding explicit allowances
for risks not reflected in the best estimate cash flow modelling. Where the insurance operations provide options and guarantees to
policyholders the cost of these options and guarantees is an explicit reduction to PVIF, unless it is already allowed for as an explicit
addition to the technical provisions required by regulators. See page 73 for turther details of these guarantees and the impact of changes
in economic assumptions on our insurance manufacturing subsidiaries.

Sensitivity to changes in non-economic assumptions

Palicyholder liabilities and PVIF are determined by reference to non-economic assumptions including mortality andfor morbidity, lapse
rates and expense rates, See paga 74 for further details on the impact of changes in non-economic assumptions on our insurance
manufacturing operations.

21 Prepayments, accruad income and other assets

Tne groun T The vank
2018 2018 2019 7018
S — e - . £m . Lm fm S
E’[%Mggmed mcome e . . 1. .. .. S 1,683 873 _ 863
Seitlemen!aﬂ;punls B o 66N T047 6,068 5,638
Cash collateral and margin racesvables o 7;_ o - 33,643 ] 823 25.671 18,502
Agsats hold for sale . . . 13 = 1
Bullien . . e ] 2,98 2,984
Endorsemenls and d acceptances . o . B2 a2 81
Aeinsurars’ share of liahilities under i insurance cnmracﬁs [Nole a4 . . o - L e3 - -
_Employee benefit assets (Now 51 . . . - e . 22 22 24
_Giher accounts ) e .. 2146 2 1,208 2.263
@ assal: . B 543 NeA 416 NIA
Property, plant and equipment . ” e 1,091 wi1e 1S B 122
At 31 Dec - 48939 37,497 37.322 30,488

) R:ght«of—use assels have baen recognised from T January 2019 foﬂowmg the adoptmn of IFRS 16, Comparanves have not beer restated,

147 HSBC Bank plc Annual Repon and Accoums 20‘!9



Prepaymenits, accrued income and other assets include £43,656m (2018: £32,826m) of financial assets, the majarity of which are

measured at amortised cost.

The éroup ' the bank
o1 2018 T 2018 7018
£m fm £m
Proparty, piant"and equipmént N B 13 . ® T
Assets of disposa}r_g._réﬂkps I}e&d for sak o i ;jN o r 1
Assets classified o8 hold for sale ot 31 Dec 7T " 13w 1
22 Trading liabilities
’T»ilo group . lrﬁia btk
N 2018 1 I T i
£m £m m
"Deposics by banks' 2.148 3,942 3,005
Customer acoounts’ ) ) 5,102 6627  ames
bTﬁer d:glg{;securrities in issuawwwiw ) 1,042 " ?6‘35“ o 102"" ) .
Other liabilitias — net short positions in securities 38,734 378% 18,918 17,013
M3 Dec ST 48,028 49,514 27.01a 27,301
! ‘Deposits by banks' and ‘Customer accounts' include repos, stock lending and other amounts.
23 Financial liabilities designated at fair value
"the group The bank
2019 i 2018 208
£m Em £m £rn
mf)_ep(_)su.\i_-l.v;mbanks and wéid;;aécéun(s - . 150 165 'II'. k » )'93
Liabdities 1o customers [ir_i;i;r“mk;\}esllﬁ;nl contracis 862 811 ' - -
‘Debt securities in ssue i 38.044 *33‘663 ) 22,_021_5;_ ’ 56,339
Subordinated lisbilities (Note 26) - ) 2117 2,585 2499
Preferred securitios fNot;a P o 322 -~ R
‘At31Dec } 41,642 36922 24,863 22,531

The carrying amount of financial liabilites designated at fair value was £1,771m higher than the contractual amount at maturity
(2018: £9,438m less). The cumulative amount of change in fair value attributable to changes in credit risk was a foss of £346m (2018:

gain of £201m}.

o

The carrying amount of financial liabilities designated at fair value was £1,238m higher than the contractual amount at maturity
(2018: £9,636m less). T1he cumutative armount of change in fair value attributable to changes in credit risk was a loss of £227m (2018:

gain of £113m).

24 Accruals, deferred income and other labilities

" v group T T tmepask

It PR 2018 " Tzo18 2018

Em £m £m £m

Vécgrynls and deltorred income 2,033 2,333;” 1.046 T |33€
Settlement accounts o 5.295 5814 4,655 5,443
Cash collaters] and margin payables - 38,261 28,747 32297 i6s42
Endorsemants and acceptances 7a T s a2 T e
“Eump-loyee benafit fabilties 'Nf‘lfiﬁll o _ 278 332 s 9%
Amount due 1o invastors in funds consolidated by the group ) 928 588 - j T
‘Share-based payment fiability ta HSBC Holdings 126 155 103 178
Lease habilites' . T N 804 N
Other liabiktios i 2540 7 1s4z " 1,433 1,424
‘At 31 Do 50,315 41,006 30,165 35,150

1 Lease Habilities have bean recognised from T Jenuary 2018 fellowing the adoption of IFRS 16. Cornparatives have not been restated.

For the group, accruais, deferred income and other liabilities include £48,907m {2018. £40,327m), and for the bank £39,379m
{2018: £34,740m) of financial liabilities, the majority of which are measured at amaortised cost.
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25 Provisions

Lagal -
proceadings and
Rostructuring ' | ¥ [
oosts . dinth Othur provisi Total
The group I £m, £m . fm
“At31 Dec: ?013 S e 3 35 'EZim WMM”EEMB
Aﬂdmons o ' 7' o o 113 ” 10 ) 87 247
Amoums uullsad T - o . WMMJE'?J o .1 832 T T e
Unused amounts reversed {1} {9) {40} {55)
Exchangn and otha mnvemenls o {7} - {32) {531
At 31 Dec 201'5' o o 94u T 39 '!64777 o 438
Contractual commitments’ ~ e
A131 Dec2018 i i .
Net cﬁénqe in 9¥p9cTea<j' ion and other movements L o i
At 31 Dec 2018 o
At 31 Dec 2018 ) 538
At 31 Dec 2019 540
Provisions {excluding commctual car.umlmamsl . } ) o i - o
A3 Dec2017 94 406 1.065 176 1,741
Addiwons S 2. & om0 8 2
Amours utilised ) ) oo sy (337 ) 1575)
Unused amounts reversud 7 - D ¢ N A 17} E _an oty (258
Unwinding ol discounts = ) 4 o8
Transter ta HSBC UK Bank p plc and its subs»dlanes o _ il Lt R ) I [ o
txchange and othar movements 7 ) ™ I . 5 7 {(n 11
"At31 Dec 2018 ] 3 231 35 171 18
Contractual cormmitments’ i -
b5
Tianster to HSBC UK Bank pic . e o o I 1)
Nez changq in expecled cred-t loss provisian and other mwnmems o B 7 T 2
Ata'l De¢ 2018 120
ol Provisons Cee e . - R R
At31 Dac 2017 ) o 1,796
At 31 Dec 2018 538
1 Contrectual commitments include the provision for contingent fiabilittes measured under IFRS & ‘Financal Instrumients” In respeet of financial
guarantoes and the expected credit loss provision on off-balance sheet guarantess and cormumnitrments
Legal
procesdings and
Aestructuring gulatory C
costs matters remodiation  Other provizions
The bank £m £fm _ €fm  fm
Provisions (sm:ludlng cont o : -, ' - s . e B
At 31 Dec 2018 T - 24 7 24 70
Adgitions ] 89 .5 8 . 37
Amounts utilised 2n (= . {6) A1y
Unused amounts reversed R 1 @ @ en
Exchange and other movements o - N n(9) - B {33)
A 31 Doc 2019 B ) » 173 20 35
o 1 P 4
“At31 Dec 3018 ST ) az
Net change in expected cradit loss provision and ather
movements o L R e s (5"
At 31 Dec 2019 e
Total Provisions o - PN i
At 21 Dec 2018 400
At 31 Dec 2019 308
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Legal proceedings
and regulstory Customer
Restructunng costs iatlecs amadation Qther provisans Total

AU 37 Dec 2017 37 850 11 1,361
Additions o - - 57 s s
‘Amounts utlised - o (9 228) (3864
Unused amounts revarsed S 27 a6y - (214}
Unwmdmg ol dizcounts o 7 - ﬁdﬂ—'l o _— - 4
Transfer IE ;iSNBCUK Bank f?!‘}_‘if‘f’ 3§§»sylgsidnarigs !2) ST ' (615} T (Ei?}
Exchange and gther movements e & A 8
AL 31 Dec 2018 - I 24 ang
Contractual commitments — e -
AY'31 Der 2017 ' 33
mpact on Lensition to IFRS 9 L T,
Transier to HSBC UK Bank plc o ‘ X . I
Net change in expectad cradit loss provision and other o T - - o
movaments . .. . . . R . 33
‘At 31 Dec 2018 B o o o 92
Towal Provigions et e —_—
At21 Des 2017 7 1,394
A1 31 Dec 2018 400

1 Contractual commitments include the provision for contingent Nabilities measured under IFAS 9 "Financial nstruments” in respect of financial
guarantees and the expected credit foss provision on off-balance sheet guarantees and commitments.

chpeop

Further details ot legal proceedings and regulalory matters are set out in Note 32. Legal proceedings include civil court, arbitration or
tribunal proceedings brought against HSBC companies {whether by way of claim or counterclaim), or civil disputas that may, if not
settled, result in count, arbitration or tribunal proceaedings. Regulatory matters refer to investigations, reviews and other actions carried
out by, or in response 1o the actions of, regulatory ar law enforcement agencies in connection with alieged wrongdoing.

©orEse e

Provisions include £29m (2018: £35m) in respect of customer redress programmes. The majority of the provisions relating to the Payment
Protection Insurance were transferred to HSBC UK Bank plc under the ring-fence implementation in 2018. At 31 December 2019 HSBC
Bank plc holds £5m {2018: £5m} in provisions in respect to Payment Protection Insurance claims for Channel Island and isle of Man
customers,

B
Ve

The contractual commitments provisions at 31 December 2019 represented provisions on oft-balance sheet loan commitments and
guarantees, for which expected credit losses are provided following IFRS 9. Further analysis of the movement in the expected credit {oss
is disclosed within the '‘Reconciliation of changes in gross carrying/nominal amount and allowances for loans and advances to banks and
customers including loan commitments and financial guarantess’ table on page 40.

Since January. £95m has been transferred to right-of-use {'ROU") assets following {F RS 16. Other provisions at 31 Decernber 2019
includes F10m (2018: £48m) for vacant space provision not applicable for transfer to the right-of-use assets as defined by IFRS 16 (a.g.
rates, ditapidation and taxes etc).

26 Subordinated liabilities

Tha group Fhe bank
“"2018 T 2008 T zme
} . . €m o £m £im
Atamortisedcost " ] 1382 dago T T Taz.ge3
— subordinated lisbilities ” 12,4821  13.070] 12,783 |
- preferred securities o 700 00 —-
Designated at fait value (Note 23} - ) 2,586 o 2,499 2585
subordinated abilities , ) R 2,208 TTaam ze88]
- preferred securities o ) o ‘ ) 318 azzy
A1 31 Dec o 15,768 16269 15,366

Subordinated liabilities rank behind senior obligations and consist of capital instruments and other instroments. Capital instruments
generally count towards the capital base of the group and may be called and redeemed by the group subject to prior notification ta the
PHA and, where relevant, the consent of the local banking regulator. If not redeemed at the first call date, coupons payable may step up
or become floating rate based on interbank rates. On capital instruments other than floating rate notes, interest is payable at tixed rates
of up 10 7.65%.

Tha balance sheet amounts disclosed beiow are presented on an IFRS basis and do not reflect the amount that the instruments
contribute to regulatory capital due to the inclusion of issuance costs, regulatory amaortisation and regulatory sligibility limits prescribed
in the grandfathering provisions under CRD IV.
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{-arrying amount

2019 amse

“Capital instruments
itional trer 1 mmrurnants guarameed by the. bank
_5.862% Non-cumulative Step—up Perpatual Prefurod Secunues

Tier 2 i in

$a50m Subntdmamd Flosting Rate Notes 2671 _ ) "* )
'$750m ~ 343% Subordinated Loan 2022 S
$2000m  3.5404% Subordinated Loan 2623 -

£300m  6.5% Subordinated Notes 7023 T

€1500m  Fioating Hate Subordinatod Loan 2023 - ‘ )
€2000m  1.125% Subordinated Loan 2024

£1500m ubordinated Loan 2024 o

€2,000m  1.728% Subardinated Loan 2024 i B B
3300m 765% Subordingted Notes 2025 o
3?50m . A.16B% Subordinated Loan gg’{?w _ B
€1.250m  1.4648% Subordinated Loan 2027 '

€300m~ Floating Aate Subordineted Loan 2027

£2_00m o Fluating e Subordmamé Loary ?028 o

€300m Floating Rato Subardmated toan 2028 .

'5.375% Cailable Suhmd nalad p i
5.375% Subordi wlgd Noles 2033 o
6.25% Subordina od Notes 2041
A4.75% Subordmuted totes 2046
Undaled Floating Rale Primary Capnal Notes
Undmed Flammg Haze Primary Capital Notes

Undated Floalmg Rate Pn!naw Capital Noles tSorres 3!

Olhe' T:er 2 mslrumams aac‘h Ieﬂs than Eibﬂm

At 31 Dec

1 In Aprit 2020, the distribution rate changes 1o six month sterling Libor plus 1.85%.
2 In November 2031, the distribution rate changes to six muonth staerfing Libor plus 1.76%.
3 In November 2025, the interest rate changes to three month steding Libor plus 1.50%.

Footnotes 1, 2, and 3 s/ relate to instruments that are redeemabie at the option of the issuer on the date of the change in the distribution or interest
rate, and on subsequent rate reset and payment dales in some cases, subject to prior notification 1o the PRA.

27 Maturity analysis of assets, liabilities and off-balance sheet commitments

e . o1
N CE [ . : . . Lo

The balancas in the table balow do not agree directly with those in our consolidated balance sheet as the table incorporates, on an
undiscounmted basis, all cash flows relating to principal and future coupon payments {except for trading liabilities and derivatives not
treated as hedging derivatives).

Undiscounted cash flows payable in refation to hedging derivative liabilities are classified according to their contractual maturities.
Trading liabilities and derivatives not treated as hedging derivatives are included in the "Due not more than 1 month' time bucket and not
by contractual maturity.

In addition, loans and other credit-related commitments, and knancial guarantees are generally not recognised on our hatance sheet, The
undiscounted cash flows potenlially payable under loan and other credit-related commitments and financial guarantees are classified on
the basis of the earliest date they can be calied.
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" Duaovar 1
month but not

Dus not more mars than 3 Due batween Due between Duo after
than 1 month months 3 and 12 months 1 and B yoars 5 yoars Total
AT!\e group . £m £m £m £m ~ €Em o £m
“Deposits by banks T Y I “2.a18 2,652 1.498 B0 24204
Customer accounts. 167,623 5,299 _agto 304 112 177,428
_Repurchase agrwemams - nori-trading . B 45,379 — ) ”_],728 . ni_ai{én 2ry - 9,452
48,026 - = - - 48,026
Fmancnal Ilﬂblilhes designated al Ealr value 5225 395 o 18,546 15,490 mm‘*‘:ﬁ
Derivatives 160,538 41 382 402 161,484
Dbt socurities in issue o 2.561 5115 1,501 733 25,182
Subgrdinated liahihie T - - 9,036 A7 15,128
Other financial lia Imb«lmae, i as6 596 1.&21 50,033
) 15,450 30.141 25,604 595,140
Loan aod other cradii-mlated commitments - ) - - 128,906
i”-anancual guamntees o - - - 4,318
M 31 Dac 2019 15,450 30,141 285,604 728,363
Deposits by banks B 2,624  8HO 5,456 436 s
Customer accounts 167,970 6,519 6.141 214 66
Repurchasa agreaments - naf- tradlng ) 40,&83 7 4,921 847 - -
Trading liabibmes Ta95a - = - -
Financial lrabitities designated at 3l nez 2822 22285 29,
Derivatives ’ ) - 139.063 ? 242 Teim 340 140,185
"Delit securities in issue_ a3l 4,786 Ttuos 2785 Y 73082
Subordlﬁawiéd ﬁabllmes g7 B 206 flﬂ:l_f):ﬁn 0 16_1 Fis)
Other tinanciaf liabilities 38.637 552 534 98 7 T Taoswm
T 455,367 20,284 77,609 36,152 43,423 577,915
_Loan and other credi!»leigled commitmonts 148,888 1 B - - . 148,895
Flnanclnl guamntsa; o 6,094 — — - - - M: 6,054
At3t Dec 2018 510,309 70,285 2,695 36,152 43,423 _ 732.864
The bank
mﬁébosits hy hanks L 13.32‘4:
Customer accounts . . l_|33,§_§7
Repurchase agreamonts - non- 1radinn 32,507 .
Trading liabilities o 27,2}3; - "
Financial liabilities dasugnated al falr value 4,742 N 382
Derivatives 149,129 41
Dabt aecu;mes in 1ssue 787 4,750
Subgrdinated Rabiltes B8 -
Othor financial liskitties 39,227 298
'''''''' _ 370,508 12,421
_Loan and other cmdllvmlalud commiiments 44,087 - -
financsal guarqnlﬂe:s - ) 3,695 ; —
At 31 Dec 2019 a18,280 12,42 16,318
Dapasits by banks - 14040 T zawm 1478
Customer accounts . 119.736 o 4,298 1 870
Rupumhasa aareemenls — nun trading n QJ_S_S _ 3 101 676
Trading liebilities - —— T 27,301 — —
Financial liabilitias dasignated at fair value 379 734 2,613
Dervatives o 134,548 - LY
Dabt securities in issus - 2,018 434~ " mosm 2.843 - ~ 19428
Subordinated liabibties Ed - 239 4,798 13,177 16,306
/6t7he'r fmancml linbilities ) 34,259 435 B9 — - 34,783
364,358 15,394 LA 23,751 36,307 454,995
_Loan and other credit-related commitmoents 65,938 — - = 65,938
_Financia! guarantees' 5678 a - o 5578
A3 Dec 2018 U Ta%.874 15,894 16,185 22751 T a3g367 526.511
1 Excludes performance guarantee contracts to which the impairment requirerments in (FRS 3 are not applied.
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The following table provides an analysis of financial assets and liabilities by residual contractual maturity at the balance sheet date. These
balances are included in the maturity analysis as follows:

« Financial assets and liabilities with ne contractual maturity (such as equity securities) are included in the ‘Due after more than 1 year’
time bucket. Undated or perpetuzl instruments are classified based on the contractual notice period, which the counterparty ol the
instrument is entitled to give. Where there is no contractual notice period, undated or perpetual contracts are included in the ‘Due
after more than 1 year’ time bucket.

* Financial instruments included within assets and liabilities of disposal groups held for sale are classified on the basis of the contractual
maturity 0f the underlying instruments and not on the basis of the disposal transaction.

« Liabilities undar investment contracts are classified in accordance with their contractual maturity, Undated investment contracts are
included in the 'Due after more than 1 year’ lime bucket, however, such contracts are subject to surrender and transfer options by the
policyholders.

2018
" Dus within  Dus after mors i ' Dus witnen | Dus nlter mote T
1 yoar than t yoar Total T year than 1 year Toal
The group B e — Em LB fm 0000 fm UL L 1.
Assets e RS
Financial assots dew
mandatorily measured al fair value R 2,661 14,361 ) 5,1 ”_ . __12-929
Loans and advance_s to banks B .. 8Bag 9805 3823
Toans and auﬁanms m cuslomem w 82 408 5h.ast 56,483
Raverse repurchase agreement - non-trading o 84,047 79,739 363
Financisl investments ; - - 7.113 9674 37,595
Other financeal assets T esze e 32481 348 30476
At31Dec 198349 114,389 152,354 111,237 303,591
Limbiliti
Depaosits by banks o 21,704 2,287 i Y Y] T 2a532
Clstomes accounts  TTTTrgess T am 180544 292 iBog3s
“Ropurchase sgreements - non-treding asqie " e w6583 - asse
_Financial Fabilitios deggmtgq at fair vaive 11.826 29,816 3,857 . 33.065 36,922
Dobt securities in !.';51;9 R o T T 2,198 139,552 ,15“?' ) 22,in
Other hnancaéi Ilahllmes T o 47,723 T M‘I,Sﬂi o 39,_108 ) . ‘8RO ) 39 988
Subcrdinaled labilities o T 93 4 ”13,689 2B 13,745 13,?70
At 31 Dec ) o 330,160 45,879 308,28 57071 365352
The bank B I R . e
Avsers i S
Financial assets designated ar otherwise
mandmnnhr measured at (air valut: 2413 4.799 946 6,745
“Loans and advances to banks " Ts3s2 B 898 373 12,686
Losns and advances to cuslomam e 35.076 4 .39 844 __78.939_ . __ 53_, 783
Roverse repurchase agreoment — non-tmdmg T 49,460 1,276 . 50,738 56, 357 38 i 56,495
Financial investrionts ) T Taes 22,292 26,5681 5508 21193 26,699
Other f:nanc!a@ assets ) Vﬁﬁi&é . i___ L ~ 33,484 2?.210" o1 27,21
‘At 31 Dec B 130,053 43,306 173.359 142,664 44,965 187.629
Liabilities ) . » o
Deposits by banks - 15,804  s82 16,356 17.8682 266 18148
‘Customer accounts TTThwasen w0 109,040 25843 ] 175,871
Reguirch aement - "" I 35693 - 35,693
3516 “19,415 22,931
Dbt securities in issue 15858 3,278 T 19085
Other financial liabilities _34.485 -

=TT 1333

Subcrdinated liabilities Tz 12.783 o
233.278 36,258

At 31 Dec C 222562 31,426

28 Offsetting of financial assets and financial liabilities

The ‘Amounts not set off in the balance sheet’ include transactions where.

* The counterparty has an offsetting exposure with the group and a master netting or similar arrangement is in place with a right of set
off anly in the event of default, insolvency or bankruptcy, or the offset criteria are not otherwise satisfied.

» |n the case of derivatives and reverse repurchase/repurchase, stock borrawing/lending and similar agreerents, cash and non-cash
callateral has been received/pledged.

For risk management purposes, the net amounts of loans and advances to customers are subject to limits, which are monitored and the
relevant customer agreements are subject to review and updated, as pecessary, to ensure that the lega! right of offset remains
appropriate.
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Amounts iubf.cl!o enfcrcaablo notting arrang
Amounts not ot off in the balance

_ sheot o Amounts. not

Net amounts subject to

in the onforcounblo

Gross  Amounts balsnce Financial Non-cash Cash Net n.ttin!
amounts offost sheat INSTT i Al | Total
£m LG £ Em E£m £m £m £m £m

“Financial sssels
Derivatives (Note 1741'

181343 (18,094) 163,355  (119.222) (9,384) (34,543) 2

1,183 164,538

Aeverse repos, stock borrowing and simila:“

_agreemants classified as™;

- wading assats 135586 {208) tiz18) o - Tes 13,481
- pon-trading assets - 163,790  (79,963) (61,832 (147 - 1946 85,773
Loans and advances tocustomers’ 18,726 6,334) 12,382 - - 2;:{2& - '|g",_3_93_
At 31 Dec 2019 377,523 (104.584) 272,929 (83,357) (34,890) 2,572 3,225 276,154
Derivatives (Nota 18 164,923 (26,692) 143231 (104,948  (6816)  (29,081) 2386 1291 144522
"Heve}se fepos stock borrowing anﬂ similat o ) T )
agreemenis classified as*:
- uading assete T TTaest T e 1.068 — o TThe1 1ze38
- ron-uading assets 164,887 (107441} (17088 \60.288) (731 1 2674 80120
Loans and advances to cugtomers” 24698 (7,744 4 (12,040) , - aga )
At 3t Dec 2018 ] 392,169 {142,496} 249,673 (135047 178172)  (29.154)  7.300 4562 254,235
Financial Niabilties B o o O -
Derivatives (Note 14]° o 178,466 (18,084) 180,372 (118,222) {14,633} (26,130} 387 711 161,083
Repes, stock lending and similar R o o T S T
agreements classified as?, o _—
03 i203) 7830 1179} (6636 - - 7,896
128,247 (79,983) 49,284 (21.848)  (27,167) (269) - 49,385
20,032 (6,334) 13.698 110,066} - - 3633 13,717
At 31 Dec 2019 335,758 {104.594) 231,164 (152,310} {48.436) (26,399) 4.019 232,031
Derivatives (Note 141 164194 (26.692) 137502 (104,948  (10.685) 20914y 955 130937
Repos, stock lending and;lmllar T o B T oo - R
agreaments classified as?:
rading lighibties ~ 10,706 ®19) 10087 @rE e~ @ 1 10388
- non-rading lishitiies 153826 {107,441) 46485 (17084 (29.271) E )
Customer accounts® ' 23,364 '44) 15,620 (12.040) —_ B 15,628
At 31 Doc 2018 ) 352,190 {142,496) 209694 (135047 49,069 (21.043) 2,637 212,331

T At 31 December 2018, the smount of cash margin received that had been offsot against the gross derivatives assets was £1,030m (2018:
£2,354m). The amount of cash margin paid that had been offset against the gross derivatives liabilities was £5,213m (2018: £4,268 m).

For the amount of repos, reverse rapos, stock lending, stack borrowing and similar agreements recognised on the balanca shaet within ‘Trading
assets’ and 'Trading habilitins . see the ‘Funding sources and usas’ table on page 63.

At 21 Decernber 2018, the totsl amount of ‘Loans and advances to customers’ recognised on the balance sheer was £108 381m (2018:
£111.964m) of which £12,.392m (2018 £16 954m) was subject to offsetting.

At 21 December 2018, the total amount of 'Customer accounts' recognised on the balance sheet was £177.236m (2018 £180,836rm) of which
£13,698m (2018 £15,620m) was subject to offsetting

Thase exposures continue to be secured by financial collateral, but we may not have sought or been able 1o abrain a lagal opinion ewidencing
enforceability of the right of cffset.

oA LN

29 Called up share capital and other equity instruments

za18 T 2018
. L I Numb B £m _Number o £m
At 1 Jan ) o o 796,989,111 797 796,969,110 797
_Re-dasignation of the £1.00 preferred ordinary share o w T = :_“___ - T 7?
At 31 Dec o e ) - 796,989,111 797 7emeniv 797
’ 2008 ’ 2018
. o . e Numbar fobo Number £000,
AL T Jan _ . o e . - T kB T
Sharos ra-desgnoted into ordinary shares e - ) -
At31es — — L ) - - -

At the Boerd's General Meeting held on 23 Novermnber 2018, & resolution was passed to amend the rights of the one preferred ordinary
share of £1.00 in the capital of HSBC Bank plc, so it has the same rights, is subject to the same rastrictions, and ranks pari passu in alt
respects with the ordinary sheres of £1.00. This resutted in the preferred ordinary share to be re-designated as an ordinary share.
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2019

2018
o o } Numbar 000 Numbsr E000
At1 Jan and 31 Dec . 35,000,000 S 35,000 000 172

The bank has no obligation to redeem the preference shares but may redeemn them in part of in whole at any time. subjact to prior
notification to the Prudential Regulation Authority. Dividends on the preference shares in issue are paid annually at the sole and absolute
discretion of the Board of Directors. The Board ot Directors will not declare a dividend on the preferance shares in issue if payment of the
dividend would cause the bank not to meet the capital adequacy requirements of the Prudential Regulation Authority or the profit of the
bank, available for distribution as dividends, is not sufficient 10 enable the bank to pay in full both dividends on the preference shares in
issue and dividends on any other shares that are scheduled to be paid on the same date and have an equal right to dividends or if
payment of the dividend is prohibited by 1he rights attached to any class of sharas in the capital of the bank, excluding ordinary shares.

The praference sharas in issue carry no rights to conversion into ordinary shares of the bank. Holders of the preference shares in issue
will be able to attend any general meetings of shareholders of the bank and to vote on any resclution proposed o vary or abrogate any of
the rights attaching to the preference shares or any resolution proposed 1o reduce the paid up capital of the preference shares. if the
dividend payable on the preference shares in issue has not been paid in full for the most recent dividend penod or any resolution is
proposed for the winding-up of the bank or the sale of its entire business then, in such circumstances, holders of preference shares will
be antitled 10 vote on all matters put to general meetings. In the case of unpaid dividends, the halders of preference shares in issue will
be entitled 10 attend and vote at any general meetings until such time as dividends on the preference shares have been paid in fuil, or a
sum set aside for such payment in tull, in respect of one dividend period. All shares in issue are fally paid.

2018

P O
£555m Undated Subufdma\ed ﬁesggatlabla Addmunal '[ier 1 instmlnenl 2018 (Callnhh March 2023 onwnrdsl 555
!1 900m Undaled Sub(:ordlna'lad Hesertable Additional Fror 1 imstrument ]_sﬁued 2015 {Cailable Decumbor ?020 onwards) !ﬁéﬁw
€235m  Undated Subordinated Resettable Additional Trer 1 nstrument issued 2016 (Callable January 2022 o ) RECE
€300m  Undated Suhordinated Resettable Additional Tar 1 mstrument 2018 (Callable Marct: 2023 onwards) R 263
£500m Um:iﬂ!ed Subordinated Rsseﬂable Additional Tiar 1 instryment 2019 {Callable Nuvev;;t;;f'm?no?&i onward_s!__ . T
€250m Undaled Subordinated Re;qua_t_;_lwq gﬂn\ddmonm Tser 1 instrumant 2019 (Caltable November 2024 onwards) -
£431m ___ Undated Subordinated Resettable Additional Tier 1 instrument 2019 (Callable December 7074 onwards] -
€200m Undaled Subordinated Resenabla Additional Tier 1 instrument 2019 (Caltable January 2025 2025 onwards) 's =
AL 31 Dec 3722 2,403

These instruments are held by HSBC UK Holdings Ltd. During March 2019, the bank issued four new Undated Subordinated Additional
Tier 1 Instruments.

The bank has issued capital instruments that are included in the group's capital base as fully CRD IV comgpliant additional tier 1 capital.

Interest on these instruments will be due and payable only at the sole discretion of the bank, and the bank has sole and absclute
discretion at all times and for any reason to cancel {in whole or in part) any interest payment that would otherwise be payable on any
date. There are limitations on the payment of principal, interest or other armounts if such paymenis are prohibited under UK banking
regulations, or other requirements, it the bank has insufficient distributable reserves or if the bank fails 10 satisty the solvency condition
as defined in the instruments terms.

The instruments are undated and are repayable, at the option of the bank, in whole at the initial call date, or on any Interest Payment Date
after the initial call date. In addition, the instruments are repayable at the option of the bank in whole for certain regulatory or tax

reasons. Any repayments require the prior consent of the Prudential Regulation Authority. Thesa instruments rank pari passt with the
bank’s most senior class or classes of issued preference shares and therefore ahead of ordinary shares. These instruments will be written
down in whole, together with any accrued but unpaid interest if either the group’s solo or consolidated Common Equity Tier 1 Capitai
Ratio falls below 7.00%.

30 Contingent liabilities, contractual commitments and guarantees

??;e ;roup The imnk '
T 2018 T ozove 2019 2018

o ) Em Cm L frn
'Giuii;a‘r'\tée’;;v’\d other contingant lisbilities; T - ) _'
;‘Mﬂ"‘?'}m‘ guarvantees_w _ . 4,318 . _6.054 ) 5:‘;95
- pertormance and iher guaranteas 15186 17,244 2,554
- ather continpant liabilities i : T _ R 609 0] 528'
At 31 Dec 20113 23,888 11,775
Curnmﬂmems " T I
- documnn_tﬂrg credits and shnn—lerm lrade-relaled uansncuons . 80 21% e 642 B Béé—
~ forward asset purchases and forward deposity placsd o o ) 51.998_ o 50118 ) 2,906 1.526
- standby facilities, credit lines and other commitments 10 lend 83,096 96593 40,539 63448
At 31 Dec 128,904 148,895 49,087 65938

1 Includes £121.447m of commitments (2018: £141,620m), to which the impairment requirements it IFRS 8 are apphed where the group has

become party to an irrevoceble commitment,
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The above tabie discloses the nominal principal amounts, which represent the maximurm amounts at risk should the contracts be fully
drawn upon and clients default. As a significant portion of guarantees and commitments is expected to expire without being drawn upon,
the total of the nominal principal amounts is not indicative of future liquidity reguirements.

Ceryp Bes oo Tl r e e

In December 2017, HM Revenue & Customs (‘HMRC’) challenged the VAT status of certain LUK branches of HSBC overseas entities,
HMRC has also issued notices of assessment covering the period from 1 October 2013 to 31 December 2017 totalling £262m, with
interest to be determined. No provision has been recogrised in respect of these natices. In March 2018, HSBC requested that HMAC
reconsider its assessment. In January 2019, HMRC reaffirmed its assessment that the UK branches are ineligible to be members of the
UK VAT group. In February 2019, HSBC paid HMRC the sum ot £262m and fited appeals which remain pending. The payment of £262m
is recorded as an asset on HSBC's balance sheet at 31 December 2019. Since January 2018, HSBC’s returns have been prepared on the
basis that the UK branches are not in the UK VAT group. In the event that HSBC's appeals are successful, HSBC will seek a refund of this
VAT. of which £72m is estimated to be attributable to HSBC Bank ple.

Contingent lisbilities arising from legal proceedings, regulatory and other matters against group comparnies are disciosed in Note 32.

LA AL L L N . o

The Financial Services Compensation Scheme ('FSCS’) provides compensation to customers of financial services firms that have failed.
Following the Financial Crisis, the compensation paid out to customers was initially funded through loans from HM Treasury which was
fully repaid in 2018 by the FSCS. The bank could be liable to pay a proportion of any future amounts that the FSCS borrows from HM
Treasury to the extenl the industry levies imposed to date are not sufficient to cover the compensation due to customers in any future
possibie collapse. The ultimate FSCS levy to the industry as a result of a collapse cannot be estimated reliably. [t is dependent on various
uncertain factors including the potential recovery of assets by the FSCS, changes in the level of protected products (including deposits
and investments) and the population of FSCS members at the time.

[EI

T tnegrowp - T e bank
_“20l8_7” o . 2018 o s 20‘!0 . 2018

By the group in By the group n By the bank in By tha bank

favour of other favour of other favour of other lavour of other

in favour of HSBC Group | favour of third HSBC Group in favour of HSBC Group n favour of HSBC Group

thind parties antities. porties antinas third parties entitios thied partins entities

o Em o Em tm tm Em £m £m fm
Financial guarentees’ 3832 . 48 547 B®7 w289 2406 2 2638 2880

Performance and other

guaranteas 18,129 1,057 16,243 1.001 6,634 820 9,238 1,085
Total 17,861 1,543 21,700 1,558 7,923 3,326 11.936 3,965

I Financial guarantees contracts are coniracts that require the issuer to make specilficd payments to reimburse the holder for a loss incurred
because a specified debror fails to make payment when due, in accordance with the original or modified terms of a debt instrument. The amounts
in the above table are nomingl principal amounts. *Fingnciel guaramtaes’ to which the impairmant requirements in IFRS 3 are applied have besn
prasented separately from other guarantees to align with credit risk disclosures.

The group pravides guarantees and similar undertakings on behalf of both third-party customers and ather entities within HSBC Group.

These guaranteas are generally provided in the normal course of the group’s banking businesses. Guarantees with terms of more than
one year are subject to the group’s annual credit review pracess.

31 Finance lease receivables

The group leases a variety of assets to third parties under finance leases, including transport assets {such as aircraft), property and
genaral plant and machinery, At tha end of lease terms, assets may be sold 10 third parties or leased for further terms. Rentals are
cajculated to recover the cost of assets less their residual value, and earn finance income.

2018 N 2018
" otal future Uneamed ' Total futurs  Unsarned
I i minimum finance
[ I Present valus payrrents' income’ Peesant Valug'
] X £m £m T e em T m tm
Leage racaivablas: e . - o
No later than ona year R 392 o {18) aza
Onstowovyears - 256 o 237
Two 10 thiee years B 306 a7 zea
Three to four years o T 279 {(15) T 284 i
fourto five yemrs o - - “168 12) 155
Later than one ysar and no later than five yesrs 1,009 {64) .. -
Later than five years i B 840 a3} 7 807
At31Des T T T T g am {(115) 2,126

1 The disclosure requirements of IFRS 16 were adopted from 1 January 2079, Comparatives have not been restated.
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32 Legal proceedings and regulatory matters

The group is party to tegal proceedings and regulatory matters in a number of jurisdictions arising out of its normal business operations.
Apart from the matters described below, the group considers that none of these matters are matenal. The recognition of provisions is
determined in accordance with the accounting policies set out in Note 1. While the outcome of legal proceedings and regulatory matters
is inherently uncertain, management believes that, based on the information available to it, appropriate provisions have been made in
respect of these matters as at 31 December 2019 {see Note 25). Where an individual provision is material, the fact that a provision has
been made is stated and quantified, except to the extent that doing so would be seriously prejudicial. Any provision recognised does not
constitute an admission of wrongdoing or fegal liakility. It is not practicable to provide an aggregate estimate of potential liability for our
legal proceedings and regulatory matters as a class of contingent liabilities.

SETRRUE I - ’ R I EEETI

Bernard L. Madoff ("Madoff'} was arrested in December 2008 and later pleaded guilty 10 running a Ponzi scheme. His tirm, Bernard L.
Madoft Investment Securities LLC ('Madoft Securities'}, is being liquidated in the US by a trustee (the ‘Trustes').

Various non-US HSBC companies provided custodial, administration and simiiar services to a number of funds incorporated outside the
US whose assets ware invested with Madotf Securities. Based on information provided by Madoff Securities as at 30 November 2008,
the purported aggregate value of these funds was $8 4bn, including fictitious profits reported by Madofi.

Based on information available 1o HSBC, the funds’ actual transters to Madefl Securities minus their actual withdrawals from Madoff
Securities during the time HSBC serviced the funds are estimated to have totalled approximately $4bn. Various HSBC companies have
been named as defendants in lawsuits arising out of Madoff Securities” fraud.

US litigation: The Trustee has brought lawsuits against various HSBC companies and others in the US Bankruptcy Court for the
Southern District of New York (the "US Bankruptey Court’), seeking recovery ot transfers from MadoH Securities to HSBC in an amount
not vet pleaded or determined. HSBC and other parties to the actions have moved 1o dismiss the Trustee’s ¢laims, The US Bankruptcy
Court granted HSBC's motion to dismiss with respect to certain of the Trustee’s claims in November 2016, in February 2019, the US
Court of Appeals for the Second Circuit {the 'Second Circuit Court of Appeals’) reversed that dismissal and remanded the cases to the US
Bankruptey Courl. In August 2018, HSBC and other parties filed a petition for writ of certiorari to the US Supreme Court seeking review of
the Second Circuit Court of Appeals decision. Further proceedings in the US Bankruptcy Court have been stayed pending the resolution
of that petition,

Fairfield Sentry Limited, Fairfield Sigma Limited and Fairfield Lambda Lirmnited {together, 'Fairfiald’} {in liquidation since July 2009} have
brought a lawsuit in the US against fund sharehoiders, including HSBC companies that acted as neminges for clients, seeking restitution
of redemption paymaents. In December 2018, the US Bankruptcy Court issued an apinion, which ruled in favour of the defendants’ motion
to dismiss in respect of certain claims by the liquidators for Fairfield and granted a motion by the liquidatars to file amended complainis.
As a resuit of that opinion, all ¢claims against one of the HSBC companies have bean dismissed, and certain claims against the remaining
HSBC defendants have also been dismissed. In May 2019, the liquidators appealed certain issues from the US Bankruptcy Court opinion
to the LIS District Court for ithe Southern District of New York {the "New York District Court’).

UK litigation: The Trustee has filed a claim against various HSBC companies in the High Court of England and Wales, seeking recovery
of transfers from Madoff Securities to HSBC in an amount not yet pleaded or determined. The deadline for service of the claim has been
extended to September 2020 tor UK-based defendants and November 2020 for all other defendants.

Cayman islands litigation: In February 2013, Primeo Fund ('Primeo’) {in liquidation since April 2009) brought an action against HSBC
Securities Services Luxembourg {‘HSSL’) and Bank of Bermuda (Cayman) Limited {now known as HSBC Cayman Limited}, alleging
breach of contract and breach of fiduciary duty and claiming damages and equiteble compensation. The trial concluded in February 2017
and, in August 2017, the court dismissed all claims against the defendants. In September 2017, Primeo appealed to the Court of Appeal
of the Cayman Islands and. in June 2013, the Court of Appeal of the Cayman Istands dismissed Primeo’s claims against HSSL and HSBC
Cayman Limited. In August 2019, Primeo filed a notice of appeal to the UK Privy Council and, in September 2018, HSSL and HSBC
Cayman Limited indicated that they will seek to dismiss the appeal,

Luxembourg litigation: In April 2008, Herald Fund SPC (‘Herald') (in liquidation since July 2013) brought an action against HSSL before
the Luxembourg District Court, seeking restitution of cash and securities that Herald purportedly lost because of Madolf Securities’ fraud,
or money damages. The Luxembaurg District Court dismissed Herald's securities restitution claim, but reserved Herald's cash restitution
claim and its claim for money damages. Merald has appealed this judgment to the Luxembourg Court of Appeal, where the mater is
pending. In late 2018, Herald brought additional claims against HSSL and HSB{ Bank plc before the Luxembourg District Court, seeking
{urther restitution and damages.

in October 2009, Alpha Prima Fund Limited {'Alpha Prime') brought an action against HSSL before the Luxembourg District Court,
seeking the restitution of securities, or the cash equivalent, or money damages. In December 2018, Alpha Prime brought additional
claims befare the Luxembourg District Court seeking damages against various HSBC companies. A preliminary hearing is scheduled for
June 2020.

In December 2014, Senatar Fund SPC {'Senator’) brought an action against HSSL before the Luxembourg District Court, seeking
restitution of securities, or the cash eguivalent, or money damages. In April 2015, Senator commenced a separate action against the
Luxambourg branch of HSBC Bank plc asserting identical claims before the Luxembourg District Court. in December 2018, Senator
brought additional claims against HSSL and +HSBC Bank ple { uxembourg branch before the Luxembourg District Court, seeking
restitution of Senator’s securities or money damages. These matters are currently pending before the Luxembourg District Court.

Ireland litigation: In November 2013, Defender Limited brought an action against HSBC institutional Trust Services (Ireland) Limited
{'HTIE") and others, based on allegations of breach of contract and claiming damages and indemnification for fund losses. The trial
commenced in October 2018, in Decamber 2018, the Irish High Court issued a judgment in HTIE's favour on a preliminary issue, halding
that Defender Limited had no effective claim against HTIE. This judgment conciuded the trial without further issues in dispute being
heard. In February 2019, Defender Limited appealed to the Irish Supreme Court, and a hearing is scheduled for March 2020.

There are many factors thal may affect the range of possible outcomes, and the resuiting financial impact, of the various Madoff-related
proceedings described above, including but not limited to the multiple jurisdictions in which the proceedings have been brought. Based
upon the infarmation currently available, management’s estimate of the possible aggregate darnages that might arise as a result of all
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claims in the various Madotf-related proceedings is up to or exceading $500m, excluding costs and interest. Due to uncertainties and
limitations of this estimate, the ultimate damages could differ significantly {rom this amount.

e T F T R I R T S S Y P

In December 2012, among other agreements, HSBC Holdings plc ('HSBC Holdings') agreed to an undertaking with the UK Financiat
Services Authority, which was replaced by a Direction issued by the UK Financial Conduct Authority (FCA'}in 2013, and consented 10 a
cease-and-desist order with the US Federal Reserve Board ('FRB'), both of which contained certain forward-looking anti-money
laundering {'AML") and sanctions-related cbligations. HSBC alsc agreed to retain an indepandent compliance menitor {who is, for FCA
purposes, a 'Skilled Person’ under section 186 of the Financial Services and Markets Act and, for FRB purposes, an 'Independent
Consultant’} to produce periodic assessments of the Group’s AML. and sanctions compiiance programme (the 'Skiflad Person/
Independent Consultant’). In December 2012, HSBC Holdings &lso entered into an agreement with the Office of Foreign Assets Control
("OFAC’) regarding historical transactions involving parties subject to OFAC sanctions Heftective of HSBC's significant progress in
strengthening its financial crime risk management capabilities, HSBC's engagement with the current Skifled Person will be terminated
and a new Skilled Parson with a narrower mandate will be appointed to assess the remaining areas that require further work in order for
HSBC to transition fully to business-as-usual financial crime risk management. The independent Consultant will continue to carry out an
annual OFAC campliance review at the FRB’s discretion. The role of the Skilled Person/Independent Consultant is discussed on page 70.

Through the Skilled Person/Independent Consultant's priar reviews, as well as internal reviews conducted by HSBC, certain potential AML
and sanctions compliance issues have been identified that HSBC is reviewing further with the FRB, FCA and/or OFAC. The Financial
Crimes Enforcememnt Network of the US Treasury Department, as well as the Civil Division of 1he LS Attorney's Office for the Southern
District of New York, are investigating the collection and transmittal of third-party originator information in certain payments instructed
over HSBC's proprigtary payment systems. The FCA is aiso conducting an investigation into HS8C Bank pic's and HSBC UK Bank pic's
compliance with UK money laundering regulations and tinancial crime systems and contrals requirements. HSBC is cooperating with att
of these investigations.

Since November 2014, a number of lawsuits have been filed in federal courts in the US against various HSBC companies and others on
behalf of plaintits who are, or are related to, victims of 1errorist attacks in the Middle East. In each case, it is aleged that the defendants
aided and abetted the unlawful conduct of various sanctioned partias in violation of the US Anti-Terrorism Act, Currently, nine actions
against HSBC Bank plc remain pending in federal courts in Mew York or the District of Columbia. Motions to dismiss were filed in two of
those cases and the courts gramted HSBC's metions in both cases in March and September 2019. The plaintiffs are seeking to amend
their complaint in one of the cases and have appealed the decision in the other case. HSBC has tiled motions to dismiss in three further
cases which remain pending. The four remaining actions are at a very early stage.

Based un the facts currently known, it is not practicabile at this time for I{SBC to predict the resolution of these matters, including the
timing or any possible impact on HSBC, which could be significant.

[ S A - > . PR ERESS S T R S T L . C . PP

Euro interest rate derivatives: In December 2016, the European Commission (the “EC’) issued a decision tinding that HSBC, among
other banks, engaged in anti-competitive practices in connection with the pricing of euro interest rate derivatives in early 2007. The EC
imposed a fine on HSBC based on a one-month infringemant. HSBC appealed the decision and, in September 2019, the General Court of
the European Unian (the ‘General Court') issued a decision largely upholding the EC's findings on Hability but annuliing the tine. HSBC
and the EC have both appealed the General Court's decision to the Furapean Court of Justice.

US dollar Libor: Beginning in 2011, HSBC and olher panet banks have been named as defendants in 8 number of private lawsuits filed
in the US with respect to the setting of US dollar Libor. The complaints assert claims under various US laws, including LIS antitrust and
racketeering laws, the LIS Commaedity Exchange Act ('US CEA') and state law. The lawsuils include individual and putative class actions,
most of which have been transferred andfor consolidated {or pre-trial purposes betore the New York District Court.

in 2017 and 2018, HSBC reached agreements with plaintiffs to rasoive putative class actions brought on behalf of the following five
groups of plaintiffs: persons who purchased US dollar Libor-indexed bonds; persons who purchased US doliar Libor-indexed exchange-
traded instruments; US-based lending institutions that made or purchased US dollar Libor-indexed loans (the 'Lender class’); persons
who purchased US dollar Libor-indexed interest rate swaps and other instruments directly from the defendant banks and their afiliates
(the "OTC class’); and persons who purchased US dollar Libor-indexed interest rale swaps and other instruments from certain financial
institutions that are not the defendant banks or their affiliates. During 2018, the New York District Court granted Final approval of the
settiements with the OTC and Lender classes. The remaining settlements are subject to final court approval. Additionalty, 3 number of
other US dollar Libor-related actions remain pending against HSBC in the New York District Court and the Second Circuit Court of
Appeals.

Intercontinental Exchange {"ICE’} Libor: Between January and March 2019, HSBC and other panel banks were named as defendants
in three putative class actions filed in the New York District Court on behalf of persons and entities who purchased instruments paying
interest indexed to US dollar ICE Libor from a panel bank. The complaints allege, among other things, misconduct related to the
suppression of this benchmark rate in viclation of US antitrust and state law. In July 2019, the three putative class actions were
consolidated, and the plaintiffs filed a consolidated amended compltaint. In August 2019, the defendants filed a motion to dismiss the
complaint, which remains pending.

There are many factors that may affect the range of outcomes, and the resulting financial impact, of these matters, which could be
significant.
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Various regulators and competition authorities around the world, including in the EU, Brazil and South Africa, are conducting
investigations and reviews into trading by HSBC and others on the foreign exchange markets. HSBC is cooperating with these
investigations and raviews.

In January 2018, HSBC Holdings entered into a three-year deferred prosecution agreement with the Criminal Division of the US
Department of Justice {'DoJ'} (the "FX DPA’), regarding fraudulent conduct in connection with two particular transactions in 2010 and
2011, This concluded the DoJd's investigation into HSBC’s histarical foreign exchange activities. Under the terms of the #X DPA, HSBC
has & number of ongoing obligations, including implementing enhancements to its internal controls and procedures in its Global Markets
husiness, which will be the subject of annual reports to the DoJ. In addition, HSBC agreed to pay a financial penalty and restitution.
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In February 2017, the Competition Commission of South Africa {the 'Competition Commission’} referred a complaint for proceedings
before the South Atrican Competition Tribunal (the "Tribunal’) against 18 tinancial institutions, including HSBC Bank plc, for alleged anti-
competitive behaviour in the Sowuth African foreign exchange market. In April 2017, HS8C Bank plc filed an exception to the complaint
based on a lack ot jurisdiction and statute of limitations. In June 2019, the Tribunal issued a decision requiring the Competition
Commission o revise its complaint. Several financiai institutions named in the complaint have appealed part of the decision to the
Competition Appeat Court of South Africa, and the Competition Commission has cross-appealed.

in October 2018, HSBC Holdings and HSBC 8ank plc received an information reguest from the EC concerning potential coordination in
foreign exchange options trading. This matter is al an early stage.

In late 2013 and early 2014, various HSBC companies and other banks were named as defendants in various putative class actions
consolidated in the New York District Court. The consolidated complaint alleged, among other things, that the defendants conspired to
manipulate the WM/Reuters foreign exchange benchmark rates. In September 2015, HSBC reached an agreement with the plaintitfs
1o resolve the consolidated action, and the court granted final approval of the setllement in August 2018.

In 2017, putative class action complaints making similar allegations on behalf of purported indirect purchasers of foreign exchange
products were filed in New York and were subsegquently consolidated in the New York District Court, where they remain pending.

In September 2018, various HSBC companies and other banks were named as defendants in two motions for certification of class actions
filed in Israel alleging foreign exchange-related misconduct. In July 2019, the Tel Aviv Court allowed the plaintiffs 1o consolidate their
claims and, in September 2019, the plaintifts filed a motion for certification of the consolidated class action. in November and December
2018, complaints alleging foreign exchange-related misconduct were filed in the New York District Court and the High Court of England
and Wales against HSBC and other defendants by certain plaintiffs that opted out of the US class action settlement. In February 2019,
various HSBC companies were named as defendants in a claim issued in the High Court of England and Wales that alleges foreign
exchange-related misconduct. These matters are at an early stage. It is possible that additional civil actions will be initiated against HSBC
in relation to its historical foreign exchange activities.

As atl 31 December 2019, the bank has recognised a provision for these and similar matters in the amount of £152m. Thare are many
factors that may atect the range of outcormes, and the resulting financial impact, of these mattars. Due 1o uncertainties and limitations of
these estimates, the ultimate financial impact could ditter significantly from the amount provided,

; .
%

Gold: Beginning in March 2014, numerous putative class actions were filed in the New York District Court and the US District Courts for
the District of New Jersey and the Nacthern District of California, naming HSBC and other members of The London Gold Market Fixing
Limited as defendants. The complaints allege that, trom January 2004 to June 20113, the defendants conspired to manipulate the price of
gold and gold derivatives for their collective benefit in viclation of US antitrust faws, the US CEA and New York state law. The actions
were consolidated in the New York District Court. The defendants’ motion to dismiss the consolidated action was granted in part and
denied in part in October 2016. In June 2077, the court granted the plaintiffs leave to tile a third amended complaint, naming a new
defendant, The coun has denied the pre-existing defendants’ request tor teave to file a joint motion to dismiss, and discovery 1s
proceeding.

Beginning in December 20115, numerous putative class actions under Canadian law were fifed in the Ontario and Quebec Superior Courts
of Justice against various HSBC companies and other financial institutions. The plaintiffs allege that, among other things, from January
2004 to March 2014, the defendants conspired 10 manipulate the price of gold and gold derivatives in violation of the Canadian
Competition Act and common law. These actions are at an early stage.

Silver: Beginning in July 2014, numerous putative class actions were filed in the US District Courts for the Southern and Eastern Districts
of New York, naming HSBC and other members of The [ ondon Silver Market Fixing Limited as defendants, The complaints allege that,
from January 2007 to December 2013, the defendants conspired to manipulate the price of silver and silver derivatives for their collective
benefit in viofation ot LIS antitrust laws, the US CEA and New York state law. The actions were consolidated in the New York District
Court. The defendants’ motion to dismiss the consolidated action was granted in part and denied in part in October 2018. In June 2017,
the court granted the plaintiffs leave to fite a third amended complaint, which names several new defendants. The court has denied the
pre-existing defendants’ request for leave to file a joint motion to dismiss, and discovery is proceeding.

In April 2016, two putative class actions under Canadian law were filed in the Ontarie and Quebec Supericr Courts of Justice against
various HSBC companies and other financial institutions. The plaintiffs in both actions allege that, from January 1999 10 August 2014, the
defendants conspired to manipulate the price of silver and silver derivatives in violation of the Canadian Competition Act and common
law. The Ontario action is at an early stage. the Quebec action has been temporarily stayed.

Platinum and palladium: Between late 2014 and early 2015, numerous putative class actions were filed in the New York District Court,
naming HSBC and other members of The London Platinum and Palladium Fixing Company Limited as defendants. The complaints allege
that, fram January 2008 to November 2014, the defendants conspired to manipulate the price of platinum group metals ("PGM’) and
PGM-based financial products for their collective benefit in viclation of US antitrust laws and the US CEA. In March 2017, the defendants’
motion te dismiss the second amended consolidated complaint was granted in part and denied in part. In June 2017, the plaintifts filed a
third amended complaint. The defendants filed a joint motion to dismiss, which remains pending.

Based on the facts currently known, it is not practicable at this time for HSBC to predict the resolution of these matters, including the
timing ar any possible impact on HSBC, which could be significant,
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HSBC Bank plc andfor certain of its affifiates are subject to a numbar of other investigations and reviews by various regulators and
competition and law enforcement authorities, as well as litigation, in connection with various matters relating to the firm's businesses
and operations, including:

* an investigation by the Swiss Competition Commission in connection with the setting of Euribor and Japanese yen Libor;
* an investigation by the FCA in connection with collections and recoveries operations in the UK;
« an informatian request from the UK Competition and Markets Authority concerning the financial services sector,

* a putative class action brought in the New York District Court relating to the market for US dollar-denominated supranational
sovereign and agency bonds; and
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*  two group actions pending in the US courts and a claim issued in the High Court of England and Wales in connection with HSBC Bank
plc’s role as a correspondent bank to Stanford International Bank |td from 2003 to 2009.

There are many factors that may affect the range of cutcemes, and the resuiting financisl impact, of these matters, which could be
significant.

33 Related party transactions

The immediate parent company of the group is HSBC UK Holdings Limited and the ultimate parent company is HSBC Holdings plc, both
of which are incorporated in England.

Copies of the Group financial statements may be obtained from the below address.
HSBC Holdings plc

8 Canada Square

London E14 5HQ

JAS 24 'Related party disclosures’ defines related parties as including the parent, fellow subsidiarias, associates, joint ventures, post-
employment benefit plans for HSBC employees, Key Management Parsonnel {'KMF') of the group and its ultimate parent company, close
family members of the KMP and sntities which are controlled, jeintly controtled or significantly influenced by the KMP or their close
family members.

Particulars of transactions between the greup and the related parties are tabulated below. The disclosure of the year-end balance and the
highest amounts cutstanding during the year are considered to be the most meaningful information to represent the amount of the
transactions and outstanding balances during the year.

P B Tt
The KMP of the bank are defined as those persons having authority and responsibility for planning, directing and controlling the activities
of the bank. They include the Directors of HSBC Bank plc, and Directors and certain membaers of the Group Management Board of HSBC
Holdings pic, to the extent they have a role in directing the affairs of the bank.

A number of the bank’s KMP are not Directors of the group, but are Directors or Group Management Board members of HSBC Holdings
ple. The emoluments of these KMP are paid by other members of the Group who make no recharge to the bank. It is not possible to
make a reasonable apportionment of their emolurments in respect of the bank. Accordingly, no emoluments in respect of these KMP are
included in the foliowing disclosure.

The tables below represent the compensation tor Directors of the bank in exchange for services rendered to the bank for the period they
served during the year.

£000

Shert-term employes benefits ) j 3115

Posl—-eal-'lpio-yn;-entml;t?éﬁu B . - ”7 . . 3

Othgrldng-te-r—.;ﬁ employee benefits . - : - i _ - - - ' a8 136

Sharo basod paymonts T T e - 348 01

Year ended 31 Dec - 3.726 4,056

2018 o 2018 o

i Highost nr'r;'l;unu Highast amounts

Bak at Balance at outstandmg

31 Dec? during yoor: 31 Deo durng veat

£m £m gm0 Em

Koy Management Porsonnel '7'* - o
Advances and credits® T T 0.2 T T oa B 2

be;;nvslt?w : - . o 8 21 29 _60

1 Includes clase farnity members and entities which are controlted or jointly controfled by KMP of the bank or their close lamily members.
2 Exchange rate applied for non-GBF amounts is gt 31 Dacember 2079,
2 Exchange rate applied for non-GBF amounts is the average for the year.

The above transactions were made in the ordinary course of business and on substantially the same terms, including imerest rates and
security, as for comparable transactions with persons of a simitar standing or, where applicable, with other employees. The transactions
did not invalve more than the normal risk of repayment or present other unfavaurable features.

In addition 1o the requirements of IAS 24, particutars of advances (loans and quasi-loans), credits and guarantees entered into by the
group with Directors of HSBC Bank plc are required to be disclosed pursuant to section 413 of the Companies Act 2006. Under the
Companies Act, there is no requirement to disclose transactions with KMP of the bank's ultirate parent company, HSBC Holdings ple.
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2019 w18

Batance at 31 Balance at 31

Dec DNec

£000 £000

Dirsctors e - T o T " - B
Laana - i ) 7 e . - o B . ) - w 15'07 e, 78S

Guarantess -

Transactions and batlances during the year with KMP of the bank’s ultimate parent company

During the course of 2018 and 2019, there were no transaclions and balances between KMP of the bank’s ultimate parent company, who
were nat considered KMP of the bank, in respect of Advances and Credits, Guarantees and Deposits.

2019  Taovs
Higi\nﬂ bﬂll-M. ) bnhum at Hughost bulancé Balnnc.o at
during the year 3 Doc durng the year 31 Bec
£m €m fm tm
Unsuhordlnmed nmoums due !mm joint vemu;es T T o - Tz ) 102 -
hubordmated amaunta dua !rom assoclate.s——_—m s e e - ]
Guaranleaﬁ und mmnulmenls o N ) o S T T Tl . —5107 . —

T Impacted by the transfers to H.S’BC LUK Bank pic folfowing the compleuon of the ring-fencing in 2018.

The group provides cerlain banking and financial services to associates and joint ventures, including loans, overdrafts, interest and non-
interest bearing deposits and current accounts. Details of the interests in associates and joint ventures are given in Notes 17 and 35.

— . 2018 L ECLC -
Dua toffrom Due toffrom subsidiarios of Due u;[;ro!“ ----- Dua tiffrom subsdares 0!‘
H38C Holdinga pke HSEBC Hnldmel plo H3BC Holdings pic HSBC Holdings ple
Highost T Hiﬂl-lt —I:hghe;lwwm T I’hg?\;;;m- T
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yoar 31 Dec your 31 Dac year e year 31 Do
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Derivatives ' T 1m8s 1,447 24696
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Funanc1nl<nvesiments_ 229 160 . = 2 29 LT
Total related party assets at 31 Dec 2.428 1.669 31,523 20,816 4,179 1.945 21.928
a8 st T Uaes s am | veea i
1,241 - 1310 1,197 2167 1183 68 66
opois o b . - - =~ _..23m 2928 - - 8e41 2858
Cuslomer accounts WW“ o "3mss v7e2 31 t882 ’ —Tis
Det]yalivgg_ . L 3,163 1,501 22,940 18,056 2i. 145 = 17 594
‘Subardinatad habilities o 6060 000 - 10,509 9,787 5 4230 az3ap
Total related party Kabilities at 31 De 14.667 3589 46,842 34,246 T 57819 27,579
Guarantees and commitments . - - 467 371 - . - a82 397
Oue wffrom ’ 61-.13 woftfrorn suhs;dmmTr;; of -
HSBC Holdingy ple HSBC Holdings plc
T z018 wtg 2018 2018
. e S tm_ ot _Em. em_
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"lmeresl expensa . — _Ba 448
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Feoexpense e o 2=
Trading income ” R i i o -
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The above outsianding balances arose in the ordinary course of business and on substantially the same terms, including interest rates
and security, as for comparable transactions with third-party counterparties.

o balances during tha ¢

2[{{9 T o 7 2018
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The above outstanding balances arose in the ordinary course of business and on substantially the same terms, including interest rates
and security, as for comparable transactions with third-party counterparties.

caoeprd 0 e

The HSBC Bank {UK) Pension Scheme {the ‘Scheme’} entered into swap transactions with the bank to manage the inflation and interest
rate sensitivity of the liabilities. At 31 December 2019, the gross notional value of the swaps was £7,464m (2018: £8,250m), the swaps
had a positive fair value of £895m to the bank (2018. negative fair value of £810m} and the bank had delivered coltateral of £904m (2018:
£801m} to the Scheme in respect of these swaps. All swaps were executed at prevailing markel rates and within standard market bid/
offer spreads,

34 Events after the balance sheet date

In January 2020, the bank initiated the process to assign the lease of B Canada Square to HSBC Glohal Services (UK) Limited. Exaculion
of the assignment is expected to be concluded during the first half of 2020. This will lead 10 the de-recognition of the right-of-use asset
and lease liability. As at 31 December 2019, a £0.4bn right-of-use asset and £0.5bn lease liability wera recognised.

The Group Directors approved the 2020 business update atter 31 December 2019, setting out a plan that aims to reatlocate capital to
areas that can defiver stronger returns, to reduce costs across the Group, and to simplify the business. One change as part of this ptan is
a change to the giobal businesses that form HSBC's, and the group’s, reportable segments as described in Note 9 of the Financial
Stataments. The existing Retail Banking & Wealth Management and Global Private Banking global businesses will be merged 1o create
one new Global Business, Wealth and Persanat Banking, which will become a reportable segment during 2020.

35 HSBC Bank plc's suhsidiaries, joint ventures and associates

in accordance with section 409 of the Companies Act 2006 a list of HSBC Bank pic subsidiarias, joint ventures and associates, the
registered office address and the effective percentage of equity owned at 31 December 2019 is disclosed below.

Unless otherwise stated, the share capital comprises ordinary or common shares which are heid by HSBC Bank ple subsidiaries. The
ownership percentage is provided far each undertaking. The undertakings below are consolidated by HSBC Bank plc unless otherwise
indicated.

HSBC Bank pic's registered office address is:
HS$BC Bank pic

8 Canada Square

tondon E14 5HQ
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The undertakings below are consolidated by the group.
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The undertakings below are joint ventures and equity accounted.
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Limited . | wow Py HSBE Bank ple
Repubhc Nominoes leli_g;l‘ . 100.00 Associates whare this veries) Foototes
RLUKREF Nominees (UK) Ona Limited 100.00 "BGF Group ple o 2454 )
'RLUXREF ominees (UK) Twa Limited 100.00 Bud Financial Lm'm;ed T ’ 20 Y
SAPC. - Uiipro Recouvrement 9999 2" CFAC Payment Scheme Limitad Lzmnod "33 55
SatBeivn 0 10000 (@ess 4 1) B
Sat Guangzhov o B 100.00 (99.99) 433 “Chemi & Cotex Kenya Limited T za 99 T e
Saf Zhy dang ShiBa 10000 (99.99) 42 Chemi and Cotex Industries Limited 338 N
Sat Zhu Jisng Shi Er 10000  (8989) 421 Furo Secured Notes issuei o 16.66 s
Saf Zhu diang Shi du 0000 (9999 47 gkewE 0 T na | 5.6
Sof Fhu Jisng Switin 0000 9999 473 Jeppe StarLimied 77 wes | e
_Saf Zhu Jiang Shi O 10000 9989 42 Novo Star Limited 3389 e
“Suf Zhu Jiang Shi Wu_ 10000 (9949 4z ‘Quantexa Ltd B T T sy T e
SAS Cvaiheas Pasteur Lo 93 _ 4.2 Semces (-’.paréne Enterpris 54
501 HSB_C Assuram:es Imimo TOQ oo {9999 W = sina AG o oy L
5FM U _{os99) 22 Trinkaus Europa Immobitien-Fonds Nr. 7 ‘ 7_
“srss Ngm.mms (PTV) meled 100.00 a4 Frankfurt Meftonwertd K(‘ nfa 9. 25
SNC Dori 9999 T’ Viodtonlimitea T 7T y7en s
SNC Kei 9 T o 'We Trads Innovation Desrgnated Ar:,!lww . ’
SNC Les Marcuniales T (9983 1122 Company e 8
“SNC Les Qliviers ~soo0 0 Ta
SNC Makata ) 10000 (99.99) 111,27
SNC Nuku-Hiva 2ail 100.00 199.99) 1 14 pe
SNCBIMG - 200BA 10000 (9999) @
SNCB/MG-2007 A 100.00 99.99) 44
SNCBIME-2007 B 0000 (@B.99) 423
nggtﬂe{ﬁﬁf Fananoe Moyen Orient $AL in 95.64 ‘99 08) r o0
Socaém Erangaise ot Sursso B 100.00 199.99) - ‘M{’?"
Somes Dublin DAC o o L i'W”qusm .
Sopingest 10000 (gdow &
Sauth Yorkshire Light Rail Limited 100 o0 3
Swan Nationa! Leasing (Commercials) Linnted
{in Liguidation) 100.00 20
Swan Nationat Limited o 10000 s
Thascsfin S Kl T |99§91 24
The Venwra Catah{srs Limited o000 248
Trinkaus Australien immobdien Fonds N 1 T
Brishane GmbH & Co. KG 100.00 BO.67) 25
Trinkaus Australien Immobilien-Fonds Nr. 1 ’ ’
Trauhand-GmbH 100.00 (80.67) £ 25
1rinkaus Europa Immobikien Fonds Nr.3 Oh]ekt o o
Lhrecht Verwalmnga-(zmbll 160.60 (BL.67 25
Trinkaus Immabillen-l*onds o ‘ N '
Geschas!(siuehmngs -GmbH 100.00 (80.67) 6 25
Tnnkaus Immobillen-rnnds Varwaltungs-GmbH 'I(JOWONKW)W“W(BUGT} 6 5
Tnnkaus Private Equity Management GmbH . 100.00 (80.67) 25
“Trinkaus Frivate Equity Verwaliungs GmbH Wogo (Ba6n) ez
‘Valours Mobilicres Elysées 100.00 {99.99} 57
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Notes on the financial statements

Footnotes

Whem an ermty JS govemed by vorrng rights, HSBC consolidates
when it holds - directly or indirectly - the necessary voting rights
1o pass resolutions by the governing body In aif other cases, the
assessment of camtrol is more complex and requires judgement
of other factors, including having exposure to variability of
returns, power to direct refevant activities, and whether power is
held as an agent or principal, HSBC's consolidation policy is
1] described in Notc? 1.2ta}
Managament ha'i determined that these underiakin gs are
excluded from consoficdation in the Group sccounts as these
entities do not meet the definition of subsidiaries in accordance
with IFRSs HSBC's consolidation policy is described in Note
1 1. 21a).
2 firectly held by HSBC Bank pic
Descnptfon of sharas

} Preference .S‘hares

Actions
5 Hedeema
_GmbH Anter

Umr'red and Unlimirea; ;’;;

L

Preierence Shares

E

quutdatmg Share | C!ass
~ Nominal Shares B S
“Non-Famcfpamg Vanng .Shares
17 Ports
12 Regrstered Cap.'ral’ Shares
13 Russian anued Lrab:hry Company Shares
14 Sruckaktten o
Registered offi ces '

fa w o \:Imgu A'

‘16 & Danegal Square South, Be:'fa.sr Northern Irefand Brisse

Arnald House St Juimns Avenue. St Peter Port, Guemsey Gr?
17 3NF
,159 HSE'C Main Bu:!dmg 7 Oueen 'y Road' C‘entral Hong Kong

Sofidere — Rug Ssad Zaghloul Immeuble - 176 Marfag, PO Box
19 17 5476 Mar Michael 171042040, Beymuth Lebanon

T Hill House 1 Little New Street, Lon London United A’Jngdom EC4A
20 Ll

27 3.9 rue de Bassano Pans. France, 75008

22 1 03 avenue d'es Champs Elysées, Paris, France 75005‘
G.gl:,'ée Par.-s _France, 75008

26 HSBC House Esplanade, St_Helier, Jersey, JE4 8US

2 Pavaletskaya square, buddmgr 2 Moscow, Ruwan F;Jeranon
27 115084 )
28 66 Teryan srreer Yerevan Armenfa. 0003
29 118 Arc Jshop Straet Vaﬂerra Maita
30 HSBC Hause E‘spfanade St. Hefier, Jersey JET THS

Immeuble Caeur Défense 110, Espfanade du Généraf de Gaulle-
31 1s défense 4, Courbevoie, France, 92400

3z f{SBC House Espfanade St He,':er, Jarsey, JEA WP
33 _ 80 Mill Street, Qorm, Malfa, QRM 3107

34 Herrengasse 1-3, Wlen Austrla 1010
35 '-'éa;f;;hgui;asse 26, Zurich, Swrtzerland
36 52/60M G Road, Forl, Mumbai, J’ndla, 200 001
37 Breite Str. 29/31 . Dusse:‘dorf Germany, 40213

Unit 101 Level 1, Gate Vm'age Buitding No. 8 Dubai tnternational
38 Financial Centre, Duba: United Arab Emirates, PO BOX 506553

2{; 4‘?7% Yorckstraie, Disseldort, Nordrhein-Westlaler, Germany,

39

‘40 HSBC House Espianada, St. Helier, Jersem JET1GT

1 Grand Canal Square Grand Canal Harbour. Dublin 2. D02
41 P&?(J Ireland ~

44 366 Corniche £ Nf[ i aadi Egypr, 11728

T 7 Mutusl Piace 107 Rivonia Road , Sandton , Sandton, Gauteng,
45 South Africa 2196 i
46 16 Bouleva!d o Avranchqs Luxembqurg Luxembourg
47 Yorckstralle 21 - 23 40476, Duesseldort, Germany
48 6 rue Adaiphe Luxembourg L-1118 o

No 7 Mutual Place 107 Rivoria i Road Sandton “Sendtan .
49 Gauteng, Sourh Afrrca 2196

50 43 rue de Pans Samt Dams Franc& 97400
.§7 109 avenue des  des Champs- Efysees, Pans France. 75008

"¢/ Hackwood Secretaries Linited One Sik Street, Landan
52 United Kingdom, EC2Y BHQ

53 13 15 York Bullc Bw.'dmgs Londan Umre_d ngo’am, WC2N ety

Ffrst Iz'loé.;' The Bower, 207 Old;-SrreeL England, United ngdom
54 ECIVSNR

65 gresh;wm Street, Bth Floor, Londan , United ngdom ECaV

1160

55
56 Ka{:yrm BF 3094, Kigali, fwands

LR No. 1758/13 Grevella Grove Road, Keiami House PO Box
57 47323 00100, Nairobi, Kenya

Prot No. §9-90 Mbezi Industrial Area Box 347, Dar es Salsam
58 oy
58 Javenue i de I'Opefa Paris, France 75007
37 avenue Henri Laflour , Nourméa, New Caledonia, BP Kz
60 98849
c/a Trident Trust Company Trident Chambers, PO Box 146,
61 Torrols, British VJrgm Islands

Jayla Place Wik I'V:ckhams C‘ay! PO flox 3390 Road Tawn ersh
62  Virgin Islands

63 75 Park L Lane, Craydon Surrey Uruted K.'ngdam CHQ 7XS
64 32, rve du Champ de Tir , Names, France, MGOD
st-Schneider-Platz 1, Duesseldort, Germany, 40212

Ofﬁce Block A, Bay Studios Busmess Park Fabian Way
6‘6‘ Swansea, SAT 808, Wales, Umred ngdom

‘6‘ ?D Earls?‘oﬂ Terra:.e Dublm .’re.l’and DO? 7380
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