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Marks and Spencer Financial Services Plc

Strategic Report

Principal activities

Marks and Spencer Financial Services Plc (‘the Entity'} is a private company incorporated in England and Wales. Its trading
address is Kings Meadow, Chester Business Park, Chester CH99 SFB. The Entity is limited by shares.

Marks and Spencer Financial Services Pic, trading as M&S Bank, is an authorised bank under the Financial Services and Markets
Act 2000, authorised by the Prudential Regulation Authority (‘PRA’) and regulated by the Financial Conduct Authority (FCA'). The
Entity's principal activity is the provision of retail banking financial services to both Marks and Spencer ple (M&S plc} and non
M&S plc customers.

The main products provided by the Entity are credit cards, unsecured personal loans, mortgages, general insurance, savings
accounts, travel money, no monthly fee current accounts and fee based premium club and premium current account products.

A relationship agreement is in place with M&S$ plc which provides financial incentives to M&S plc for ongoing profitable
development of the entity.

Review of the Entity’s business

The Entity continues to show a profitable adjusted business performance against a backdrop of increasing regulatory and
compliance requirements.

During 2019, the Entity recorded a loss due to high levels of customer remediation. The entity continued to deliver on its strategy
of developing its product and service propositions, whilst maintaining a sound cost efficiency ratio.

The strategy was delivered by:

¢ Continuing to drive acquisition in our core product operating lines {e.g. credit card, personal loans, current account,
mortgages, general insurance and travel money).

* Continued development of distribution channels {in store and on-line}, including launch of a Click & Collect service for the
purchase of travel money which is being expanded out to 117 stores by the end of Q1 2020.

¢ Providing high levels of service across all operations.
¢ {mproving efficiency of processes and well controlled operating costs.

* Further development of digital banking capability to improve efficiency and customer experience. The card account opening
process has been streamlined during 2019 and the number of digitally registered customers has continued to increase.

The Customer Recommendation Index {CRI) is a key customer metric, specifically in the current account market, where we were
ranked 2"%3'% in our competitor set for the majority of the year.

The entity continues to work closely with M&S plc to develop and drive forward an aligned strategy, leveraging the strengths and
capabilities of both businesses.

Performance

The Entity’s results for the year under review are as detailed in the income statement shown on page 16 of these financial
statements.

The table below illustrates the differences in actual loss before tax to adjusted profit.

T 2018 2018

- €m fm
{Losslprofit before tax } ] - " 88) a5
PPlRemediation - - - T -7 212 63
NOSIA Remediation o . 13 -
Skilled person review ﬁe_n-\.ediatig_r_l_ - o . o 15 =
Piolil Share i;nr-);a-ol addilio;al rem-;diation T ’ o T tT {78) - (23
‘Adjusted profit T cT ' T T 76 85

The Entity reported a loss before tax for the year in 2019 of £86m compared with a profit of £45m in 2018.

The year on year movement reflects a £42m increase in net operating income before impairment charges, a £20m increase in loan
impairment charge and a £153m increase in operating expenses. The increase in operating income reflects an increase in profit
share recoverable from M&S plc {comparable to prior year} as a result of the increased PP remediation charge recognised in 2019
within operating expenses. This is offset by lower interest income due to the impact of customer remediation. The customer
remediation arises from a failure to send Notice of Sums in Arrears (NOSIA) letters and from customer detriment identified
following a Skilled Person review of HSBC Collections and Recoveries activities, with a proportion of the remediation requiring
refund of interest and fees.

The business generated an adjusted profit of £76m (2018 : £85m), excluding the impact of customer remediation programmes
{note 22).

Adijusted operating income (adjusted for the impact of customer remediation) was £6m higher compared with 2018, with lower
card and general insurance income offset by higher personal loan income and lower profit share payable to M&S plc. The lower
cards income reflects updated estimates of future revenue likely to be generated from customers identified as in persistent debt
who must now be offered solutions to rehabilitate their account.
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The lower general insurance income reflects the non-recurrence of one off items reported in 2018 and lower new business
volumes and margins. Higher loan income reflects higher drawdowns and balance growth achieved during the year as a result of
competitively priced offers.

The movement in profit share reflects the impact of the lower adjusted business performance, mainly driven by higher loan
impairment charges.

The £20m higher toan impairment charge reflects higher expected credit losses for both cards and loans. This is driven by loan
balance growth and adjusted performance of the portfolios, in particular updated Probability of Default and Loss Given Default
parameters, offset by a favourable movement in the UK Economic Uncertainty adjustment compared to 2018. Adjusted operating
expenses (adjusted for the impact of customer remediation) aie £5m favourable compared with prior year, reflecting eHiciency
savings and release of aged accruals no longer expected to be required.

During 2019, the Entity issued an aggregate £167m of ordinary shares, £9m additional tier 1 instruments, and £16m tier 2
instruments. The capital injections were 10 replace capital used to fund reportable losses during the year and to strengthen the
regulatory capital base in order to support lending growth. The ordinary shares and capital instruments were issued to HSBC UK
Bank plc.

Key performance indicators

The Directors use Key Performance Indicators (KPis') to monitor the business. As well as the income statement and the balance
sheet, these indicators include measures to identify the returns on different categories of assets and the risks to which the Entity
is exposed.

Financial KPls

2019 2018
{Loss)Profit Before Tax {85,901} 45,020
Adjusted profit betore tax (£°000} 76,256 84.961
Total risk-weighted assets (£'000) ) o 3,025,182 2,503,277
Pre—lax return on nsk-wmghled asselé( %) T . - 2 7 3 5
Commun equuy tier 1 ('%) ) o - - 12 3 1 3
Cosl efhmency rano (%) 48 0 ’ 50 )
Relum on xangnble equlty (Adjusted) (%} 7 T T 16.3 22 (0]
Rano of customer advances to customer deposits (%) . 194.9 167.7

Pre-tax return on average risk-weighted assets is measured as adjusted pre-tax profit divided by average risk-weighted assets.
Adjusted profit and adjusted operating expenses exclude customer remediation.

Common equity tier 1 capital comprises shareholders’ equity less regulatory deductions and adjustments. The Entity seeks to
maintain a strong capital base to support the development of its business and meet regulatory capital requirements at all times.

Cost eHiciency is measured as to1al adjusted operating expenses divided by adjusted operating income before loan impairment
and other credit risk provisions.

Return on tangible equity {RoTE) is defined as the adjusted profit attributable to ordinary shareholders, adjusted tor Additional Tier
1 coupons, divided by average ordinary shareholders’ equity, adjusted for other intangibles. The fall year on year reflects its higher
average capital in force and lower adjusted business performance.

Ratio of customer advances to customer deposits comprises loans and advances to customers as a ratio of the total core
customer deposits. This has risen year on year due to asset growth and lower customer liahilities.

Non-tinancial KPls monitored include employee engagement which measures employees’ emotional and intellectual commitment
to the Entity and customer satisfaction,

Significant accounting judgements

The following are the key areas of accounting judgements affecting the Entity:

* Customer Remediation - this is covered in Note 22;

¢ Effective interest rate - this is covered in Note 14; and

* Loan impairment - this is covered in Note 28.

Key judgements underpinning these have been considered by the Board and Audit and Risk Committee.
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Principal risks and uncertainties

An established risk governance framework and ownership structure ensures oversight of, and accountability for, the effective
management of risk. The Entity's Audit and Risk Committee is a committee of the Board and focuses on risk governance and
provides a forward loaking view of risks and their mitigation. The Audit and Risk Committee meets four times a year and, as well
as having oversight of the risk function, also oversees the assurancs activities of both internal and external audit.

In carrying out its responsibilities the Audit and Risk Committee is closely supported by the Chief Risk Officer, the Chief Financial
Officer, the Head of Internal Audit and Compliance, together with other business functions on risks within their respective areas

of responsibility.

Principal financial risks and uncertainties facing the Entity are credit risk, market risk and liquidity risk. These risks, the exposure
to such risks and management of risk are set out in Note 28 of the financial statements.

The most important non-financial types of risk are operational risk, conduct and regulatory risk, including financial crime
compliance, reputational risk and cyber risk. The Directors have put in place procedures to monitor and manage these risks.

Operational risk is relevant to every aspect of the Entity’'s business and covers a wide spectrum of issues. Losses arising from
fraud, unauthorised activities, errors, omission, inefficiency, systems faiture or from external events all fall within the definition of
operational risk. The objective of the Entity’s operational risk management is to manage and contro! operational risk in a cost
effective manner within targeted levels of operational risk consistent with the Entity’s risk appetite, as proposed by the Risk
Management Committee set by the Board.

Top and Emerging Risks
information Security and Cyber Crime

The entity and other organisations continue to aperate in an increasingly hostile cyber threat environment, which requires
ongoing investment in business and technical controls to defend against these threats. Key threats include unauthorised access
to online customers, advanced malware attacks and distributed denial of service attacks. We continually evaluate threat levels for
the most prevalent attack types and their potential outcomes. To further protect the Entity and aur customers we strengthened
our controls 1o reduce the likelihood and impact of advanced malware, data leakage, infiltration of payment systems 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 important part of our defence strategy is ensuring our people remain aware of cybersecurity issues and
know how to report incidents.

Financial Crime and Fraud Risk

Throughout 2019, the entity continued to implement the final elements of the Global Standards programme to integrate our anti
money laundering and sanctions capabilities into our day-to-day operations. We continue to enhance our financial crime risk
management capabilities and the effectiveness of our financial crime controls, with the HSBC Group maintaining its investment in
the next generation of tools to fight financial crime through the application of advanced analytics and artificial intelligence.

Conduct and customer detriment

Financial institutions remain under considerable scrutiny regarding conduct of business, particularly in relation to fair outcomes
for customers and orderly and transparent operations in financial markets. Regulators, prosecutars, the media and the public all
have heightened expectations as to the behaviour and conduct of financial institutions, any shortcomings or failure to
demonstrate adequate controls are in place ta mitigate such risks could result in regulatory sanctions, fines or an increase in civil
litigation.

We have continued to enhance our management of conduct in areas including our governance of product arrangements, the
treatment of potentially vulnerable customers and encouragement of a ‘Speak Up’ culture and management of related third party
risks.

People Risk

Our colieagues are critical to our success and it is important that we identify, manage and mitigate any risks that might have an
impact on our colleagues feeling empowered and able to thrive in their careers, as well as being able to support our customers
and the communities they serve. We aim to foster a culture that proactively promotes the right coileague behaviours and conduct
and that we have the right number of people with the right skills, knowledge and capabilities to be able to do the right thing for
customers.

We continue to increase our focus on resource planning and employee retention to ensure we mitigate any risks around capacity
and capability, as well as equipping line managers with the skills to both manage change and support their colleagues to ensure
we engender a strong positive culture.

We have processes in place to identify where behaviours and conduct give us cause for concern and can mitigate the risk
accordingly. HSBC University is focused on the development of our colleagues and supporting our leaders to create an
environment for success. This is critical to retaining high-calibre individuals with the values, skills and experience for current and
future roles.

Data Management

The Entity uses a large number of systems and applications to support key business processes and operations. As a result, we
often need to reconcile muitiple data sources, including customer data sources, to reduce the risk of error. We, along with other
organisations, also need to meet external/ regulatory obligations such as the General Data Protection Regulation {"GDPR’), Basel
Committee for Banking Supervision ('BCBS') 239 and Basel lIl. We are progressively improving data quality across a large number
of systems. Our data management, aggregation and oversight continues to strengthen and enhance the effectiveness of internal
systems and processes.
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Climate Risk
Climate change can impact a number of our risk types, including:
* Transition Risk, arising from the move to a low-carbon economy through policy, regulatory and technologicat 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 potential financial impacts for the
entity.
Process of UK withdrawal from the European Union

The UK left the EU on 31 January 2020, with a period of transition until 31st December 2020 agreed between the UK and the EU.
We will continue to work with regulators, governments, customers and employees to manage the risks resulting from the UK's
exit from the EU as they arise . The Entity is a UK based business with no EU passporting requirements and no need for legal
entity restructuring. Our existing product offering is to UK resident customers. No significant change is required to our operating
model, and the key area of risk is therefore associated with general market risk and the UK economy.

In spite of this significant external uncertainty however, we remain confident in our strategy, and will continue to build on positive
progress, and our strong UK foundations, to deliver our ambition of making banking simple, safe and sustainable.

HBUK {including the Entity) is actively monitoring the outbreak of Novel Coronavirus in China and Hong Kong to assess any
potential economic impact on our clients, our staff or our businesses. Business continuity plans have been reviewed following the
outbreak to ensure the safety and well-being of our statf and customers and to ensure our ability to maintain our business
operations is upheld.

Corporate Governance Statement

The Entity is, together with the wider HSBC Group, committed to high standards of corporate governance. The HSBC Group has a
comprehensive range of principles, policies and procedures influenced by the UK Corporate Governance Code with requirements
in respect of Board independence, composition and effectiveness to ensure that the Group is well managed, with appropriate
oversight and control. These governance requirements surpass those of the aiternative governance codes, as such the Company
did not apply any specific corparate governance code during the financial year.

The Entity perfarmed procedures to align with HSBC's corporate governance principles, policies and procedures.

Section 172 Statement

As set out in section 172 of the Companies Act 2006, the Directors must act in good faith to promote the success of the company
for the benefit of its members as a whole. In performing their duty, under the Act, the Board is required to have full regard to: the
interests of our employees; the impact of our operations on the community and environment; and the need to foster the
Company’s business relationships with key stakeholders in order to maintain a reputation for high standards of business conduct
and enhance the sustainable long term success of the business.

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

¢ An induction programme and ongoing training to provide an understanding of our business and financial performance and
prospects;

¢ Management who present to Board and Committee meetings ensure that proposals contain all information relevant to
determine the action that would most likely promote the success of the bank; and

¢ Carefully planned agendas for Board and Committee meetings, which provide sufficient time for the consideration and
discussion of key matters.

Stakeholder Engagement

Building strong relationships with our stakeholders will help achieve our ambition in line with our purpose and values and
promote the long term success of the bank. Our key stakeholders we consider in this regard are the people who work for us, bank
with us, own us, supply us and regulate us. Due to the nature of our relationship with them, we also consider Marks and Spencer
plc a key stakeholder in this regard.

Employees

We have a structured communications approach that uses leadership communications, campaigns and a regular flow of news to
help colleagues to serve our customers better, make sense of our strategy, focus on our commercial priorities and provide clarity
on issues. We build a sense of pride and purpose by recognising our colleagues’ contributions to our business and celebrating
our achievements.

Understanding how our colleagues feel is vital. It helps us ensure that we are giving them the right support to fulfil their potential
and do the right thing tor our customers. Colleagues are asked for feedback and encouraged to speak up. We continue to test the
views of a representative sample of our people on a range of topics via our employee survey, ‘Snapshot’, which runs twice yearly.
Snapshot results are presented to the Executive Committee, the Board, and other relevant committees of the functions. This
ensures the attitudes and sentiments of our people inform decision-making at all levels of the business and action can then be
taken to tackle areas of concern. Additionally, we also participate in the external Banking Standards Board Annual Assessment,
comprising an employee survey and focus groups where our peaple can also have their say.

Feedback from ‘Exchanges’ is also an important way of listening to our people; Exchange sessions are safe forum meetings,
without agendas, attended by colleagues from across the organisation. They can discuss what matters to them, share visws and
suggest ideas, while managers and leaders attend to listen. Our insight shows us that where our people participate in Exchange
they are generally more positive about their experience with us. They feel better able to speak up, are more trusting of managers
and leaders, and report higher levels of wellbeing. We provide the opportunity for people to take part in an Exchange meeting
each quarter.

The Chief Executive Officer is actively involved in the engagement of employees through monthly open forums and bi-annual all
employee web-casts to keep the workforce up-to-date on business developments and answer submitted questions. The Board

4
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receives regular updates from the Chief Executive Officer on employee matters, including feedback received through our regular
external and internal employee surveys such as the Banking Standards Board and Snapshot.

Suppliers

The ethical and environmental code of conduct for suppliers of goods and services, which can be found on the HSBC public
website, sets out how we work with our suppliers on ethical and environmental performance. The code of conduct for suppliers ot
goods and services raises conduct requirements related to the economic, environmental and social impacts associated with the
supply of goods or services.

Customers

Ensuring customer feedback is actioned and communicated back to our customers has also been a big priority in 2019,
Dedicated members of staff have been focussed on contacting customers who either flag issues through our feedback
mechanisms to ensure a resolution is found, or who are promoters of the business to thank them for their feedback and to learn
from these positive experiences.

HSBC LK

A strong relationship is maintained with HSBC UK through cross-directorships of the Chairman of the Board and one of the non-
executive Directors. Matters to escalate to HBSC UK has been added as a standing agenda item to ensure that all key issues are
reported to our sole shareholder in a timely manner. In addition to this, the Head of Retail Banking and Wealth Management
{RBWM), HSBC UK is a member of the Board to ensure key business decisions are aligned with the HSBC UK strategy.

As a wholly owned subsidiary, we also benefit from certain engagement practices which take place at a HSBC Group lavel which
allows us to have more efficient and effective engagement practices. For details on the some of the engagement that takes place
with stakeholders at a Group level, please see the HSBC Holdings plc 2018 Annual Report and HSBC Holdings plc Environmental,
Social and Governance Update.

Marks and Spencer plc

We value our relationship with M&S plc and take appropriate steps to ensure that they are kept up to date on key business
activities and decisions. A committee comprising membership from the Marks and Spencer Financial Services plc and Marks and
Spencer plc to oversee the Bank's business and ensure that this is carried out and in accordance with the principles in the
Relationship Agreement.

Consideration of Stakeholders in Principal Decisions

The Board delegates authority for day-to-day management of the Bank to the executive team and engages management in
setting, approving and overseeing execution of the business strategy and related policies. Management conduct much of the
Bank'’s primary engagement with both internal and external stakeholders, with the outputs of this engagement activity providing
critical insight and perspective for the Board when taking decisions or challenging management in respect of decisions made on
behalf of the bank.

Depending on the nature of the issue in question the relevance of each stakeholder group may differ. Board decisions wiil not
necessarily resuit in a positive outcome for all of our stakeholders, but by considering our purpose, vision and values, and having
due regard for stakehofder relationships, the Board aims to ensure that its decisions promote the long term success of the bank.

An example of principal decisions taken by the Company during the year include the appointments of Paul Spencer and David
Lister as Chief Executive Officer and Chairman respectively. Prior to approving these appointments consideration was given to
internal and external requirements such as HSBC UK endorsement and regulatory approval from the PRA. Due to the importance
of these appointments, we also engaged with Marks and Spencer pic prior to their formal approval. Significant consideration was
also given to the diversity of the Board with overriding consideration being the appointment of persons with requisite skills,
knowledge and experience to help the bank meet its strategic objectives and promote the long term success of the Company.

On behalf of the Board

-~
-

P W Scott
Director

26 February 2020
Kings Meadow

Chester Business Park
Chester CH99 9FB




Marks and Spencer Financial Services Pic

Report of the Directors

Directors

The Directors of the Entity who were in office during the year and up to the date of signing the financial statements were as
follows:

Appointod 7 hé;iénod
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During the year Sue Fox resigned as a Director effective 31 January 2019, and Paul Spencer was appointed as a Director effective
1 February 2019.

The Articles of Association of the Entity provide that in centain circumstances the Directors are entitled to be indemnified out of
the assets of the Entity against claims from third parties in respect of centain liabilities arising in connection with the performance
of their functions, in accordance with the provisions of the UK Companies Act 2006. Indemnity provisions of this nature have
been in place during the financial year but have not been utilised by the Directors. All Directors have the benefit of Directors’ and
ofticers’ liability insurance.

Dividends

The Directors do not recommend the payment of an ordinary dividend in respect of the year ended 31 December 2019 (2018:
£nil). Total distributions of £4.6m in respect of Additional Tier 1 capital were paid during 2019 (2018: £4.6m).

Significant events since the end of the financial year

No significant events affecting the Entity have occurred since the end of the financial year.

Future developments and Current Performance
The Entity will continue to seek to develfop its product and service offerings for customers.
No change in the Entity's activities is expected.

Certain information that is required in the report of Directors under the Companies Act has been described in the Strategic Report
on page 1.

Going concern basis

The financial statements are prepared on a going concern basis, as the Directors are satisfied that the Entity has the resources to
continue in business for the foreseeable future. In making this assessment, the Directors have considered a wide range of
information relating to present and future conditions, including tuture projections of profitability, cash flows and capital resources.
This includes the level of funding and capital support expected to be required and to be available from the HSBC Group. The
Entity is part of the Domestic Liquidity Sub-group (‘Liquidity Group’) of HSBC UK Bank plc and therefore part of the internal
liquidity control and management structure of HSBC UK Bank plc. The Entity's liquidity position is managed as part of the HSBC
Bank UK plc Liquidity Group, under which members agree to provide liquidity support when necessary.

Financial risk management

The financial risk management objectives and policies of the Entity, together with an analysis of the exposure to such risks, as
required under Part 1 of Schedule 7 of the Large and Medium-sized Companies and Groups (Accounts and Reports) Regulations
2008, are set out in Note 28 of the Notes on the financial statements.

Diversity and inclusion

The Entity is committed to building a culture where individuals are valued, respected and supported; where different ideas,
backgrounds, styles and perspectives are actively sought out to create business value; and where career advancement is based
on objective criteria. Focus continues on the diversity profile of our workforce to help ensure it is reflective of the communities in
which we operate and the customers we serve.

Diversity and Inclusion carries the highest level of executive support, and oversight of our diversity agenda and related activities
resides with the Diversity and Inclusion Comimittee.

Employment of people with a disability

The Entity is committed to providing equal opportunities to employees. The employment of people with a disability is included in
this commitment. The recruitment, training, career development and promotion of people with a disability are based on the
aptitudes and abilities of the individual. Should employees become disabled during employment with us, efforts are made to
continue their employment and, if necessary, appropriate training, reasonable equipment and facilities are provided.
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Employment policy

The Entity continues to regard communication with its employees as a key aspect of its policies. Information is given to
employees about employment matters and about the financial and economic factors atfecting the Entity’s performance through
management channels, oral communication and by way of attendance at internal seminars and training programmes. Employees
are encouraged to discuss operational and strategic issues with their line management and to make suggestions aimed at
improving performance. The involvement of employees in the performance of the Entity is further encouraged through a profit
participation scheme.

Capital management o

The Entity defines capital as total shareholders' equity. it is the Entity's objective to maintain a strong capital hase to support the
business strategy and to meet regulatory capital requirements at all times. The PRA as the supervisor of the Entity, sets capital
requirements and receives information on the capital adequacy of the Entity. The Entity complied with the PRA’s capital adequacy
requirements throughout 2018.

The Entity's policy and practice in capital measurement and allocation is underpinned by the Capital Requirements Regulation
{CRR) and Capital Requirements Directive (‘CRD V') rules and any national discretions applied by the PRA. CRD 1V legislation
implemented Basel Il in the EU, and in the UK, the 'PRA Rulebook’ for CRR firms transposed the various discretions under CRD
IV tegislation into UK requirements. The Basel Hl] framework is structured around three "pillars’: minimum capital requirements,
supervisory review process and market discipline. Basel Ill also includes a number of capital buffers, including the Capital
Conservation Buffer ({CCB’), Countercyclical Capital Buffer (‘CCyB’). and other systemic buffers such as the Global/Other
Systemically Important Institutions ("G-SI1'/°O-SIi*) buffer.

Pillar 3 of the Basel! regulatory framework is related to market discipline and aims to make firms more transparent by requiring
them to publish specific details of their risks and capital, and how these are managed. Separate Pillar 3 disclosures are not
required for the Entity as the Entity is included in the consolidated Pillar 3 disclosures of HSBC UK Bank plc. These disclosures are
published as a separate document on HSBC UK Bank plc's website.

Regulatory capital

The Entity's capital base is divided into three main categories namely common equity tier 1, additional tier 1 and tier 2, depending

on the degree of permanency and loss absorbency exhibited.

* Common equity tier 1 capital is the highest quality form of capital, comprising shareholders’ equity adjusted for various
regulatory deductions. These include deductions of the excess of expected toss amounts calculated under the Internal Ratings
Based (‘IRB’) approach using the firm’s own data, over and above the equivalent accounting provision and intangible assets
and an IFRS 9 transitional add-back adjustment.

e Additional tier 1 capital comprises non-common equity capital securities which by nature of their terms are eligible for
inclusion in the firm's capital base under CRD IV rules.

* Tier 2 comprises subordinated loans and any excess of accounting provision over equivalent IRB expected loss, subject to a
cap ot 0.6% of risk weighted assets.

Calculation of actual capital

2019 2018
o £'000 £000
Tier 1 capital T Tt
Shareholders’ equity’ 348,708 . 288276
Deductions ) : B
- Adjusiment for intangible assets {1,491) {1.544)
- IFRS 9 transitional add-hack 23,227 11,836
- Provision deduction . - (14,667}
Common 'equi.ty tier 1 capital (audited) 370,444 283,901
Issue of additional ties 1 instrument {note 25) 69,000 60,000
Tier 1 capital 439,444 343,901
Tier 2 cn‘ﬁifal T
Total quaAIi‘!;'ing tier 2 caﬁilal before deductions .
- Collective impairment allowanqéﬁ 3.583 61‘1
- Term subordinated debt {Note 23} 95,000 79,000
Tier 2 capital (audited) 98,663 79.611
Total re@ulatorv capital 538,107 423,512
Risk-weighted assets (Unaudited)
Credit and counterpanty risk 2,531,342 2.92?.057
Operational risk 493,850 482,220
Total ‘ 3,025,192 2,503.277
Capital ratios (%) (Unaudited)
Common equity tier 1 ratio 12.25 11.3¢
Tier 1 ratio 14.53 13.74
Total capital ratio (Unaudited) 17.79 16.92

! Includes reported loss for 2019

During 2019, the Entity issued an aggregate £167m of ordinary shares, £9m additional tier 1 instruments, and £16m tier 2
instruments. The capital injections were to replace capital lost as a result of reportable losses during the year and to strengthen its
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regulatory capital base in order to support lending growth. The ordinary shares and capital instruments were issued to HSBC UK
Bank plc.

independent auditors

PricewaterhouseCoopers LLP {'PwC’) is external auditor to the Entity. PwC has expressed its willingness to continue in office and
the Board recommends that PwC be re-appointed as the Entity's auditor.

Directors' responsibility statement

The following statement, which should be read in conjunction with the auditar’'s statement of their responsibilitics set out in their
report on the next page, is made with a view to distinguish the respective responsibilities of the Directors and of the auditors in
relation to the financial statements.

The Directors are responsible for preparing the Annual Report and 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 financial statements in accordance with International Financial Reporting Standards ('IFRSs’} as adopted by the
European Union (‘EU’).

Under company law the Directors must not approve the financial statements unless they are satisfied that they give a true and {air
view of the state of affairs of the Entity and of the profit or loss of he Entity for that period.

“In preparing the financial statements, the Directors are required to:
* select suitable accounting policies and then apply them consistently;

¢ state whether applicable IFRS, as adopted by the EU have been followed, subject to any material departure disclosed and
explained in the financial statements;

* make judgements and estimates that are reasonable and prudent; and

¢ prepare the financial statements on the going concern basis unless it is inappropriate to presume that the entity will continue
in business.

The directors are also responsible for sateguarding the assets of the entity and hence for taking reasonable steps for the

prevention and detection of fraud and other irregularities.

The directors are responsible for keeping adequate accounting records that are sufficient to show and explain the entity's
transactions and disclose with reasonable accuracy at any time the financial position of the entity and enable them to ensure that
the financial statements comply with the Companies Act 2006 .

The directors are responsible for the maintenance and integrity of the entity ‘s website. Legislation in the United Kingdom
governing the preparation and dissemination of financial statements may differ from legisiation in other jurisdictions.

Directors ' confirmations

The directors consider that the annual report and accounts, taken as a whole, is fair, balanced and understandable and provides
the information necessary for shareholders to assess the entity’s position and performance, business mode! and strategy.

The Directors have responsibility for ensuring that sufficient accounting records are kept that disclose with reasonable accuracy
at any time the financial position of the Entity and enable them to ensure that its financial statements comply with the Companies
Act 2006. They are responsible for safeguarding the assets of the Entity and hence for taking reasonable steps for the prevention
and detection of fraud and other irregularities.

Disclosure of Information to Auditors

In accordance with section 418 of the Companies Act 2006, the Directors’ report includes a statement, in the case of each
Director in office as at the date the Report of the Directors is approved, that:

» so far as the Director is aware, there is no relevant audit information of which the Entity’s auditors are unaware; and

» they have taken all the steps they ought to have taken as a Director in order to make themselves aware of any relevant audit
information and to establish that the Entity’s auditors are aware of that infarmation.

On behalf of the Board

P W Scott
Director
26 February 2020

Kings Meadow
Chester Business Park
Chester CH99 9F8
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Independent auditors' report to the members of Marks and
Spencer Financial Services Plc

Report on the audit of the financial statements

Opinion
In our opinion, Marks and Spencer Financial Services Plc’s financial statements:

* give a true and fair view of the state of the company's affairs as at 31 December 2019 and of its loss and 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

* have been prepared in accordance with the requirements of the Companies Act 2006.

We have audited the financial statements, included within the Annual Report and Financial Statements (the "Annual Report”),

which comprise: the balance sheet as at 31 December 2019; the income statement, the statement of comprehensive income, the

statement of cash flows, the statement of changes in equity for the year then ended; and the notes to the tinancial statements,

which include a description of the significant accounting policies.

Our opinion is consistent with our reporting to the Audit and Risk Committee.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“I1SAs (UK}"} and applicable law. Our
responsibilities under 1SAs (UK) are further described in the Auditors’ responsibilities for the audit of the financial statements
section of our report. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Independence

We remained independent of the company in accordance with the ethical requirements that are relevant to our audit of the
financial statements in the UK, which includes the FRC's Ethical Standard, as applicable to public interest entities, and we have
fulfilled our other ethical responsibilities in accordance with these requirements.

To the best of our knowledge and belief, we declare that non-audit services prohibited by the FRC’s Ethical Standard were not
provided to the company.

Other than those disclosed in note 7 to the financial statements, we have provided no non-audit services to the company in the
period from 1 January 2019 to 31 December 2019.

Our audit approach

Overview

. Overall materality: £5 million (2018: £5.8 mulhon), based on 5% of average three year adjusted profit before
tax.

. The majority of the accounting and financial reporting function is based at the company’s principal office in
Materiality Chester. The company’s ultumate parent is HSBC Holdings pic. Certain control activities and processes are
performed by other operating companies within the HSBC Group and some at shared service centres (for
example, payroll processing). Therefore, certain audit procedures were performed by PwC teams in the
relevant locations. This work was summansed in a Memorandum of Work Performed. We reviewed the
Memorandum of Work Performed, and determined that the procedures performed were appropriate and
therefore concluded that we could place relrance on the work performed by other PwC teams.

Audit seope

Recognrtion of revenue under Effective interest rate (EIR) accounting.
Expected credit loss provisions for loans and advances to customers.

Key audit *
.
. Customer Redress - Payment Protection Insurance {'PPI’).
.
.

matters

Prowvistons for conduct related matters other than PPI.
IT access management.

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. In particular, we looked at where the directors made subjective judgements, for example in respect of significant
accounting estimates that involved making assumptions and considering future events that are inherently uncertain.

Capability of the audit in detecting irregulartties, including fraud

Based on our understanding of the company and industry, we identified that the principal risks of non-compliance with laws and
regulations include, but are not limited to, the Financial Conduct Authority's regulations, the Prudentia! Regulation Authority's
regulations and the UK tax legislation. We considered the extent to which non-compliance might have a material effect on the
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financial statements. We also considered those laws and regulations 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 for 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 1o increase revenue or reduce expenditure, 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 the expected credit loss provisions of loans and advances to customers, EIR
accounting, provisioning for PPl and other conduct related matters (see related key audit matters), and identifying and testing
journal entries, in particular any journal entries posted with unusual account combinations or posted by senior management.
Audit procedures performed by the engagement team included review of the financial statcment disclosures to underlying
supporting documentation, review of caorrespondence with and reports to the regulators, review of correspondence with legal
advisors, enquiries of management, enquiries of lega! counse! and review of internal audit reports in so far as they related to the

financial statements.

There are inherent limitations in the audit procedures described above and the further removed non-compliance with laws and
regulations is from the events and transactions reflected in the financial statements, the less likely we would become 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 fram
error, as fraud may involve deliberate concealment by, for example, forgery or intentional misrepresentations, or through

collusion.
Key audit matters

Key audit matters are those matters that, in the auditors’ professional judgement, were of most significance in the audit of the
financial statements of the current period and include the mast 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 averall audit strategy; the
allocation of resources in the audit; and directing the efforts of the engagement team. These matters, and any comments we
make on the results of our pracedures 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.

Recognition of revenue under effective interest
rate (EIR) accounting

Matters discussed with the Audit and Risk
Committee

Loans and advances to custorners are recognised at amortised
cost, and interest income recognised using the Effective
interest Rate (EIR) method. The majority of the Entity's interest
income is calculated by automated systems and requires little
or no management judgement. Therefare we have focused our
work in relation to recognition of revenue under EIR
accounting and specifically credit cards.

EIR accounting is inherently subjective as it requires
management to predict customer behaviour into the future,
over the expected life of the products on which the EIR
adjustment calculation is based. Changes in the key estimates
and judgments could have a material impact on the EIR
adjustments and hence the revenue recognised in any one
accounting period.

For credit cards there are significant judgments in calculating
the EIR adjustment including setting estimates relating to the
retention of customer balances over the expected life, the
proportion that remain active following the end of the
promotional period and the related interest income earned on
those balances.

Management has estimated the impact persistent debt
regulations wilf have on customer behaviour and therefore on
the accrued interest balance. This included assessing the
proportion of customers who will take up each of the options
offered by the bank, including increasing credit card
repayments or switching to alternative products and
considering those who may have cards suspended.

See Notes 1.2.(e}), 14 for the relevant disclosures including
critical accounting estimate, accounting policies and analysis
of effective interest rate.

Discussions with the Audit and Risk Committee focused on the
key judgements and estimates including the level of expected
customer balances and interest yield on significant
promotional offers, the retention of balances after the end of
the promotional period, and consideration as to how the
entity’s historic experience is consistent with that expected in
the future.

We also discussed key products where deviation from
expected customer behaviour in the year has resulted in
revenue adjustments taken.

We discussed the impact on key estimates and judgements
applied in response to the FCA's proposed changes to rules
impacting customers in persistent debt.

We also discussed the results of our audit work including
testing of management controls, substantive testing and
application of accounting standards

10
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Procedures performed to support our discussions and conclusions
¢ Tested the controls over data input and checked the accuracy of model calculations.

e  Observed management's governance meetings for the setting, challenge and approval of key estimates, including
monitoring of actual trends compared to forecast estimates.

* Tested the governance over product pricing models and the use of that output to support the determination of EIR at
origination.

* Tested the appropriateness of models used by management in EIR calculations and critically assessed and challenged
the appropriateness of the key estimates, including expected life of customer accounts and assessing whether the use
of customer balance and vield curves hased on historic data were appropriately reflective ot current behaviour and an
appropriate indicator of the future.

. Performed sensitivity analyses of key estimates to understand the materiality of the impact that potential realistic
changes in estimates may have, either individually or in combination, on the EIR asset.

= Performed testing over the adjustments taken to revenue during the year as a result of persistent debt regulations,
considering the appropriateness of estimates made around the contact programme, customer responsiveness and
resulting actions, and the completeness of the populations identified.

¢  Assessed the sufficiency of the disclosures in the financial statements relating to significant estimates made in the EiR
calculation, including disclosure of sensitivities.

Expected credit loss provision for loans and Matters discussed with the Audit and Risk

advances to customers Committee
The ECL provision for loans and advances to customers We discussed with the Audit and Risk Committee the changes to
has a significant number of data inputs for all the retail risk factors and other inputs within the models, such as the UK'’s

portfolios, with material ECL arising on the credit card and planned and actual departure from the EU.

personal loans portfolios. We discussed the more judgmental decisions made by

In addition to the data inputs a number of key judgments  management, in particular the application of forward economic
are used to estimate the ECL provision, in particular the guidance, including the severity and likelihood of alternative
severity and likelihood of alternative downside economic  downside economic scenarios that form part of the forward
scenarios that form part of the forward economic guidance economic guidance and their impact on ECL; and the threshold

and their impact on ECL. criteria for measurement of significant increase in credit risk; and
. A . . consideration of required post model adjustments, including the

Other key estimates include the determination of impact of model and data limitations.

probabilities of default and loss rates, and their impact on

the determination of significant increases in credit risk; We discussed the observations made by our credit risk modelling

and the apprapriateness of post model adjustments made experts with regard to the models and our assessment of the

to reflect model and data limitations. judgments applied by management within the modelling.

Whilst the credit environment has remained largely benign We also discussed how the control environment over the

as a result of low interest rates and low unemployment, calculation of ECL evolved following initial adoption, reporting on

broader economic risks such as the impact of the UK areas of improvement and the results of our testing.

departure from the EU remain which increase the

estimation uncertainty in the ECL. No material misstatements have been identified from our work.

See Notes 1.2.{f), 28 for the relevant disclosures including
critical accounting estimate, accounting policies and
analysis of the impairment of loans and advances to
customers.

Procedures performed to support our discussions and conclusions

* Tested model performance monitoring and validation controls, including periodic policy and independent model reviews
and back testing of model performance and approval of model changes.

s Performed risk based substantive testing on models that we updated during the year, including independently rebuilding
the modelling for certain estimates.

¢  Controls over the inputs of critical data into source system and the flow and transformation of data between source
systems to the impairment calculation engine were tested. Substantive testing was performed over the critical data
used in the year end ECL calculation.

* Tested contrals over the inputs of critical data into source system and the flow and transformation of data between
source systems to the impairment calculation engine. Substantive testing was performed over the critical data used in
the year end ECL calculation.

» Tested the review and challenge of multiple economic scenarios by an expert panel and internal governance committee,
and assessed the reasonableness and likelihood of these scenarios using our economic experts. Relevant economic,
political and other events were considered in assessing the reasonableness of alternative downside scenarios. The
severity and magnitude of the scenarios were compared to external forecasts and data from historical economic
downturns, and the sensitivities of the scenarios on the ECL were considered.

¢ Observed management's review and challenge forums to assess the ECL autput and approval of post model
adjustments.

1
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Customer Redress - Payment Protection Matters discussed with the Audit and Risk
Insurance ('PPI') Committee

The provision for customer redress in respect of PPi We discussed with the Audit and Risk Committee the

incorporates a number of estimates that are highly appropriateness of applying historic validity rates and average
judgemental. redress to the remaining information requests.

A high volume of information requests and complaints We discussed the adequacy of provisions for matters not impacted
were received in the run up to the time bar on the 29 by timebar, including Ofticial Receiver complaints and legal claims.

August 2019. As a result of the volumes received a
significant number are yet to be assessed for mis-selling.  we discussed the results of our controls and substantive testing.
We also discussed alternative scenarios and the range of sensitivity

The validity rate applied to the information requests and in concluding on the adequacy of the provision held.

the average redress for these cases including those in
respect of the complaints brought by the Official Receiver
are the key estimates_underlying the provision. The validity

rate leads 10 the assessment of volumes of complaints ‘yet
to be worked.

An estimate has also been made in relation to potential
future legal claims where volumes are difficult to predict.

See Notes 1.2.(a). 22 for the relevant disclosures including
critical accounting estimate, accounting policies and
analysis provisions for customer redress (PPI).

Procedures performed to support our discussions and conclusions

. Evaluated the design and tested the operating effectiveness of key controls over the process of capturing key data used
in the PPt provision calculation model.

. Examined the modelling process around the PP! provision calculation. We tested historical validity rates and redress
amounts with worked cases and assessed whether the estimates underpinning the provision calculations, including
future trends expected in respect of these inputs, were appropriate.

. Tested historic data relating to the number of legal claims received and assessed whether the estimates and judgements
relating to future volumes were appropriate.

. Considered the sensitivity of the provision to possible variations in estimates. This could result in ditferent amounts for
some provisions to those calculated however these differences were within a reasonable range of outcomes.

. Evaluated whether the disclosures within the financial statements appropriately address the significant uncertainties

that exist around determining the provisions and the sensitivity of the provisions to changes in the underlying estimates
by comparing to the output of our audit work.

Provision for conduct related matters other Matters discussed with the Audit and Risk

than PPI Committee

A number of deficiencies have been identified in the We discussed with the Audit and Risk Committee the process
Bank's internal processes that have resulted in customer  performed by mana%ement to estimate the impacted populations.
detriment. The provision for these matters reflects the We also discussed the estimates used in determining the expected

expected cost of repayment of historic fees and interest, redress for each cohort.
distress and inconvenience payments and related

operational remediation activities. We discussed the results of our controls and substantive testing.
R We also discussed alternative scenarios and the range of sensitivity
Management grouped customers into cohorts based on in concluding on the adequacy of the provision held.
the nature of the matter. The volume of customers
impacted and expected redress amounts to be paid are No material misstatements have been identified from our work.

the key estimates underlying the provision.

Few customer redress payments have been made to date
and the population of impacted customers is still being
identified. The data available to support these estimates is
limited, making them highly subjective.

See Note 1.2.(a), 22 for the relevant disclosures including
critical accounting estimate, accounting policies and
analysis of provision for conduct reJated matters (other
than PPI),

Procedures performed to support our discussions and conclusions
. Evaluated the design and tested the operating effectiveness of key controls over key inputs to the calculated provision.

s Assessed the nature of process deficiencies and their consistency with cohorts of impacted customers identified by
management.

*  Evaluated the completeness of impacted cohorts identified by management.

e Examined the appropriateness of the provisioning model and underlying estimates used. We tested the appropriateness
of customer populations identified for each cohort and the estimated redress per customer.

*  Considered the sensitivity of the provision to possible changes in outcome. Considered the different amounts calculated
to be within a reasonable range of outcomes.

12
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. Evaluated whether the disclosures within the financial statements appropriately address the uncertainties inherent to
determining the provision and the sensitivity of the provision to changes in key estimates by comparing to the output of
our audit work.

Information technology (‘IT’) Access Matters discussed with the Audit and Risk
Management Committee

Our audit approach relies extensively on automated The significance of IT controls to our audit and the status of the
controfs and therefore on the effectiveness of controls remediation was discussed at the Audit Committee meetings
over IT systems. during the year.

In previous years, we identified and reported that controls  No material misstatements have been identified from our work.
over access to applications, operating systems and data in
the financial reporting process required improvements.
Access management controls are critical to ensure that
changes to applications and underlying data are made in
an appropriate manner. Appropriate access and change
controls contribute to mitigating the risk of potential traud
or errors as a result of changes to applications and data.
Management implemented remediation activities that
have contributed to progress being made in reducing the
risk over access management in the financial reporting
process. Controls continue to require some improvement
going forward.

Procedures performed to support our discussions and conclusions

* Tested access rights over applications, operating systems and databases relied upon for financial reporting. Specifically, the
audit tested that:

- new access requests for joiners were properly reviewed and authorised.

- user access rights were removed on a timely basis when an individual left or moved roie.

— access rights to applications, operating systems and databases were periodically monitored for appropriateness.
- highly privileged access was restricted to appropriate personnel.

¢ Other areas that were independently assessed included: password palicies; security configurations; controls over changes to
code, data and configuration; and that the ability to make such change via privileged operating system or databases access in
the production environment was appropriately restricted.

* Where control deficiencies were identified, a range of additional procedures were performed:

~ where access outside of policy was identified, we understood the nature of the access, and, where required, obtained
additional evidence on whether that access had been exploited.

~ testing of remediated controls to manage the monitoring of business access, including access that would allow a user to
potentially override segregations of duty; and
- substantive testing of whether user inapprapriately hold access to key functionality underpinning financial reparting

process, specific year-end reconciliations (i.e. custodian, bank account and suspense account reconciliations) and
confirmation with external counterparties,

How we tailored the audit scope

We tailored the scope of our audit to ensure that we performed enough work to be able to give an opinion on the financial
statements as a whole, taking into account the structure of the company, the accounting processes and controls, and the industry
in which it operates.

At the planning stage we updated our understanding of the entity and its environment, considering the company's operations,
ownership and governance structures, accounting framework, selection of accounting policies and the company's objectives and
strategies. We updated our understanding of the internal control environment, including in relation to IT. Industry level factors
were also considered, including applicable laws and regulations.

Based on these initial audit planning procedures, we performed our risk assessment at the account balance and assertion level,
considering risks of material misstatement through fraud or error.

The scope of our audit and the nature, timing and extent of our audit procedures were designed, planned and executed with
consideration of our risk assessment, the financial significance of account balances, and other qualitative factors (e.g. history of
error or misstatements). We performed audit procedures over all account balances and disclosures which we considered to be
material and/or represent a risk of material misstatement to the financial statements.

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 determine the scope of our audit and the nature, timing and extent
of our audit procedures on the individual financial statement line items 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:

13
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Overall materiality £5 million (2018: 5.9 million).
How we determined it 5% of average three year adjusted profit before tax.
Ranonale for benchmark applied Adjusted profit before tax is the primary measure used by the company and the

shareholder in assessing the performance of the company and removes the impact of
significant items that distort the underlying results. Costs relating to customer redress
programmes (such as PPl and other conduct related matters) are large, one-off items
unrelated to the underlying performance of the company. The impact of the profit share is
also adjusted. We considered a three year average of this adjusted benchmark due to
relative volatility in the underlying results and this being considered to give a more
rcpresentative position of underlying performance.

We agreed with the Audit and Risk Committee that we would report to them misstatements identified during our audit above
£260,000 (2018: £295,000) as well as misstatements below that amount that, in our view, warranted reporting for qualitative

reasons~ —————— "~ "™~" -~— - - - - - s — — e e L — e — . - o . -

Conclusions relating to _going concern
{SAs (UK) require us to report 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 doubt
about the company’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 authorised for issue.

We have nothing to report in respect to the above matters.

However, because not all future events or conditions can be predicted, this statement is not a guarantee as 1o the company’s
ability to continue as a going concern. For example, the terms of the United Kingdom's withdrawal from the European Union are
not clear, and it is difficult to evaluate all of the potential implications on the company’s trade, customers, suppliers and the wider
economy.

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements and our auditors’
report thereon. The directors are responsible for the other information. Qur opinion on the financial statements does not cover the
other information and, accardingly, we do not express an audit opinion or, except to the extent otherwise explicitly stated in this
report, 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 so,
consider whether the other information is materially inconsistent with the financial statements or our knowledge obtained in the
audit, or otherwise appears to be materially misstated. If we identify an apparent material inconsistency or material misstatement,
we are required to perform procedures to conclude whether there is a material misstatement of the financial statements or a
material misstatement of the ather information. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that fact. We have nothing to report based on these
responsibilities.

With respect to 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} require us also to
report certain opinions and matters as described below.
Strategic Report and Report of the Directors

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 the 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 company and its environment obtained in the course of the audit, we did not
identify any material misstatements in the Strategic Report and Report of the Directors.

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements

As explained more fully in the Directors’ Responsibility Statement in respect of the financial statements set aut on page 8, the
directors are responsible 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 company's ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting uniess the
directors either intend to liquidate the company or to cease operations, or have no realistic alternative but to do so.

14
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Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion. Reasonable assurance is a
high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.

A further description of our responsibilities for the audit of the financial statements is located on the FRC's website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report.
Use of this report ’

This report, including the opinions, has been prepared for and only for the 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, accept or assume
responsibility for any other purpose or to any other person to whom this report is shown or into whose hands it may come save
where expressly agreed by our prior consent in writing.

Other required reporting

Companies Act 2006 exception reporting
Under the Companies Act 2006 we are required to report 1o you if, in our opinion:
] we have not received all the information and explanations we require for our audit; or

* adequate accounting records have not been kept by the company, or returns adequate for our audit have not been
received tfrom branches not visited by us; or

* certain disclosures of directors’ remuneration specified by law are not made; or
* the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

Appointment

Following the recommendation of the Audit and Risk Committee, we were appointed by the directors on 17 March 2015 to audit
the financial statements for the year ended 31 December 2015 and subsequent financial periods. The period of total uninterrupted
engagement is 5 years, covering the years ended 31 December 2015 to 31 December 2019.

Kwnu-\»j

Heather Varley (Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Manchester

26 February 2020
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Financial statements

Income statement for the year ended 31 December 2019

2018 2018
Notas £'000 €000
Interest income ) 252,503 270,652
Interest expenco ) ~ (47,638) {42,059)
Net interest income 2 56:?‘5?;5 228,593
Fee and commission income 105,463 108.921
Fee and cgnlmjgygnre;ibense B . (:;_576.86) ) (go‘g'«in
Nét fee income 2 . es,rr7 68.080
Gains less losses from financial investments 83 1,788
Other operating Income’ i 66,265 426
Net operating ir before change in exp d credit | and other credit impairment
charges 340,960 298,887
Change in expected credit losses and other credit impairment charges 2 (70,289) {50.137)
Net operating income 270,671 248,750
‘gmp[oyee compensation and benefits 4 {45,865) {46,135)
_§e;e;al and administrative ex[;eriﬁes 2 (56;,682) (155;52‘!7)
Depreciation of property, plan—l and equipment 6 {737) (7QG)
Amartisation of intangible assets ' 24 7330) 1302)
Depreciation of right-of-use assets” 2 (3.958) -
Total operating expenses’ (356,572) (203.730)
Operating (loss)/profit {85,901) 45,020
{Loss)/profit before tax (85,901} 45,020
Tax expense 8 (32,659) {25.977)
{Loss)profit for the year (118,560) 19.043
1.MES plc profit shars has been lassifiad from Oparating E n 2018 {£0.9m) to Other Operating Income in 2019 (£66mj dus to the nature of it beng an

intermediation fae between ME&S plc and the Entity.
2.Right-of-use sscots hava bson recognised from January 2019 foll g the adoption of IFRS16. Ce

have not been re-stated (ses note 27).
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Statement of comprehensive income for the year ended 31 December 2019

2019 “T2018

o y » £'000 £000
{Losslprofit for the year o e - __{118,560) 19,043
Other comprehensive income e ' ) ) R ) 7
I!qm§ thiit_wjl_l be recl ified subseq ;'; to profit and loss when specific éonditiong are met:
Available-for-sale investments . e : -
-tair value gains e e o -
-incorrgell_a_ggs S R ) N - B -
O‘t_ljerrét;mprehensive income for the year, ;e;;f“ta‘u o 7 ) i - -
Tatal comprehensive (expense)income for the year o {118,560) 18043

All operations are continuing. There has been no comprehensive income or expense other than the {loss)/profit for the year as

shown above (2018: nil).
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Balance sheet at 31 December 2019
Registered No: 1772585

2008 2018
) Ncte: £'000 £'000
Assets - '
Cash and hatances at central banks 9,361 10,211
ltems i the course ot collection from other banks 7.704 30.246
Loans and advances to banks o 1,700,247 1,691,726
Loans and advances to customers " 4,138,465 3773913
Prepayments and accrued income . 3.858 7 1,449
Other assets” i o 18 135,602 44518
Praperty, plant and equip}nsm 6 1,546 1,601
Right-of-use assets’ 7 19,201 -
Intangible assets o ” 1,_49_-1 1,544
Deferred tax assets K 12,528 14,634
Total assets 6,030,003 5.569.902
Liabilities and equity
Liabilities 7 .
Deposits by banks ' 3 3,055,000 2,627.092
Customer accounts oe 2,123,314 2,250,232
Items in the course of transmission 10 other banks 6,569 2,660
Accruals, deferred income and other liabilities' a1 105,617 107,232
Current tax liabilities 31,066 24,244
Provisions 22 195,507 114,800
Subordinated liabilities 22 95,202 29,1 96
Total liabilities 5,612,295 5,205,456
Equity ,
Cgllea ur:t share capital 25 260,000 83.009
Other equity instruments 2 69,000 60.000
Retained earnings 88,708 211.446
Total equity 417,708 364,446
Total liabilities and equity 6,030,003 5,569,902
1.Right-of-use ascets have been recognised from January 2019 following the ption of IFRS16, C atives have not boen re-stated (see note 27),
2. Amounis due from M&S plc will be racovered in line with the rele hip agr through offsetting future profit share charges as profits are earned

The accompanying notes on pages 21 to 58 form an integral part of these financial statements.
These financial statements were approved by the Board of Directors on 26 February 2020 and signed on its behalf by:

P W Scott
Director
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Statement of cash flows for the year ended 31 December 2019

2019 2018

Nates €£'000 £'000
Cash flows from operating activities
{Loss)profit before tax o ) (85,901) 45.020
Adjustments f;'_ar: h "’
Non-cash items included in profn before tax 0 132,426 (80.858)
Change in o':)qraiiﬁg assets’ > 0 (435,396) _ (80,095
Change in oparating habilities? } ) 1o (151,2a6) {316.273)
Tox paid - ' {23.749) {36.875)
Net cash used in operating activities {563,866) {479.081)
Cash flows from investing activities
Purchase of property, pant and equipment {682) {520)
Purchase of intangible assets . . (276) -
Procae&s ﬁ’om the sale and matunty of ﬁnanci'al investments - 672
Net cash (used in)/generated from investing activities {958) 152
Cash flows fram financing activities
Proceeds from Borrowings 225,595 205,370
Issue of ordinary share capilal and other equity instruments 25 176,000 7 -
Subordinated loan capital issued v 2 16,000 -
Dwidends paid ’ - ) {4,559) 14.572)
Net cash generated fram financing activitics 413,036 200,798
Net decrease in cash and cash equivalents {151,788) {278,131)
Cash and cash equivalents brought forward' % 1,397,511 1,675,642
Cash and cash equivalents carried forward ] 1 1,245,723 1,397,511

1 Right-of use assets have been recognised from January 2019 following the adaption of IFRS16. Comperatives have not bean re-stated (see note 27).

2 In 2019 tha Entity excluded loans and adh 5 1o banks of less then 3 months but greater than | manth from cash and cash equivalents These wers praviously inclided
due to being flable on de d In addition in 2018 the Entity has includsd its cash ratio depasit account in cash and cash aquivalants in fina with the perent company
g policy. Rel P ives have baen re-pr d and also include other cash equivalents not included in 2018 cash and cash aquivalents. The nat effact of
this change was to dacrease cash and cash equivalents by £340m in 2018 and by £640m in 2017.

3 At 31 Decomber 2018 £5 4m «2018 £4.3m) was not availabla for use by the Entity as it relates to mandatory deposits at central banks.
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Statement of changes in equity for the year ended 31 December 2019

Oth.; resorves

Financial
Callad up share Othar equity Retained assats at
pital inst ing FVOC) raserve Total oquity
SDDQ £'000 t'g??‘ £'000 VC'OQB
At 1 Jan 2019 93,000 60,000 211,446 - 364,446
Loss for the year - = {118,560) - {118,560)
Additional tier 1 instrument issued 9,000 - - 9,000
New shares issued 167,000 - - - 167,000
Dividends to sharehiolders - - (4,559) - 14.559)
Net impact of equity-settled share-based payments - - . 381 - 1))
At 31 Dec 2019 260,000 69,000 88,708 — 417,708
Other rasarves
Financial assets
Called up share Other equity Retained at FVOCI
capital instruments earnings reserve Toial equity
£000 £'000 £'000 £000 £'000
As at 31 Dec 2017 45.000 60,000 224.620 474 330.094
Impact on transition to IFRS 9 {see Note 32) - - (29.634) (474} {30,158)
At 1 Jan 2018 45,000 60,000 194,936 - 299,936
Profit for the year - - 19,043 - 19,043
New shares issued 48,000 - - - 48,000
Dividends to shareholders - - (4.572) - 14,572)
Met impact of equity-setiled share-based payments - - 38 = 38
Other moyen_\eﬁls - - - 2.001 I 2,000
At 31 Dec 2018 93.000 60,000 211,446 — 364.446

1. All new capital subscribed during 2018 and 2019 was issued to HSBC UK. For further details refer to note 25.

2. Other equity instruments - Additional Tier 1 Capital was issued to HSBC UK in 2019. For further details refer to note 25.
3. Equity is wholly attributable to equity shareholders of Marks and Spencer Financial Services Plc.
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Notes on the financial statements

1. Basis of preparation and significant accounting policies

The financial statements of the Entity have been prepared in accordance with the Companies Act 2006 as applicable to
companies using International Financial Reporting Standards {'IFRSs'). The principal accounting policies applied in the
preparation of these financial statements have been consistently applied to all of the years presented, unless otherwise stated.

The financial statements have been prepared under the historic cost convention or historic cust modified by revaluation of
financial assets and financial liabilities held at fair value through profit and loss (as applicable).

1.1. Basis of preparation
{a) Compliance with International Financial Reporting Standards

The financial statements of the Entity have been prepared in accordance with IFRSs as issued by the International Accounting
Standards Board ('IASB’), including interpretations issued by the IFRS Interpretations Committee, and as endorsed by the
European Union ('EU’).

At 31 December 2019, there were no unendorsed standards effective for the year ended 31 December 2019 affecting these
financial statements, and the Entity's application of IFRSs results in no differences between IFRSs as issued by the IASB and
IFRSs as endorsed by the EU.

Standards adopted during the year ended 31 December 2019
IFRS 16 Leases’

On 1 January 2019, Company adopted the requirements of IFRS 16. The adoption of the standard increased assets by £23m and
increased financial liabilities by the same amount with no effect on net assets or retained earnings.

On adoption of IFRS 16, Company recognised lease liabilities in relation to leases that had previously been classified as ‘operating
leases’ in accordance with IAS 17 ‘Leases’. These liabilities were recognised in ‘other liabilities' and measured at the present
value of the remaining lease payments, discounted at the lessee’s incremental borrowing rate at 1 January 2018. The associated
right of use ('ROU’) assets were recognised in ‘other assets’ and measured at the amount equal to the lease liability, adjusted by
the amount of any prepaid or accrued lease payments or provisions for onerous leases recognised on the balance sheet at 31
December 2018. In addition, the following practical expedients permitted by the standard were applied:

* reliance was placed on previous assessments on whether leases were onerous;

e  operating leases with a remaining lease term of less than 12 months at 1 January 20193 were treated as short-term leases;
and

* initial direct costs were not included in the measurement of ROU assets for leases previously accounted for as operating
leases.

The differences between IAS 17 and IFRS 16 are summarised in the table below:

Leases were classified as Leases are recognised as an ROU asset and a corresponding liability at the date at which the leased asset is made
either finance or operating  available for use. Lease payments are allocated between the liability and finance cost. The finance cost is charged to

leases. Payments made profit or loss over the lease term so as to produce a constant period rate of interest on the remaining bafance of the
under operating leases liabity. The ROU asset is depreciated over the shorter of the ROU asset's useful econamic life and the lease term on
were charged to profit or a straight-line basis.

lossona straight-line basis  |n determining the lease term, we consider all facts and circumstances that create an economic incentive to exercise
over the period of the lease. an extension option or not exercise a termination option over the planning horizon of five years.
In general, 1t 1s not expected that the discount rate implicit in the tease is available so the lessee’s incramental
borrowing rate 1s used. This is the rate that the lessee would have to pay to borrow the funds necessary to obtain an
asset of a similar value in a similar economic environment with similar terms and conditions. The rates are
determmned for each economic environment in which we operate and for each term by adjusting swap rates with

funding spreads (own credit spread} and cross-currency basis where appropriate.

No impact of IBOR amendments issued in 2019 as the Entity does not engage in any hedging activities.
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(b} Future accounting developments
Minor amendments to IFRSs

The IASB published a number of minor amendments to IFRSs which are effective from 1 January 2020, some of which have been
endorsed for use in the EU. The Entity expects they will have an insignificant effect, when adopted, on the financial statements of
the Entity.

Major new IFRSs
IFRS 17 ‘Insurance Contracts’

The IASB has published IFRS 17 ‘Insurance Contracts’. IFRS 17 has not yet been endorsed but is not expected to have a
significant impact on the consolidated financial statements of the group and the separate financial statements of the bank.

{c) Changes to the presentation of the financial statements and Notes on the Financial Statements

in order to make the financial statements and notes thereon easier to understand, the Entity has changed the location and the
wording used to describe certain accounting paolicies within the notes, removed certain immaterial disclosures and changed the
order of certain sections.

In the current year the M&S plc profit share has been re-classified in Other Operating income due to it being a receivable from
ME&S plc (prior year £0.9m in Operating Expenses). By nature this reflects the income/expense arising from the profit share
agreement between M&S plc and the Entity. Given it's size in the year this has been separately disclosed.

(d) Presentation of information
The functional currency of the Entity is Sterling, which is also the presentational currency of the financial statements of the Entity.

The financial statements present information about the Entity as an individua! undertaking and not about its group. The Entity is
not required to prepare consolidated financial statements by virtue of the exemption conterred by section 400 of the Companies
Act 2006.

Capital disclosures under IAS1 ‘Presentation of Financial Statements' ('|AS 1') have been included in the audited section of the
'Report of the Directors: Capital Management’ on page 7.

{e} Critical accounting estimates and judgements

The preparation of financial information requires the use of estimates and judgements about future conditions. In view of the
inherent uncertainties and the high level of subjectivity involved in the recognition or measurement of items, highlighted as the
“critical accounting estimates and judgements’ in section 1.2 to follow, it is possible that the outcomes in the next financial year
and beyond could differ from those on which management’s estimates are based. This could result in materially different
conclusions fram those reached by management for the purposes of these financial statements. Management's selection of the
Entity's accounting policies which contain critical estimates and judgements reflects the materiality of the items to which the
policies are applied and the high degree of judgement and estimation uncertainty involved.

{f) Going concern

The financial statements are prepared on a going concern basis, as the Directors are satisfied that the Entity has the resources to
continue in business for the foreseeable future. In making this assessment, the Directors have considered a wide range of
information relating to present and future conditions, including future projections of profitability, cash flows and capital resources.
This includes the level of funding and capital support expected to be required and to be available from the HSBC Group. The

Entity is part of the Domestic Liquidity Sub-group (‘Liquidity Group') of HSBC UK Bank plc and theretore part of the internal
liquidity control and management structure of HSBC UK Bank plc. The Entity's liquidity position is managed as part of the HSBC
Bank UK plc Liquidity Group, under which members agree to provide liquidity support when necessary.

Stress tests demonstrate that HBUK would be able to provide liquidity where required by the Entity.
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1.2. Summary of significant accounting policies
{a) Provisions, contingent liabilities and guarantees

Provisions

Provisions are recognised when it is probable that an outflow ot economic benefits will be required to settle a present legal or
constructive obligation that has arisen as a result of past events and for which a reliable estimate can be made.

Critical accounting estimates and judgements

The recognition and measurement of provisians requires the Entity to make a number of judgements, assumptions and estimates. The most
significant are set out below:

. Provisi for legal p dings and regulatory matters typically require 8 . P for diation also require ..lgmflt:em Iova|s 0'._
higher degree of judgenient than other types of provisions. When mattars are :..[t'lmauon The amm:mrs 0}“ prov 0 °d dopenc s
at an early stage, accounting judgements can be difficult becauss of the high " erent assumptions, such as the °°""""‘“;" of nboun °?:‘r:°°‘ an:
di f uncertai ociated with determining whather a present information raq 1o naw ! roporucn of those naw

egres of uncertainty ass H8rmining e " complaints which are to be upheld, end the redress 1o be paid to each upheld

obligation exists, and estimating the p y end of eny complaint. Mose information about these assumptians is included in Note 22.
that may arise. As matters progiess, inanagement and legal advisers evaluate
on an ongoing basis whsthar p1 shnuld be uicagmsed: revising - P: 1s for legal p dings and regul. y mattars remain very sensitive
previous astimates as approp At mora stages, it is typically lu tha assumpuons used in the o5 tmate. There could be a wader |ange of
aasier to make estimatas around a better defined set of possible outcomss. for any p loysl dings, 1nv

inquinas, As a rasult it 1s often not placllcable w0 quanufy a1ange of poss:ble
outcamaes for indwvidual matters. It is also not practicable to meaningfuily

. Determining whather a present obligation exists. Profescional advice is taken quant {y ranges of potential outcomes in aggregate for thess typas of
on the nent of | property (including onerous contracts) and provisions because of the diverss nature and circumstances of such marters
similar obligations. and the wide range of uncertainties involved.

Contingent liabilities, contractual commitments and guarantees
Contingent habilities

Contingent liabilities related to legal proceedings or regulatory matters are not recognised in the financial statements but are
disclosed unless the probability of settlement is remote.

Financial guarantee contracts

As at 31 December 2019 the Entity did not hold any financial guarantee contracts {2018 nif).
{b) Income and expense

Interest income and expense

Interest income and expense for all financial instruments, excluding those classified as held for trading or designated at fair value
are recognised in ‘Interest income' and ‘Interest expense’ in the income statement using the effective interest method.

Interest on credit impaired financial assets is recognised using the rate of interest used to discount the future cash flows for the
purpose of measuring the impairment loss.
Non-interest iIncome and expense

Fee income is earned from a diverse range of services provided by the Entity to its customers. Fee income is accounted for as
follows:

* Income earned on the execution of a significant act is recognised as revenue when the act is completed (for example, fees
arising from sale of travel money); and

* Income earned from the provision of services is recognised as revenue as the services are provided (for example, interchange
fee income).

Fee expense is recognised as services are received or liabilities are accrued.

Directly attributable acquisition costs are recognised over the estimated life of the relevant financial asset or financial liability. For
credit cards this is 7 years, and for current accounts 5 years. These are reviewed annually to ensure they remain appropriate.

Other Operating Income
Profit share receivable/payable is recognised in accordance with the terms of the Relationship Agreement with M&S plc.

{c) Investments in subsidiaries

The Entity classifies investments in entities which it controls as subsidiaries. Where an entity is governed by voting rights, the
entity consolidates when it holds, directly or indirectly, 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 to
variability of returns, power to direct relevant activities and whether power is held as agent or principal.

The Entity's investments in subsidiaries are stated at cost less impairment losses.
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{d) Valuation of financial instruments

All financial instruments 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 value of a financial
instrument on initial recognition is generally its transaction price {that is, the fair value of the consideration given or received).

The fair value of financial instruments is generally measured on an individual basis.
{e} Financial instruments measured at amortised cost

Loans and advances

Financial assets that are held to collect the contractual cash flows and that 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 advances to banks and customers and some debt securities. In addition, most financial liabilities are
measured at amortised cost. The carrying value of these financial assets and initial recognition includes any directly attributable
transaction costs. - T -

The Entity may commit to underwriting loans on fixed contractual terms for specified periods of time. When the Entity intends to
hold the loan, a provision on the loan commitment is only recorded where it is probable that the Entity will incur a loss.

Crnitical accounting estimates and judgements

The measurement of 0ans and advances to customers at amoruised cost requires management to estimate the effective interest rate for these
loans, and results in the build-up of an asset during promotionaf penods as interest is accrued and recognised as 1t 1s earned but it 1s not charged
to the customer. N =

(f) tmpairment of amortised cost and FVOCI financial assets

Expected credit losses are recognised for loans and advances to banks and customers and other financial assets held at

amortised cost. 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 lite is less

than 12 months} {'12-month ECL’). In the event of a significant increase in credit risk, allowance (or provision) is required for ECL

resulting from all possible default events over the expected life of the financial instrument ('lifetime ECL'). Financial assets where

12-month ECL is recognised are considered to be 'stage 1'; financial assets which are considered to have experienced a

significant increase in credit risk are in 'stage 2'; and financial assets for which there is objective evidence of impairment so are

considered to be in default or otherwise credit-impaired are in ‘stage 3".

Credit-impaired (stage 3)

The Entity determines that a financial instrument is credit-impaired and in stage 3 by cansidering relevant objective evidence,

primarily whether:

e contractual 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 lega! 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 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

detault are aligned as far as possible so that stage 3 represents all loans which are considered defauited or otherwise credit-

impaired.

Interest income is recognised by applying the effective interest rate to the amortised cost amount, i.e. gross carrying amount less

Expected Credit Loss (ECL) allowance.

Write-off

Financial assets (and the related impairment allowances) are normally written off, either partially or in full, when there is no
realistic prospect of recovery. Where loans are secured, this is generally after receipt of any proceeds from the realisation of
security. In circumstances where the net realisable value of any collateral has been determined and there is no reasonable
expectation of further recovery, write-off may be earlier.

Renegotiation

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 until there is sufficient evidence
to demonstrate a significant reduction in the risk of non-payment of future cash flows and retain the designation of renegotiated
until maturity or derecognition.

A loan that is renegotiated is derecognised it the existing agreement is cancelled and a new agreement is made on substantially
different terms or if the terms of an existing agreement are modified such that the renegotiated loan is a substantially different
financial instrument.

All modified loans could be transferred out of stage 3 if they no longer 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, aver the minimum observation 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 a 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). Any amount written off as a result of the moditication of contractual terms would not be
reversed.
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Significant increase in credit risk (stage 2)

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 default occurring over the remaining life of the financial instrument. The assessment
explicitly or implicitly compares the risk of default occurring at the reporting date compared to 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-looking
information consistent with that used in the measurement of ECL. The analysis of credit risk is multifactor. The determination of
whether a specific tactor is relevant and its weight compared with other factors depends on the type of product, the
characteristics of the financial instrument and the borrower. Therefore, it is not possible to provide a single set of criteria that will
determine what is considered to be a significant increase in credit risk and these criteria will differ for different types of icnding.
However, unless identified at an earlier stage, all financial assets are deemed to have suffered a significant increase in credit risk
when 30 days past due.

For retail portfolios, default risk is assessed using a reporting date 12-month Probability of Default (PD) derived from credit scores,
which incorporate 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 to be a reasonable approximation of a lifetime PD measure. Retail exposures are
first segmented into homogeneous portfalios, generaily by product. Within each portfolio, the stage 2 accounts are defined as
accounts with an adjusted 12-month PD greater than the average 12-month PD of loans in that portfolio 12 months before they
become 30 days past due. The expert credit risk judgement is that no prior increase in credit risk is significant. This portfolio-
specific threshold identifies 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. It therefore approximates a comparison of origination to
reporting date PDs.

Unimpaired and without significant increase in credit nisk - {stage 1)

ECL resulting from default events that are possible within the next 12 months (‘12-month ECL') are recognised for financial
instruments that remain in stage 1.

Movement between stages

Financial assets can be transferred between the different categories 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 will continue to be in stage 3 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. For loans that are assessed for impairment on a porttolio basis, the evidence typically comprises a history of payment
performance against the original or revised terms, as appropriate to the circumstances.

Measurement of ECL

The assessment of credit risk, and the estimation of ECL, are unbiased and probability-weighted, and incorporate 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 reporting date. In addition, the estimation of ECL does take
into account the time value of money.

In general, the entity 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 ECL is calculated using the litetime PD
instead. The 12-month and lifetime PDs represent the probability of default occurring over the next 12 months and the remaining
maturity of the instrument respectively.

The EAD represents the expected balance at default, taking into 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 default, 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.

The Entity leverages the Basel Il IRB framework where possible, with recalibration to meet the ditfering IFRS 9 requirements set
out in the following table:

* Through the cycle (represents jong-run average PD Paint in ime (based on current condittons, adjusted to take
throughout a full economic cycle) 1nto account estimates of future conditions that will impact
PD * The defimtion of default includes a backstop of 90+ days PD)
past due, although this has been modified to 180+ days past ¢ Default backstop of 90+ days past due for all portfolios
due for some portfolios, particularly UK mortgages.

EAD « Cannot be lower than current balancg « Amortisation ép—tu'red_fgr term products
* Downturn LGD (consistent losses expected to be suffered » Expected LGD (based on estimate of loss given default
during a severe but plausible econamic downturn) including the expected impact of future economic conditions
* Regulatory floors may apply to mitigata risk of such as changes in value of collateral)
LGD underestimating downturn LGD due to lack of histonical data ¢ No floors
¢ Discounted using cost of capital » Discounted using the onginal effective interest rate of the
« All collection costs included foan
¢ Only costs associated with obtaining/selling collateral
included
Other ¢ Discounted back from point of default to batance sheet date

While 12-month PDs are recalibrated from Basel Il models where possible, the lifetime PDs are determined by projecting the 12-
month PD using a term structure.
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Period over which ECL s measured

Expected credit loss is measured from the initial recognition of the financial asset. The maximum period considered when
measuring ECL (be it 12-month or lifetime ECL) is the maximum contractual period over which the Entity is exposed to credit risk.

Forward-looking economic inputs

M&S Bank follows a HSBC group wide methodalogy. The HSBC group generally apply three forward-looking global economic
scenarios determined with reference to external forecast distributions representative of our view of forecast economic conditions,
the consensus economic scenario approach. This approach is considered sufficient to calculate unbiased expected loss in most
economic environments. They represent a ‘most likely outcome’ {the Central scenario) and two, less likely, ‘outer’ scenarios
referred to as the Upside and Downside scenarios. The Central scenario is used by the annual operating planning process and,
with regulatory modifications, will also be used in enterprise-wide stress tests. The Upside and Downside are constructed
following a standard process supported by a scenario narrative reflecting the Group's current top and emerging risks and by
consulting external and internal subject matter experts. The relationship between the outer scenarios and Central scenario will
generally be fixed with the Central scenario being assigned a weighting of 80% and the Upsidé and Downside scenarios 10%
each, with the difference between the Central and outer scenarios in terms of economic severity being informed by the spread of
external forecast distributions among professional industry forecasts. The outer scenarios are economically plausible, internally
consistent states of the world and will not necessarily be as severe as scenarios used in stress testing. The period of forecast is
five years, after which the forecasts will revert to a view based on average past experience. The central forecast and spread
between the Central and outer scenarios is grounded on the expected gross domestic product of the UK economy. The economic
factors include, but are not limited to, gross domestic product, unemployment, interest rates and inflation,

In general, the consequences of the assessment of credit risk and the resulting ECL outputs will be probability-weighted using the
standard probability weights. This probability weighting may be applied directly or the effect of the probability weighting
determined on a periodic basis, at least annually, and then applied as an adjustment to the outcomes resulting from the Central
economic forecast. The Central economic forecast is updated quarterly.

The group recognises that the consensus economic scenario approach using three scenarios will be insufficient in certain
economic environments. Additional analysis may be requested at management'’s discretion, including the production of extra
scenarios. If conditions warrant, this could result in a management overlay for economic uncertainty which is included in the ECL.
This is the case for the UK and for M&S Bank (Note 28).

Cnitical accounting estimates and judgements

In determining ECL, management (s required ta exercise judgement in defining what is considered to be a significant increase in credit sk and in
making assumptions and estimates to incorporate relevant infarmation about past events, current conditions and forecasts of economic
conditions. Judgement has been applied in determining the lifetime and point of initial recognition of revolving facilities,

The PD, LGD and EAD models which support these determinations are reviewed regularly in light of differences between loss estimates and actual
loss experience, but given that IFRS 9 requirements have only just been applied, there has been little time available to make these comparisons.
Therefore, the underlying models and their calibration, including how they react to forward-looking ecanomic canditions, remain subject to review
and refinement. This is particularly relevant for lifetime PDs, which have not been previousty used in regulatary modelling and for the incorporation
of ‘Upside scenarios’ which have not generally been subject to experience gained through stress testing.

The exercise of judgement in making estimations requires the use of assumptions which are highly subjective and very sensitive to the risk factors,
in particular 1o changes in economic and credit conditions across a large number of geographical areas. Many of the factors have 3 high degree of
interdependency; the judgement apphed in respect of significant increases in credit risk for loan portfolios is the only standalone factor to which
loan impairment allowances as a whole are sensitive. The section above sets out the assumptions underlying the Central scenario and information
about how scenarios are developed in relation to the Group's top and emerging risks and its judgements, informed by consensus forecasts of
professional industry forecasters. The adjustment from the ECL determined by using the Central scenario alone, which 1s used to calculate an
unbiased expected loss. provides an indication of the overall sensitivity of ECL to different economic assumptions.

(g) Employee compensation and benefits
Share-based payments

The Entity enters into both equity-settled and cash-settled share-based payment arrangements with its employees as
compensation for the provision of their services.

The vesting period for these schemes may commence before the grant date if the employees have started to render services in
respect of the award before the grant date. 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 recognised immediately in the income statement. Failure to meet a vesting condition by the employee is not treated as
a cancellation, and the amount of expense recognised for the award is adjusted to reflect the number of awards expected to vest.

Post-employment benefit plans

The HSBC group operates a number of pension schemes including defined benefit, defined contribution, and post-employment
benefit schemes. Further details regarding these schemes is set out in Note 4.

Payments to defined contribution schemes are charged as an expense as the employees render service.

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 benefit asset or liability, and is prasented in
operating expenses.

Remeasurement 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 benefit asset or liability represents the present value of defined benefit obligations
reduced by the fair value of plan assets, after applying the asset ceiling test, where the net defined benefit surplus is limited to the
present value of available refunds and reductions in future contributions to the plan.
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The cost of obligations arising from other post-employment plans is accounted for on the same basis as defined benefit pension
plans.

(h} Tax
Income tax comprises current tax and deferred tax. Income tax is recognised 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 which the related 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 of
previous years. The Entity provides for potential current tax liabilities that may arise on the basis of the amounts expected to be
paid to the tax authorities.

Deferred tax is recognised on temporary differences between the carrying amounts of assets and liabilities 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 periods as the assets wiil be 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.
{i} Property, plant and equipment
Equipment, fixtures and fittings are stated at cost less impairment losses and depreciation over their useful lives, which are

generally between 2 years and 5 years. Property, plant and equipment is subject to an impairment review if their carrying amount
may not be recoverable.

(i) Intangible assets

Intangible assets are stated at cost less amortisation and are amortised straight line over their estimated useful lives of 5 years.
Expenditure on internally developed software is recognised as an asset when the Entity is able to demonstrate its intention and
ability to complete the development and use the software in a manner that will generate future economic benefits and can
reliably measure the cost to complete development. Borrowing costs are not included in the capitalised costs of intangible assets.
Assets are subject to regular impairment reviews which compare the carrying value to the expected value in use. Any impairment
losses are recognised in the Income Statement. Amortisation does not commence until the asset is brought into operational use.

{k) Called up share capital

Financial instruments issued are generally classified as equity when there is no contractual obligation to transfer cash or other
financial assets. incremental costs directly attributable to the issue of equity instruments are shown in equity as a deduction from
the proceeds, net of tax.

() Cash and cash equivalents

Cash and cash equivalents include highly liquid investments that are readily convertible to known amounts of cash and which are
subject to an insignificant risk of change in value. Such investments are normally those with less than three months’ maturity
from the date of acquisition.
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2. Operating Profit
Operating profit is stated after the following items:

2018

2019
€000 £000
lhgqtgsl income
Loans and advances to customers 239,226 258.404
lnterest received from group undertakings ]3.273 12,238
Uther interest received 4 10
Total interest income 252,503 270,65?
Interest expense
Custamer accounts 16,285 17,204
Interest pﬂfd to group undertakings 30,801 24,843
Other imerest paid a52 12
Total interest expense 47,638 42,059
Fee and commission income
Product fee income (restated) 83,665 81,853
Insurance income 17,058 21,81
Other income 4,740 5,257
Total fee and commission income 105,463 1OB.§21
Fee and commission expense
Product aequiéition and retention costs 21,299 28 149
Fees payabfe 10 group undertakings 145 1,258
Other lees paid 14,242 11,434
Total fee and commission expense 35,686 40,841
Change in exp d credit and other credit impairment charges
Net impairment charge on loans and advances ) bl =
Change in expected credit losses and other credit impainnent charges 70,289 50,137
Total changﬁ in expected credit losses and other credit impairment charges 70,289 50,137
General and administrative expenses
Remediation costs 220,251 62.846
Expenses payable to group undertakings 1_45,526 37.134
Other expenses - 49,905 56,607
Total éenernl and administrative expgnses 305,682 156.587
! Traval Money income has been re-classified from Fae income from group undertakings ta Product Fae income in 2019
2 Product acquisition costs have been re-classifiad from Fee and Commission Income to Interest income in 2019
3. Other operating income
2019 2018
£'000 £'000
Sublease rental income 568 426
M&S Profit Share Income' 65,697 -
Total other aperating income 66,265 426
66,265 426

Net other operating income

! As disclosed in Note 1 1 M&S plc profit share has beaen re classifiod from Operating Expenses (€0.9m] in 2018 to Othor Operating Income in 2019 (£66m),
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4. Employee compensation and benefits

Total employee compensation

2009 7 T Tamg
. . £000 £o00
ngfs and salaries if!C!l:ldiﬂq share-based payments 37.147 L 3:/5::}1‘
Socialsecuritycosts i L. 3.272 2,788
Post-employment benefits 5'446,‘ - e EZJ_G
Year ended 31 Dec 45,865 46,135
Employee compensation is paid by HSBC and recharged to the Entity.
Average number of persons employed by the Entity during the year
7 S o 209" 2008
Head Office Administration o . 645 733
Selling and Distribution . L . ) . o ?31 L ".7262,
Year ended 31 Dec 1,376 1,501

Post employment benefit plans

The Entity's employees are members of various schemes. Some are defined benefit plans, of which the largest is the HSBC Bank
(UK) Pension Scheme ('the principal plan‘).

The principal plan
The principal plan has a defined benefit section and a defined contribution section. The defined benefit section was closed to
future benefit accrual in 2015, with defined benefits earned by emplaoyees at that date continuing to be linked to their salary while

they remain employed by HSBC UK Bank pic. The plan is overseen by an independent corporate trustee, who has a fiduciary
responsibility for the operation of the plan. Its assets are held separately from the assets of the group.

To meet the requirements of the Banking Reform Act, from 1 July 2018, the main employer of the plan changed from HSBC Bank
plc to HSBC UK Bank plc, with additional support from HSBC Holdings plc.

There is no contractual agreement or stated policy for charging the net defined benefit cost from HSBC UK Bank plc to the other
members of the group pension plan. Instead the Entity makes a regular payment to HSBC UK Bank pic, for HSBC UK Bank plc to
invest in the various schemes on behalf of the Entity’'s employees. The Entity would not contribute to any scheme deficit, except
through amendments to its regular payments. Full disclosure of the principal actuarial financial assumptions used to calculate the
defined benefit pension plans at December 31, 2019, of which employees of the Entity are members, are disclosed in the
statutory accounts of HSBC UK Bank plc.

5. Share-based payments
The share-based payment income statement charge is recognised in wages and salaries as follows:

20T T 208
B o i ) o ) £'000 C(}OO
_S_g_\fing_s-rglaled and other share award option plans . 39 340
Year ended 31 Dec 399 340
HSBC share option plans
Savings-related share option plans * Two plans: the UK plan and the International Plan. The last grant of
{"Sharesave’) options under the International Plan was in 2012.

* From 2014, elgible employees can save up to £500 per month with

the option to use the savings to acquire shares.

Exercisable within six months following either the third or fifth

anniversaries of the commencement of a three-year or five-year

contract, respectively.

* The exercise price I1s set at a 20% (2018: 20%) discount to the market
value immediately preceding the date of invitation.

Calculation of fair values

The fair values of share options are calculated using a Black-Scholes model. The fair vaiue of a share award is based on the share
price at the date of the grant.
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Movement on HSBC share option plans

Savings-relatad shore options

Number WAEP'
£
1,303 5.84

Outstanding at 1 Jan 2019 ]
Granted during the year 586 4.69

Exercised during the year (301) 4.45
Expired during the yearr> . (276) 5.41
Outstanding at 31 Dec 2013 1,312 5.7
Weighted average v ining contractual life (years) 2

Savmgs-m!awd share options

Number WAEP’

. [
Qutstanding at 1 Jan 2018 1.325 5.43
Granted during the year _ 533 5.45
Exercised during the year (150) 412
Expired during the year ] {405) 4.62
Outstanding at 31 Dec 2018 ) ) 1,303 5.84
Weighted average remaining contractual life (years) 2

The weighted average fair value of share options outstanding, which is calculated when transactions are contracted, was £6.22
(2018: £6.31).
6. Directors' emoluments

The aggregate emoluments of the Directors of the Entity, computed in accordance with the Companies Act 2006 as amended by
statutory instrument 2008 No. 410, were:

2019 2018

£'000 £:000
Fees 189 195
Salaries and other emolumants®* 516 533
Pension contributions L 53 76
Annual incentives * o 163 223
Year ended 31 Dec 921 1,027

1 Foes includod feos paid to non-exacutive Dirsctors.
2  Selaries snd other amoluinents include fixed pay allowance

3 For 2019, no remunegration is disclosed for Directors who are ermployed by othar panies within the HSBC Group and their services are incidental to thewr other
rasponsibilities within the HSBC Group.

4 Awards mada to exacutive Directors in raspect of 2019 perferimence comprisa a mixture of cash and HSBC Holdings plc ordinary shares The amount shown comprised
£98, 100 in cash, £11,700 in deferred cash [vesting annually over a three yesr period), £35,100 ir: restricted shares and £18,000 in dsferred restricted shares (vesting
annually over a thraa year period) issued undor the HSBC Share Plan
Awards made to exacutiva Diractors in respect of 2018 performance comprisa & mixture of cash and HSBC Holdings plc ardinary shares. The amount shown comprised
£118.378 1n cash. £ml in deferred cosh (vesting annually over a threa year ponod), £nil in restricted shares and 104,658 in daferrad r d shares (vasting iy over
8 three year pariod) issued under the HSBC Share Plan

2 Directors exercised share options over HSBC Holdings plc ordinary shares during the year (2018: 2).

Awards were made to 4 Directors under long-term incentive plans in respect of qualitying services rendered in 2019 {(2018: 5
Directors). During 2019, 4 Directors received shares in respect of awards under long-term incentive plans that vested during the
year (2018: 5).

No retirement benefits are accruing to Directors under a defined benefit scheme and are accruing to 4 Directors under money
purchase schemes in respect of Directors’ qualifying service. Contributions of £63,100 (2018: £7G,458} were made during the year
to money purchase arrangements and £nil to defined benefit schemes in respect of Directors’ qualifying service (2018: £nit).

Discretionary bonuses for Directors are based on a combination of individual and corporate performance and are determined by
the Remuneration Committee of the Entity’s ultimate parent company, HSBC Holdings plc. The cost of any conditional awards
under the HSBC Share Plan and the HSBC Plan 2011 ('the Plans’) is recognised through an annual charge based on the fair value
of the awards, apportioned over the period of service to which the award relates. Details of the Plans are contained within the
Directors’ Remuneration Report of HSBC Holdings plc.

Of these aggregate figures, the following amounts are attributable to the highest paid Director:

2019 2018
£'000 C‘O()O
Salaries and other emoluments 226 266
Annual incentives L 95 ) 99
Year ended 31 Dec 321 365
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1 Awards mado to the highest patd Diractor in respect uf 2019 perforinance carmprise 8 mixturs of cash and HSBC Holdings pic ordinary shares. The amount shown
comprised £35,100 in cash, £11,700 in deferred cach fvesting annually ovar a three yesr period), £35, 100 in restricted shares and £12,600 in deferred restricted shares
{vesting annually over 8 three year period) i1ssued under the HSBC Shsre Plan
Awards made to the highest pard Diractor in raspact of 2018 performance comprise 8 mixture of cesh and HSBC Holdings plc ordinary shares. The smount shown
comprised £39,600 in cash, £15,300 in dsferred cash {vesting ennuslly cver 8 three year period), £32,400 in restricted shares and £59,400 in deferrad restrictad shares
{vasting annvally over a three year period) issued undor the HS8C Shers Plan

The highest paid Director received 8,992 (2018: 9,261) shares, in respect of qualifying services, as the result of awards under
long-term incentive plans that vested during the year. The highest paid Director exercised 0 {2018: 4447) share options over HSBC
Holdings plc ordinary shares during the year.

Pension contributions of £9,900 (2018: £24,300) were made by the Entity in respect of services by the highest paid Director
during the year.

7. Auditors’ remuneration

2019 2018
£'000 €000
Audit fees for statutory audit ’
- Fees relating to current year 364 298
Fegs{ for grthév’sejvices provided to the Entity L o .
- Other abdi!-}ela;e}i services pursuant to regulation ' 40 34
- Other services ) 16 -
Year ended 31 Dec ) 420 332

Certain elements of audit work are performed centrally across the HSBC group. These items are not recharged to the Entity.

8. Tax
Tax expense
2019 2018
£'000 £°000

Current tax ' _
UK corporation tax B
- For this year 31,123 25,332
- Adjustments in respect of prior ye,a.;; ' {495) 4l .1100)
Total current tax 30,628 23,932
Deferred tax
- For this year ) i 1,961 917
- EHtects of changes in tax rates {61) 19
- Adjustments in respect of prior years 131 1,109
Total deferred tax ) ) 2,031 2,045
Year ended 31 Dec 32,659 25,977
Equity items 7
- Current tax ' (56) {1.088)
- Current tax - prior year o 7 . {938)
- Deferred tax :éurrén! year 7 . 75 302
- Deferred tax - prior {/e; B - 24
Total equity items 19 (1,700)

Other comprehensive income items ]

- Deferred tax - current yet;r ' - -
- Defarred tax - prior year - -
Total other preh ive i items - -

The UK corporation tax rate applying to the Entity was 19% (2018: 19%).

The UK Government proposed to reduce the main rate of UK corporation tax to 19% with effect from 1 April 2017 and to 18%
with effect from 1 April 2020. A further rate reduction to 17% was proposed from 1 April 2020, instead of the reduction to 18% as
originally planned. These reductions in the corporation tax rate were enacted in the Finance {No 2) Act 2016.

The UK Government introduced a surcharge on banking companies in the Finance {No 2) Act 2015 to apply with effect from 1
January 2016. The Entity meets the definition of a banking company and is therefore subject to the 8% bank surcharge.
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Tax reconciliation

The tax charged to the income statement differs from the tax expense that would apply if all profits had been taxed at the UK
Corporation tax rate as follows:

2019 o 2018

E'OOQ . (%) £ 000 (%)
(Loss)/Profit before tax (85,901) © 45,020
Tax at 19% (2018: 19%) (16.§il) 19.00 8.554 19.00
Adjusiments in respeét ot prior years . {364) 0.42 {291) {0.65)
Permanent disallowables 57,508 {66.95) 10.308 22.90
Impact due to changes in tax rates 6t) . 0.07 s 0.04
Other (1,231) 1.43 263 0.58
Banking surcherge (6,872) 8.00 7:052 15.66
Share options - - 72 0.16
Year ended 31 Dec ) 32,659 (38.02) 25,977 57.70

Permanent disallowables include PPl and other customer redress, due to the government making banks' conduct payments non-
deductible for corporation tax purposes from July 2015.

9. Deferred tax assets

The following table shows the non current gross deferred tax assets and liabilities recognised in the balance sheet and the related
amounts recognised in the income statement:

Proparty, Other " FRSS
plant and Share based temporary FvVocCt Transitional
equi pay differences resorves  Adjustments Total
£'000 £'000 £'000 £'000 £'000 £'000
At 1 Jan 2019 5,138 189 239 - 8,058 14,634
Income siatement charge {709) {40) 79) = (1.075) (1.898)
Equity statement expense - (75i - - - ) (75)
Prior year adjustments 32 - {165) - - {133)
At 31 Dec 2019 4,461 84 - — 7.983 12,528
Other ’ IFRS 9
Property, plant Shaie based temporary Trans:tional
and equsi; pay differences FVOCI reserves Adjustments Total
€'000 £000 £'000 €000 £000 £000
As at 31 Dec 2017 5,185 569 1.118 (244) - 6.628
Impact on transition to [FRS 9 - el - 244 10,133 10.377
A11Jan2018 ) 5,185 569 e - 10,133 172,005
Income statement {chargel/credit ) 174 {39) q - (1,075) 1936)
Equity statement expense - (302) = - - - {302)
Prior year adjustments (221) {29) (883) - - {1,133)
At31 Dec 2018 ) 5,138 199 239 - 9,058 14,634

There are no unrecognised deferred tax liabilities arising from the Entity's investments in subsidiaries.

The deferred tax asset position will be recovered in the following years from future profits.
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10. Reconciliation of (loss)/profit before tax to net cash flow from operating activities

2019 2018
£'000 £'000
{Loss)/profit before tax {85,901} 45,020
Non-cash items included in profit and loss
Depreciation, amortisation and impairment 5,025 1,008
Credit-related impairment losses 46,747 . 58,517
Increase/(decrease) in provisions 80,707 {98,777)
Impact of first time adoption of IFRS 9 - (39.817)
Profit on disposal of investments {53) (1,789)
132,426 {80,858)

Change in operating assets
Change in prepayments Sna accrued income {2,409) 376
Change in loans and advances to customers (4i 1,300) (439,678)
Change in other assets {91,023) 11,523
Change in balances with central banks" 4,336 {2,316)
Change in Loans and advances to banks? 65,000 340,000

(435,396) {30,095)
Change in operating liabilities
Change in accruals and deferred income {248) {4,487)
Change in customer accounts 1126,918) {252,135)
Change in other liabilities (24,080) {59.651)

{151,246} (316,273)
Cash and cash equivalents comprise
Cash and cash equivalents’ 9.361 5,881
Items in the course of collection from other banks 7.704 30.246
Loans and advances to banks of one month or less? 1,465,247 1,391,726
Deposit by banks of ane month or less (230,000} (27.682)
Less' ltems in the course of transmission to other banks (6.589) (2,660}

1,245,723 1,397,511

1 Ar 371 Decembor 2019 5 4m, 2018 £4.2m 2017 £2.0m was not availabla for use by the Enuity as it ralatas to mandatory deposits at central banks

2 In 2019 the Entity excludad loans and advancss to banks of less than 3 months but greater than | month from cash and cash equivalents These were previously included

due to being an de d In ion 1n 2019 the Entity has included its cosh ratio deposit account in cash end cash equivalents in line with the parent company
accounting policy Relevant comparstivas have been re-presented and also include other cash equivalents not included in 2018 cash and cash equivalents The not effect of
this change was to decrease cash and cash equivelants by £340m in 2018 and by £640m in 2017

11. Analysis of financial assets and liabilities by measurement basis
Financial assets and financial liabilities are measured on an ongoing basis either at fair value or at amortised cost.

Amortised cost Totat
At 31 Dec 2019 £'000 €000
Assets o )
Cash and balances at central banks 9,361 9,361
Items in the course of collection from other banks 7.704 7.704
Loans and advances to banks 1,700,247 1,700,247
Loans and advances to customers 4,138,465 4,138,465
Prepayments and accrued income 3.853 '3.858
Other assets 135,602 135,602
Total financia) assets 5,995,237 5,995,237
Total non-financial assets 34,766
Total assets 6,030,003
Liabilities
Deposits by banks 3,055,000 3,055,000
Customer accounts 2,123,314 2,123,314
Items in the course of transmission to other banks 6. 589 ?5.589
Accruals, deferred income and other liabilities 105 617 105.61 7
Provisions 195,507 195,507
Subordinated liabilities 95,202 95,202
Total financial liabilities 5,581,229 5,581,229
Total non-financial liabilities 31,066
Total liabilities 5,612,295

33



Marks and Spencer Financial Services Plc

Amortized coxt Total
At 31 Dec 2018 €'000 €'000
Assets ‘
Cash and balances at central banks 10,211 10.211
ftems in the course of collection from other banks 30.246 30.246
Loans and advances to banks 1.691,726 1,691,726
Loans and advances to customers 3.77:},913 3,773,913
Prepayments and accrued income 1,449 1.449
Other assets 44,578 44,578
Total financial assets 5,652,123 5,552,123
Jotal non-financial assats e . : e 1779
Total assets ) CoT ¥ T X
Liabilities
Deposits by banks 2,627,092 2627082
Customer accounts 2,250,232 2,250,232
Items in the course of transmission to other banks 2,660 2,660
Accruals, deferred income and other liabilities 107,232 107,232
Provisions 114,800 114,800
Subordinated liabilities 79,196 79,196
Total financial liabilities 5,181,212 5,181,212
Total non-financial liabifities 24,244
Total liabilities 5,205,456

12. Fair value of financial instruments not carried at fair value

Where repricing is greater than six months using discounted cash flow, each loan or deposit is valued using a LIBOR-based
discount curve applied to the expected cash flows.

Fair values at the balance sheet date of the assets and liabilities set out below are estimated for the purpose of disclosure as
follows:

Fair values
Valuation techniques
With significant

Using observable unobservable
Carrying amount Quoted price inputs inputs
Level 1 Lovel 2 Level 3 Total

£'000 £'000 £'000 €000 £'000
At 31 Dec 2019 ,
Assets
Loans and advances to banks 1.700,247 - 1,700,247 - 1,700,247
Loans and advances 1o customers 4,138,465 - - 4,138,465 4,138,465
Liabilities R
Deposits by banks 3,055,000 . - 3,055,000 - 3,055,000
Customer accounts 2,123,314 - 2,123,314 - 2,123,314
Subordinated liabilities 95,202 - 95,202 - 95,202
At 31 Dec 2018
Assets
Loans and advances 10 banks 1,691,726 - 1.691.726 - 1,691,726
Loans and advances 1o customers 3.773.913 — - 3.773.913 3,773,913
Liabitities a
Daposits by banks 2,627,092 - 2,627,092 - 2,627,092
Customer accounts 2,250,232 - 2,250,232 - 2,250,232
Subordinated liabilities 79,196 - 79,196 79,196

Other financiat 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 items in the course of collection from and transmission to other banks, all of which are measured at amortised
cost.

Valuation

Fair value is an estimate of 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. It does not reflect the economic benefits and costs that Entity expects to
flow from an instrument’s cash flow over its expected future life. The Entity's valuation methodologies and assumptions in
determining fair values for which no observable market process are available may differ from those of other companies.
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Loans and advances to banks and customers

The fair values of loans and advances are based on observable market transactions, when available. When they are unavailable,
fair values are estimated using valuation models incorporating a range of input assumptions. These assumptions may include:
value estimates from third-party brokers reflecting over-the-counter trading activity; forward-looking discounted cash flow
models, using assumptions which M&S Bank believes are consistent with those that would be used by market participants in
valuing such loans; and trading inputs from other market participants including observed primary and secondary trades.

The fair value of loans reflects expected credit losses at the 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. For
credit impaired loans, fair value is estimated by discounting future cash flows over the time period they are expected to be
recovered.

Deposits by banks, customer accounts and subordinated liabilities

The fair values of on-demand deposits are approximated by their carrying value. For deposits with longer-term maturities, fair
values are estimated using discounted cash flows, applying current rates offered for deposits of similar remaining maturities.

For all financial instruments, the fair value is equal to the carrying value in the balance sheet.

13. Loans and advances to banks

2019 2018
) £'000 £'000
_Loans and advances held with parent e . oo . 1.699.633  1691.503
Nostro balances with parent and fellow subsidiaries e ) e . L 614 223
At 31 Dec 1,700,247 1,691,726

Amounts due from group undertakings are unsecured, interest bearing and have fixed dates of repayment which range from

16 January 2020 to 13 April 2022. Previously these were classified as cash and cash equivalents. In 2019 these items have been
re-presented and are now excluded from cash and cash equivalents for the purposes of the cash flow statement. All loans and
advances to other banks have variable interest rates and are repayable on demand.

Loans with variable rates totalled £0.6m (2018: £0.2m).

14. Loans and advances to customers

2019 018
) N o €000 €000
Gross loans and advances to customers e 4,266,221 3,855,365
Impairment allowances (Note 28} e 27,756) (B1452)
At 31 Dec 4,138,465 3,773,913
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15. Investments in subsidiaries

Details of all subsidiaries, as required under section 409 of Companies Act 2006, are set out below. The principal countries of

operation are the same as the countries of incorporation.

Country of

As at 31 Doc 2019 incorporation

Interest in Equity
Capital (%)

sharo Class

No.of shares

Kings Meadow Nominees Lirmuted’ . United Kingdom - o -
Country of Interest in Equity
As at 31 Doc 2018 incorporation Capital {%) share Class No.of shares
Kings Meadow Nominees Limited' United Kingdom 100 Ordinary £1.00 2
1 Rsg d office Kings Meadow, Chastar B Park. Chester CH39 9F8
Kings Meadow Nominees Limited was dissolved on 25th December 2019.
16. Property, plant and equipment
Equipment, fixtures and fitgipgs _
2019 2018
£'000 £ 000
Cost
At 1 Jan 50,067 50,'264
Additions 682 520
Disposals - (N7}
As at 31 Dec 50,749 60,067
Accumulated depreciation -
At1Jan B ’ 48,466 48,477
Charge for the year 737 706
Dispb-sals - B ‘(717)
As at 31 Dec 49,203 48,466
Net book value
At 1 Jan 1,601 1.787
As at 31 Dec 1,546 1,601
17. Intangible assets
Software development costs
2019 2018
£'000 £000
Cost
At 1 Jan ) 56,329 55,978
Additions ' - 351
Adjustment (]9@) -
As at 31 Dec 56,131 56.329
Accumulated amortisation
At 1 Jan 54,785 54,483
Charge for the year 330 302
Impairment - -
Adjustment (475) -
As at 31 Dec 54,640 54,785
Net book value
At 1 Jan 1,544 1,495
As at 31 Dec 1,491 1,544
18. Other assets
2019 2018
£'000 £'000
Amounts due from group undertakings 28,421 422
Profit Share due from MBS plc 88,563 24,866
Other items due from M&S PIC 12,408 13,185
Other assets 6.210 6,105
At 31 Dec 135,602 44,578

Amounts due from group undertakings are unsecured and repayable on demand.

Profit share due from M&S plc will be recovered in line with the relationship agreement, through offsetting future profit share

charges as profits are earned.
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19. Deposits by banks

2019 2018
) £'000 £'000
Amounts due from group undertakings 3.055,000 2,622,783
Deposits from other banTks - - 4,309
At 31 Dec 3,055,000 2,627,092
Amaounts due from group undertakings contractual maturity is detailed in Note 24,
20. Customer accounts
2019 2018
£'600 £:000
Retail customers
Credit balances on unsecured loans and advances 8,946 8,306
Customer depros:i‘l'é 2,114,368 2,241,926
At 31 Dec 2,123,314 2,250,232
Customer savings deposits have variable interest rates and are repayable on demand. Customer deposits with variable rates
totalled £1,742m {2018: £1,791m). Customer deposits with fixed rates totalled £372m (2018: £451m).
21. Accruals, deferred income and other financial liabilities
2019 2018
£000 £000
Accruals and deferred incame 18,279 18,526
Amounts owed to group undertakings - -
Amounts owed to intermediate parent undentaking 4,854 8.819
Amatints owed o other grimp companies 20,949 29,357
tems in the course of settlement 35,627 36,644
Other hiabilues 25,908 13,886
At 31 Dec 105,617 107,232
Amounts repayable to group undertakings are unsecured, interest free and have no fixed date of repayments.
22. Provisions
Skilled
person Customer ECLon
Restructuring review NOSIA redress Fraud undrawn
provisi Provie provisi provisi Provisi © Total
£'000 £'000 €000 €'000 £000 £'000 £'000
At 1 Jan 2019 743 - s 113,312 . 745 114,800
Increase {Decrease) in provision' 1,797 15,192 13,323 212,229 444 {108) 242,879
Proviston utilised (268) - {13,077) (148,738) - - (162,083)
Prowision released ' 189) - ) 7 - - - (89)
At 31 Dec 2019 2,183 15,192 246 176,803 444 639 195,507
At 1 Jan 2018 567 - — 212,558 - - 213,125
Increase In pr&vismn 1,314 - - 62,846 - 745 64,905
Prowision utilised {1.138) - - {162,092) - - {163,230)
Prowision released - - - - - - -
At 31 Dec 2018 743 — - 113,312 - 745 114,800

1 Increases/(D: 1 1n provis are gnisad within op
NOSIA) and Fae income (Skit:ed Porson Reviaw and NOSIA)

{PPI, Skillad Psrson Review and NOSIA)}, Interest income (Skilled Person Review and
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Restructuring provision

A provision of £2.2m (2018: £0.7m) exists for redundancy payments to a number of employees where employment is to be
terminated as part of a restructuring programme. The provision reflects the full amount of payments agreed with the individuals
aftected.

Customer redress - Collections and recoveries related matters (skilled persons review)

At 31 December 2019, a provision of £15.2m was held to the estimated liability for redress payable to customers following a
review of historical collections and recoveries practices in the UK.

The provision has been estimated in respect of a number of ditterent customer cohorts who may have been impacted. The exact
redress to be paid is dependent on the extraction of significant detailed historical data. The complete data was not available as at
31 December 2019 and theretore estimates have been made in respect of the customer redress due.

As such there remains considerable uncertainty in respect of both the numbers of affected customers and the level of redress to
be paid, and the provision remains subject to significant judgement. Given that the provision relates to a number of difterent
matters, there is no single material assumption and the provision has been considered by management in respect of each
individual matter and also holistically across all matters for reasonableness. Redress is expected to be completed during 2020.

The table below sets out sensitivities to the assumptions used but it is not intended to indicate a range of any final amount
payable.

_A-n;mp_ﬁon ) ‘ 7 7 o ) o i o £m
20% increase/decrease in population of customers impacted B . 7 N 28
20% increase/decrease in level of redress to be paid in respect of inl_erssl and fees charged . e 1.5

Customer redress - PPl

At 31 December 2019, £154m (2018: £102m) of the customer remediation provision relates to the estimated liability for redress in
respect of the possible mis-selling of payment protection insurance {'PPI’} policies in previous years.

Payments totalling £128m were made during 2019. An increase in provisions of £212m was recagnised during the year, primarily
reflecting the deadline of 29 August 2019 for bringing complaints announced by the FCA, and leading to:

* a higher than expected increase in the number of inbound complaints received prior to 29 August 2019;

* the effect on the total number of inbound complaints as a result of treating customer information requests relating to PPI
policies received between 29 June 2019 and 29 August 2019 as complaints;

* the additional operational expenses related to the increases in populations of potential claims;

* an industry wide exercise by the Official Receiver to pursue redress amounts in respect of bankrupt and insolvent customers;
and

* an increased volume of actual or forecast legal claims for PPl mis-selling which is not atfected by the deadline of 29 August
2019.

The estimated liability for redress is calculated on the basis on the return of the total premiums paid by the customer plus simple
interest of 8% per annum (or the rate inherent in the related foan product where higher). The basis for calculating the redress
liability is the same for single premium and regular premium policies. Future estimated redress levels are based on the histarically
observed redress paid to customers per policy. As at 31 December 2019, 291,320 complaints relating to PPl mis-selling have been
recorded. The provision assumes a total of 327,784 complaints will be received, representing 61% of total policies sold. This
estimate includes (i) inbound complaints, {ii} those information requests automatically converted into complaints, and {iii} the
proactive contact exercise on certain policies {‘outbound contact’).

Although the deadline for bringing complaints has passed, customers can stili commence litigation for PPl mis-selling. Provision
has been made for the best estimate of any obligation to pay compensation in respect of an estimated 15,000 claims. However,
given the limited period following the complaints time bar the volume and quality of future claims through legal channels, and the
amount of any compensation to be paid remain uncertain.

The following table summarises the cumulative number of information requests received during the autoconversion period (29
June to 29 August 2019), and the number of claims expected to be worked in the future, excluding claims received through legal
channels:
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The main assumptions in the mis-selling complaints provision are shown below:

Information flequasts received during gumconvevsfdn period (000's)
inionﬁa‘ﬁ;}\ Req:uesls awailiﬁé ev muia*_lioh {000’s)

Remaining autoconverted complaints aniticipated to be worked {000's)
Remaining inbound compaints anticipated to be worked (000's)

Total Remaining cérﬁbl'éi'ms to be worked (006:5}"?_

Average Uphald Rate per claim®

Average Redress per customer:

! Excludes invelid clasms for which no PPI poiicy exists,

2
Includes inbound and autoconveriad claims future expeclation, excludes FOS and Oficial Recever complamts.

Cumulative to 31
Dec 2019

83%
3,223

The PPI provision is based upon assumptions and estimates. In particular, the profile of cases yet to be assessed could vary from
recent experience, leading to uphold rates or average redress levels being observed which differ from those included in arriving at

the provision.

We continued to monitor available information up until the date of the approval of the financial statements to ensure the provision

estimate was appropriate.

Sensitivity to key assumptions

* A 10% increase/decrease in the uphold rate for inbound and autoconverted complaints yet to be worked would increase/

decrease the redress provision by approximately £7m.

¢ A 10% increase/decrease in the average redress for inbound and autoconverted complaints yet to be worked would increase/

decrease the redress provision by approximately £10m.

An increase/decrease in customer redress volumes of 3,000 received through legal channels would increase/decrease the redress

provision by approximately £6m.

ECL on undrawn commitments

Further disclosure on 'ECL on undrawn commitments’ can be found in the Credit Risk section of Note 28.

23. Subordinated liabilities

£54m floating rate loan maturing March 2026'
£25m floating rate loan métu:iné Decembe: 2027°
£9m floating rate loan maturing June 2023°

£7m tloating rate loan maturing December 2029°
At 31 Dec ’

2019
£'000
54,149
25,043
9,004
7,006
95,202

2018
£000
54,154
25,042

79.196

The subordinated loans above are presented on an IFRS accounting basis at amortised cost plus accrued interest. The loans rank
behind senior obligations and qualify for inclusion within the Entity’s tier 2 capital resources {loan value only).

During 2019, the Entity issued an aggregate £16m tier 2 subordinated loans. The Entity has not had any defaults of principal or
interest or other breaches with respect to its subordinated liabilities during the years ended 31 December 2019 and 2018.

1 Lender is HSBC UK Holdings Limited. Tha interest rata is three month starlng Libor plus 4.05%
2 Lenderis HSBC UK Holdings Umitad. Tha interest rate is thres month sterling Libor plus 1.925%
3 Lenderis HSBC UK Bank plc. The interest rate is three month sterking Libor plus 2 12%.

4 Lender is HSBC UK Bank plc. The interast rate 1s three month sterhing Libor plus 1 63%,
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24. Maturity analysis of assets and liabilities
The following is an analysis of assets and liabilities by residual contractual maturities at the balance sheet date.

Due within 3 Due between Due betwesn Due ofter § ‘
On demand months 3 - 12 moanths 1-6years years Undated Total
] £000 £000 £000 £'000 . £'000 £000 ___€000

Teses " TTIT T T s e ' = ' —
_Cash and balances with central banks 9,361 I )‘ ) = - - 9,361
“ltems in the course of collection from B T o )

other banks 7,704 - - - o - 7,704
Loans “and advances to bank; T _..95.247 1,390,000 1 10,0@/' 10(5,06?; ! t“m— o - 1 700 207
Loans and advances to customers ~ 11,801 2,663,621 430,043 1.007.269 25,731 - 4, 138 465
Accrued income and other financial -
assets - 3,858 - - - - 3,858
Other assets. S 54,76 “19,908 61,218 T 135,602
il B . e et m _3%4d/e 08 . 218 i _19'201>
Non—ﬂnancual assels Teommmr I - - T Z s 15 565 15,565
At31Dec2019 124,113 4,111,955 559,951 1,173,487 26,731 34,766 6,030,003
Liabilities and Equity B i ) ]

Deposits hy banks — 705000 1,015,000 1,335,000 - = T 30s5000
Customer accounts o 2123318 o T = Z T2 2123318
ltems in the course of ransmission to ' ) ) o T
olher banks 6,589 - - - - - 8, 589
“Accruals and other financial liabilities - i 15,451 _ 86,279 105,617
Subordmated habllmes T l - 95,000 . T - 95,202
Pravisions - - 26403 - 15191 195507
_Non-financial liabilities - - - = ‘ - 31,066
“Equity T - - - o T DT Taizzo8.  avi.jos.
"At31 Dec 2019 2,120,903 788,282 1,119,788 1,376,854 95000 618,178 6,030,003

Where there is no contractual notice period, items are included in the Undated time bucket.
Loans and Advances to customers maturity has been updated in 2019 to reflect potential customer behaviour.
Other assets includes profit share recoverable from M&S plc, given the nature of the contract recovery will be over a period of

time.

Rewew T T T - - -
Cash and balances with cemral banks W_“__ 10,211 _ ra—:_;::;‘, _‘___‘___ T - i 10,2J!
ltems in the course of collection Imm
o\her banks 30,246 - - - - - 30,246
Loans and advances to banks T 1.391.726 30,000 ) 55,000 —- - o — i Tamﬁ

Ms and advances to cuslomers e ‘ 97,794 B 185,5‘21(» _. 748, 372 2,088,055 6A53‘7_01 - -_’- 3.773.913
Accrued income and other financial
assets - 1,449 - - - — 1,449

—Olher assets Tl M—Z4.57B . - 44,578
Non-financ:al assets ) N T - - - - - B 'I7 778
At 31 Dac 2018 ) T 15620977 262,018 983,372 2,143,055 17,779 5,569,902
Liahilities and Equity ~ . o
Deposits by banks _ T ez 59410 885000 1085000 - - 2627092
Customer sccounts T TTaz50232 - - . - 27250232
Itams in the course of transmission to T -
other banks 2,660 - - - - - 2.660
@als and other hnancaal Iaabllmes B n ,T_—_ ._- - T - - _ 107.232 o ’ 1.07 232
Suhurdmaled habllmes - -_iS_G_' N "i‘_t - ) — I ) 79 1§G
Provisions ) ‘ 40.318 73320 1.162 - 114.800
Non-financial iabilities ~~_ _ " ""2424a = - . - 2820
Equity o T - T - T 364,446 " 364,408
At31 Dec 2018 " 2.280574 724,168 958,320 1056162 79000 471,678 5,569,902
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25. Called up share capital

Called up share capital

Marks and Spencer Financial Services plc ordinary shares of £1.00 each, issued and fully paid

2019 ' 2018

Number £'000 Number {f'cco
Issued, allotted and fully paid up
Ordinary shares of £1 each
Asat 1 Jan ) 93,000,000 93,000 45,000,000 45,000
Issued during the year 167,000,000 167,000 48,000,000 48,000
As at 31 Dec 260,000,000 260,000 93.000,000 93,000
Additional tier 1 instr 69,000 60,000

During 2019, the Entity issued an aggregate 167,000,000 fully paid ordinary shares of £1.00 each to HSBC UK Bank plc for a total
consideration of £167,000,000.

Other equity instruments

Marks and Spencer Financial Services plc additional tier 1 instruments

2018 2018
£'000 £ 000
£40m Undated Subosd d Add | Tier 1 instrument 1ssuad 2016 (callable March 2021)' 46,(;00 40.606
€20m Undated Subordinated Additional Ttor 1 inztrument issuad 2017 (callable December 2022)? 7 20,000 20,000
£9m Undated Subordinated Add tianal Tier T mstrument 1s5ued 2019 (cellable Oecember 2024)3 o 9,0(0 ) = a
At 31 Dec 69,000 60,000

All the Entity's additional tier 1 capital instruments are perpetual in nature with a fixed rate of interest. The instruments are
repayable, at the option of the Entity, in whole at the initial call date, or on any interest payment date after the initial call date.
Interest is payable at the sole discretion of the Entity and are therefore accounted for as equity and included in the Entity’s capital
base as fully CRD IV compliant additional tier 1 capital.

During 2019, the Entity issued a £9m perpetual additionaf tier 1 capital instrument.
1 Molder is HSBC UK Holdings Lumited The mterest rala is f:xed at 8.5625%.

2 Holder s HSBC UK Holdings Limited The interest rate is fixed at 5.25%.

3 Holdsr 15 HSBC UK Bank ple The intarest rata is fixed st 4 75%

26. Contingent liabilities, contractual commitments and guarantees

The following table gives the nominal principal amounts of off-balance sheet transactions:
2018 2018
€000 £'000
Contract amount Contract amount
Commitments ) o
Undrawn format standby facilities, credit lines and other commitments to lend 11,122,169 11.3(55.448
At 31 Dec - ] 11,122,169 11,305,448

The table above discloses the nominal principal amounts, which represent the maximum amounts at risk should the contracts be
fully drawn upon and clients default. As a significant portion of commitments are expected to expire without being drawn upon,
the total of the nominal principal amounts is not indicative of future liquidity requirements. The expected credit loss provision
relating to commitments under IFRS 9 is disclosed in Note 28.

Various HSBC Group companies, including the Entity, are subject to an investigation by the FCA in connection with historical
collections and recoveries operations in the UK. This matter is at a very early stage. Based on the facts currently known, it is not
practicable at this time for the Entity to predict the resolution of this matter, including the timing or any possible impact on the
Entity, which could be significant.

Contingent liabilities relate to regulatory matters arising out of M&S Banks normal business operations.
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27. Right-of-use assets

Effects of reclassification on the adoption of IFRS 16
On transition to IFRS16, the entity recognised an additional £23m of right-of-use assets and £23m of lease liabilities.
When measuring lease liabilities, the entity discounted lease payments using the incremental borrowing rate at 1 January 2019.

The Weighted-average rate applied is 1.82%.

2019

£'000
Obevaling lease commitment at 31 December 2018 T o mr T _\___ ) T Eais
Financa lease iabilitias recognised as at 31 December 2018 o 4,066

- Extension and termination options reasonable certain 1o b exercised T 19,093
Lease liabilities recognised at 1 January 2019 23,159

Right-of-use assat

2019 2018

T YTy

Cost - o [ttt
At 1 Jan e e e g i e
As at 31 Dec e el e e R -

Accumulated depreciation
At 1 Jan

) Qﬁprge for the year

‘As at 31 Dec

Net book value e B
At 1 Jan o ) L 23,159 -~

As at 31 Dec ) ) 19,201 —

28. Management of financial risk

All of the Entity’s activities involve to varying degrees, the analysis, evaluation, acceptance and management of risks or
combination of risks. The most important types of risk include financial risk, which comprises credit risk, liquidity risk and market
risk. The management of financial risk and consideration of profitability, cash flows and capital resources form a key element in
the Directors’ assessment of the Entity as a going concern.

Credit risk management

Credit risk is the risk of financial loss if a customer or counterparty of the Entity fails to meet a payment obligation under a
contract. Credit risk arises principally from direct lending.

Within the overall framework of the HSBC Group palicy, the Entity has an established risk management process encompassing
credit approvals, the control of expaosures, credit policy direction to the business, and the manitoring and reporting of exposures.
The management of the Entity is responsible for the quality of its credit portfolios and follows a credit process involving delegated
approval authorities and credit procedures, the abjective of which is to identify problem exposures in order to accelerate remedial
action while building a portfolio of high quality risk assets. The Entity’s credit risk rating systems and processes differentiate
exposures in order to highlight those with greater risk factors and higher potential severity of loss. Regular reviews are
undertaken to assess and evaluate levels of risk concentration.

The Entity's risk rating system facilitates the internal ratings-based {'IRB‘) approach under Basel Il to support calculation of the
minimum credit regulatory capital requirement.
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Summary of credit risk

A summary of our current policies and practices regarding credit risk is set out on pages 24-26.

There were no material changes to our policies and practices for the management of credit risk in 2019.

A temporary pause in defaulting accounts has resulted in an increase of £16.9m in Stage 3 balances which will be addressed
through the re-commencement of the detault process in Q1 2020.

The disclosure below presents the gross carrying/nominal amount of financial instruments to which the impairment requirements
in IFRS 9 are applied and the associated allowance for ECL. Due to the torward-looking nature of IFRS 9, the scope of financial
instruments on which ECL are recognised is greater than the scope of IAS 39,

The IFRS 9 allowance for ECL has increased from £82m at 1 January 2019 to £128m at 31 December 2019. The IFRS 9 allowance
for expected credit losses {'ECL') at 31 December 2019 comprises £127m in respect of assets held at amortised cost and £1m in
respect of loan commitments and financial guarantees.

The following tables analyse loans by industry sector and represent the concentration of exposures on which credit risk are
managed.

Summary of financial instruments to which the impairment requirements of IFRS 9 are applied

2018 ' 2018
) Al—h;;;ncpl o

Gross carrying/ Provision for Gross canymg/ Allowanca/

nominal amount ect? t P for ECL'

_ €'000 £'000 €'000 £000
Loans and advances to customers at amortised cost 3,266,221 (127,756) 3,855,365 (81,452}

Loans and advances to banks at amortised cost 1,700,247 - 1,691,728 -

Other financiat assats at amortised cost’ 175,725 - 86,484 -
Total gross carrying amount on balance sheet 6,142,193 {127,756) 5,633,575 {81,452}
Loans and other credit related commitments _ 11,122,169 (639) 11,305,448 (745)
Total nominal amount off-balance shee? 11,122,169 (639) 11,305,448 {745)
At 31 Dec 17,264,362 {128,395) 16,939,023 (82,197)

1 The total ECL s recogmsad in the loss allowance for the financial asset unless the tatal ECL axceeds the gross carrying amount of the linancial esset, in which case the ECL
is racognised as a provision

2 Rep the t at r1sk should the contracts be fully drawn upon and clients default

3 Other assets includes cash and balances at central banks, items in tha course of collsctian from othaer banks, and prapsyments and accrued income

The following table provides an overview of the Entity'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: Unimpaired and without significant increase in credit risk on which a 12-month allowance for ECL is recognised.

¢ Stage 2: A significant increase in credit risk has been experienced since initial recognition on which a lifetime ECL is
recognised.

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

Summary of credit nsk by stage distribution and ECL coverage by industry sector

Gross éar}vinalnomlnal amount Allowance for ECL T EéL Co-vange %
Stage 1 Stage 2 Stage 3 Stage 3 Stage 2 Stage 3 Stage1 Stage2 Stage3
£'000 £000 £'000 £°000 £'000 £'000 % % o

Loans and advances to customers at amortised cost 3,536,803 659,355 69,963 {12,652) (85,366) (29,738) - (0.1) (0.4)
Loans and advances to banks at amortised cost 1,700,247 - - - -, - ~. -. -
Other financial assets measuied at amortised cost' 175,725 =TT - - - - - -
Loan and other credit-related cammitments 11,041,637 62,824 27,708 (639) - - - - -
- personal ‘ 11,041,637 62,824 27,708 (639) - - ~ - -
At31 Dac 2019 16,454,512 712,179 97,671 (13,291) (85,366) (29,738) - 0.1 (0.3)
Loans and advances to customers at amortised cost | 3,319,770 481,526] 54,069 |  (12,077)] (58.4683)] (10,892)] -] o {02
Loans and advances to banks at amortised cost 1,691,726 - - - - - - - -
Other financisl assets messured at amontised cost' 86,484 - - B - - - - - -
Loan and other credit-related commitments 11,276,082 3.014 26,352 {745) - - — - —
- porsonel 11,276,082 3.014 26.352 (745) - - - - -
At 31 Dec 2018 16.374.062  484.540 80,421 (12,822) (58.483) {10.892) - {0.1) .11

1 Other assots includes cash and balsncas at contral banks, iteins in the course of collection from other banks, and prapaymants and accrued income.

Unless identified at an earlier stage, all financial assets are deemed to have suffered a significant increase in credit risk when they
are 30 days past due and are transferred from stage 1 to stage 2. The disclosure below presents the aging of stage 2 financial
assets by those less than 30 days past due and therefore presents those financial assets classified as stage 2 due to aging (30
days past due) and those identified at an earlier stage (less than 30 days past due). Past due financial instruments are those loans
where customers have failed to make payments in accordance with the contractual terms of their facilities.
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Grq-s; c;;y;j!;élnqminal amoun_l'_ T Allc;wam:a for ECL o L
Of which Of which
1to 29 30 and > 1to 29 30 and > 11020 30 and >
Days past  Days past Days past  Days past Days past Days past
Stage 2 due due Stage 2 due due Stage 2 due due
] 7 £000  £000 £'000 £'000 £'000  £'000 % % %
Loans and advances to customers at
amortised cost 659,355 21,259 13,869 (85,366) 5,491) (6,.671) {12.9) (25.8) (48.1)
o Gross carrying/nominal t_:}noim( o ﬁAIIowan'cer» for EC].A u . - ) EéL c.ov;rag-o %
Of which T Of which Of which
1 to 29 30 and > 1to29 30 and > 1to 28 30 and >
Doys past  Days past Days past  Days past Days past Days past
Stage 2 due due Stage 2 due due Stage 2 due due
 £000 £'000 £'000 _£'000 £'000 £'000 % % %
Loans and advances to customers at
amortised cost 481,526 21,733 12,358 {58,483} {5,171) {5,543) {(12.1) {23.9) {44.9)

Reconciliation of allowances for loans and advances to banks and customers including loan commitments and financial
guarantees

2018
-- —— - ——— = e e T ron
alden T - B 7 X
ECL income statement charge for the period L . o (85,097) o tes.232
Assets written oH_ e e e i e . 38,899 _EQ_EE
Exchange and other movements . L [ - Lt
At 31 Dec (128,395) (82,197}
ECL income statement charge for the period o :‘___— : L ) ] o o §5,097
Add:Recoveries . .. U .. . 114.808)
Add: Modification gains or (losses) on contractual cash flows that did opt result in derecognition B -
Total ECL income charge for the period 70,289

Credit exposure
Maximum exposure to credit risk

The following table presents our maximum exposure before taking account of any collateral held or other credit enhancements
{unless such enhancements meet accounting offsetting requirements). The table excludes financial instruments whose carrying
amount best represents the net exposure to credit risk and it excludes equity securities as they are not subject to credit risk. For
the financial assets recognised on the balance sheet, the maximum exposure to credit risk equals their ¢arrying amount; for
financial guarantees and similar contracts granted, it is the maximum amount that we would have to pay if the guarantees were
called upon. For ioan commitments and other credit-related commitments, it is generally the full amount of the committed
facilities.

The following table provides information on balance sheet items, offsets, and loan and other credit-related commitments.

. Tams w8
Maximum T mm T
exposure Offsot Not exposuie Oftfset Net
_ ) ) £'000 €000  f'000 £'000 £000 £'000
"Loans and advances 10 banks at amortised cosl - ) 1,706,247 © T2 700,287 1691,726 - 1,691,726
Loans and advances to customers at amortised cost ___...._- "~ a266221 27 Tazee221 3,855,365 T 73,855,365
Otherassets’' T 178725 T C 175725 8648 - 86.484
Total on balance sheet exposure to credit risk 6142193  _ '6.142,193 5633575 - 5,633,575
Total off balance shaet
- Loan and other credit related commitments 11,122,169 T 4122069 Viaosae 11305448
At 31 Dec 17,264,362 — 17,264,362 16,939,023 T 689,023
1 Other assets includes cash and balances at central banks, items in the caurse of collection from other banks, and prepay and d
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Concentration of credit risk exposure

Concentrations of credit risk arise when a number of counterparties or exposures have comparable economic characteristics, or
such counterparties are engaged in similar activities, or operate in the same geographical areas or industry sectors, so that their
collective ability to meet contractual obligations is uniformly affected by changes in economic, political or other conditions (see
loans and advances to customers by industry table on Note 14).

Due to the retail-based nature of its lending activities, the Entity is not exposed to any significant concentration risk.
Credit deterioration of financial instruments

A summary of our current policies and practices regarding the identification, treatment and measurement of stage 1, stage 2 and
stage 3 {(credit impaired) can be found in Note 1.2 of the financial statements. :

Measurement uncertainty and sensitivity analysis of ECL estimates

The recognition and measurement of expected credit loss {'ECL’} involves the use of significant judgement and estimation. We
form multiple ecanomic scenarios based on economic forecasts, apply these assumptions to credit risk models to estimate
future credit losses, and probability-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 on consensus forecast distributions, supplemented by afternative or additional economic scenarios and/or
management adjustments where, 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 outcomes referred to as the Upside and
Downside scenarios. Each outer scenario is consistent with a probability of 10%, while the Central scenario is assigned the
remaining 80%, according to the decision of the Group'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 consensus forecasts which represent 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 selected 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. We determine the maximum divergence of GDP growth from the Central
scenario using the 10th and the 90th percentile of the entire distribution of forecast outcomes. While key economic variables are
set with reference to external distributional forecasts, we also align the overall narrative of the scenarios to macroeconomic risks.
This ensures that scenarios remain ¢onsistent with the more qualitative assessment of these risks. We project additional variable
paths using the 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 credit risk use the updated

Central scenario to approximate the impact of the most recent outer scenarios.

Additional scenarios are created as required, to address those forward-looking risks that management consider are not
adequately captured by the consensus. At the reporting date, we have deployed additional scenarios to address economic
uncertainty.

Description of consensus economic scenarios

The economic assumptions presented in this section have been formed internally by the HSBC Group specifically for the
purpose of calculating expected credit loss.

The consensus Central scenario

Our Central scenario is one of moderate growth over the forecast period 2020-2024. Global GDP growth is expected to be 2.8%
on average over the period, which is marginally lower than the average growth rate over the period 2014-2018. We note:

e Expected average rates of GDP growth over the 2020-2024 period are lower than average growth rates achieved over the
2014-2018 period. This reflects expectations that the long-term impact of current economic uncertainty will be moderately
adverse.

* The unemployment rate is expected to rise over the farecast horizon.

« (nflation is expected to be stable and will remain close to central bank targets in our core markets over the forecast
period.

* The Bank of England kept its main policy interest rates in 2019 and is expected to continue to maintain a low interest rate
environment over the projection horizon.
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The following table describes key macroeconomic variables and the probabilities assigned in the consensus Central scenario.

Central scenario 202“)’_',‘,'5 . 20195033
UK UK

GDP growth rate (%) 1.6 1.7

Infiation (%¢} 2.0 2.1

Unemployment (%) ' ) o i ) . 4.4 a5

Short term interest rate (%3) - 0.6 1.2

10 year treasury bond yields {%) ) ) 1.7 28

House price growth {%) . 3.0 .28

Equity price growth (%) 2.8 3.2

Probability (%) 55 50

The consensus Upside scenario

The economic forecast distribution of risks (as captured by consensus probability distributions of GDP growth) has shown a
decrease in upside risks over the course of 2019. In the first two years of the Upside scenario, global real GDP growth rises
before converging to the Central scenario.

Increased confidence, de-escalation of trade tensions, removal of trade barriers, expansionary fiscal policy, positive resofution of
economic uncertainty in the UK, stronger oil prices and a calming of geopalitical tensions are the risk themes that support the
Upside scenario.

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

Upside scenario 20;"‘;.‘2'6;5_ ) Azg’lié’f_z'g 5
S uK UK
GDP growth rate (%} ) ] ' A 22
inflation (%) o 24 23
Unerri‘ployAmem (%i 7 ) 4.0 42
Short tarm interest rate (%) o 0.6 1.3
10 year treasury bond yields {7+ 17 27
House price growth (%) . a4 4
Equity price growth (%} 4.4 6.0
Probability (%) 10 10

The consensus Downside scenario

The distribution of risks (as captured by consensus probability distributions of GDP growth} has shown a marginal increase in
downside risks aver the course of 2019 {see discussion on the economic uncertainty below). {n the Downside scenario, global
real GDP growth declines for two years before recovering towards its long-run trend. House price growth either stalls or
contracts and equity markets correct abruptly in our major markets in this scenario. The potential slowdown in global demand
would drive commodity 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. The scenario is
consistent with our top and emerging risks.

The following table describes key macroeconomic variables and the probabilities assigned in the Consensus Downside
scenario.

Downside scenario Josutrags ivenge

. UK UK
GDP growth rate (%) o 1.4 R
Inflation (%) 1.7 17
Unemployment {%) . . 4.8 48
Short term interest rate (35) 0.1 03
10 year treasury bond yields (%) 0.8 L]
House price §16Q1h7(°/.:)7 o 1.6 - L
Equity price 616wli1 (“/&i (1-3) T 02

Probability (%)

Alternative Downside scenarios for the UK

Three alternative Downside scenarios were maintained in 2018 for the UK, reflecting management'’s view 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 EU on 31 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 alternative Downside scenario 1: Economic uncertainty could have a large 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.
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¢ UK alternative Downside scenario 2: This scenario reflects the possibitity that economic uncertainty could result in a deep
cyclical shock triggering a steep depreciation in sterling, a sharp increase in inflation and an associated monetary policy

response. This represents a tail risk and has been assigned a 5% weighting.

* UK alternative Downside scenario 3: This scenario reflects the possibility that the adverse impact associated with economic
uncertainty currently in the UK could manifest over a tar longer periad of time with the worst effects occurring later than in

the above two scenarios. This scenario is also considered a tail risk and has been assigned a 5% weighting.

The table below descrnibes key macro-economic variables and the probabilities for each of the Alternative Downside scenarios:

Downside scenario {average 2020 - 2024)

Alternative Downside Alternative Downside Alternative Downside

scenario 1 scenario 2 scenario 3
GDP growth rate (%) 0.3 (0.3) (0.8)
inflation (%) 23 25 2.7
Ungm_p!oyment (%} 6.5 8.0 7.7
Short 1erm interest rate (%) 0.4 2.5 25
10 year treasury hond yields {%) 1.8 4.0 4.0
Hause price growth (%) ' . an a7 (4.8)
Equity price growth (%) ) B [T (4.6) i (9.6)
5 ]

Probanility (%)

Downside scenario (average 2019 - 2023) o

Altarnative Downside Alternative Downside Alternative Downsids

scenario 1 scenario 2 scenario 3

GDP growth rate (%) 0.5 {0.1) {0.7)
Inflation (%) ' 22 2.4 2.7
Unemployment {%) 6.5 8.0 7.7
Short term interest rate (%) 0.4 25 25
10 year treasury bond yields (%) 1.8 4:i3 4.0

House 'pri'ce growth (%) (1.5) . o 133 {4.8)

Equixy brice growth (%) {0.9) ’ o (2.;i (75)
/ 30 s 5

Probability (%)

The conditions that resulted in departure from the consensus economic forecasts will be reviewed regqularly as economic

conditions change in future to determine whether these adjustments continue to be necessary.

The graph below shows the historical and forecasted GDP growth rate for five years for the various economic scenarios.
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How economic scenarios are reflected in the retail calculation of ECL

We have developed and implemented a globally consistent methodology for incorporating forecasts of economic conditions
into ECL estimates. The impact of economic scenarios on PD is modaelled at a portfolio level. Historical relationships between
observed default rates and macroeconomic variables are integrated into IFRS 9 ECL estimates by using economic response
models. The impact of these scenarios on PD is modelled over a period equal to the remaining maturity of underlying asset or
assets. The impact on LGD is modelled for mortgage portfolios by forecasting future loan-to-value {'LTV’) profiles for the
remaining maturity of the asset by using national level forecasts of the house price index and applying the corresponding LGD
expectation.

Impact of UK economic scenarios on ECL

At 31 December 2019, the impact of using additional scenarios to the consensus distribution to address economic¢ uncertainty in
the UK was £28.4m {2018: £29m). We also consideraed 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 scenarias sensitivity analysis of ECL estimates

Management considered the sensitivity of the ECL outcome against the economic forecasts as part of the ECL governance
process by recalculating the ECL under each scenario described above for selected portfolios, applying a 100% weighting to
each scenario in turn. The weighting is reflected in both the determination of a significant increase in credit risk and the
measurement of the resulting ECL.

The ECL calculated for the Upside and Downside scenarios should not be taken to represent the upper and lower limits of
possible actual ECL outcomes. The impact of defaults that might occur in future under different economic scenarios is captured
by recalculating ECL for loans in stages 1 and 2 at the balance sheet date. The population of stage 3 loans (in default) at the
balance sheet date is unchanged in these sensitivity calculations. Stage 3 ECL would only be sensitive to changes in forecasts of
future economic conditions it 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 retail credit risk exposures, the sensitivity analysis includes ECL for loans and advances to customers related to defaulted
obligors. This is because the retail ECL for secured mortgage portfolios including loans in all stages is sensitive to
macroeconomic variables.

ECL under each scenario is given as a percentage of the gross carrying amount as at 31 December 2019.

IFRS 9 ECL sensitivity to future economic conditions’ 2019 2018
Tk 3
£m £m
'ECL coverage of loans and advances to customars at 31 Decembsr 2019 - o
‘Reported ECL (Em} o ’ 128 82
“Gross carrying amount (Em) ’ ) oo C T 74,266 3,855
Reported ECL coverage (%) ' B Tt T3 23
Coveraga ratios by scenario: T o ) T -
Consensus Central scenario (%} ) ] ' 2.27 REY
Consensus Upsidé scenario (‘f/;iA ~ S . 1.4 T e
Consensus Downside scenario (%) o o ‘. , ) N 289 182
Coverage ratios for altemative gce_r]afiosw o): » T T
- UKADI T ) YT
" -Tail risk scenarios (UK AD2-3) 4.45-548
ECL for alternative scenarios {Em) T i i o
T . UKADI R ' S 174 123
- Tail risk scenarios (UK AD2-3) T T T 2244269 172211
1 ECL jtiviti lude portfolios utilising less ol delling approaches
2ECL jtivity includes anly On bal. sheet ial inst to which IFRS 9 impairment requirements are appliod.

At 31 December 2019, the significant level of retail ECL sensitivity in the portfolio was observed due to the interaction between
economic forecasts, the quantum of exposures and credit characteristics of the underlying portfolios.

The changes in sensitivity from 31 December 2018 is reflective of changes in lending volumes, credit quality and movements in
foreign exchange. The increase in stage 3 ECL due to a pause in write-offs and changes in credit quality.

For all the above sensitivity analyses, as the level of uncertainty, economic forecasts, historical economic variable correlations
or credit quality changes, corresponding changes in the ECL sensitivity would occur.
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Post-model adjustments

In the context of IFRS 9, post-mode! adjustments {'PMAs') are short-term increases or decreases to the expected credit loss at
either a customer or portfolio level to account for model deficiencies, expert credit judgement applied following management
review and challenge and for any late breaking events. We have internal governance in place to regularly monitor post-model
adjustments and where possible to reduce the reliance on these through model recalibration or redevelopment as appropriate.

Post-model adjustments do not include the additional ECL impairment allowances made in respect to the UK economic
uncertainty and global trade tensions, as these are captured within the existing governance process for multiple economic

scenarios impact on ECL.

Post-model adjustments as at 31 December 2019 were £14m for the Entity’'s business (2018:£2.25m).
Payments related to development of the new credit card mode) have not yet been implemented in the live environment,

and customers including loan commitments and financial guarantees

Reconciliation of changes in groés carryinglnohiinél ‘amount and allowances for loans and advances to banks

The following disclosure provides a reconciliation by stage of the Entity’s gross carrying/nominal amount and allowances tor loans
and advances to banks and customers, including loan commitments and financial guarantees.

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 transfers represents the increase or decrease in
ECL due to these transfers, for example, moving from a 12-month (stage 1) to a lifetime (stage 2) ECL measurement basis. Net
remeasurement excludes the underlying CRR/PD movements of the financial instruments transferring stage. This is captured,
alang with other credit quality movements in the ‘changes in risk parameters - credit quality’ line item,

The ‘new financial assets originated or purchased’, ‘net further lending' and ‘assets derecognised (including final repayments)'
represent the gross carrying/nominal amount and associated allowance ECL impact from volume movements within the Entity's

lending portfolio.

Non credit- impaired

Credit impaired

Stage 1 Stage 2 - Stage 3
Gross Gross Gross Grozs
carrving/ camving/ canying! carrving/
amount for ECL amount for ECL amount for ECL amount for ECL

At 1Jan 2019 16,282,578 (12,822) 484,540 {68,483} 80,421 (10,892} 16,852,539 {82,187}
Transfer of linancial instruments = =
- transfers from stage 1 to stage 2 _ {183,957) 1,517 183,857 (1,517) - - - -

- transfers from stage 2 to stage 1 83,204 (5,242) (83,204) 5,242 - - - -

- transfers (o stage 3 (140) 3| (20.288)] 4.299] 20428 (4,302) - -

- transfers from stage 3 41 {33), 6,833 (380} (6.873) 413 - -
Net remeasurement of ECL arising from - 3,183 - (4,749) _ m - (1,567)
transfer ot stage

New financial assets originated or purchased 1,012,896 (4,348) - - - - 1,012,896 {4,348)
Changes ta risk parameters- further lending/ (514,348) 1,294 140,382  (5,003) 42,596  (9,900)  (331,410)  (13,609)
repayments

Changes to risk parameters (credit quality) - 1,490 ~  (24.774) = (a3,955) —  (67.240)
Asset derecognised ({including final

repayments) (406,488) 1,667 - - - - {406,488) 1,667
Assets written off T - - - ~  (38,899) 30,899 (38.899) __ 38.899
At 31 Dec 2019 i __ 16,278,785 {13,291) 712,180 {85.3668) 97,672 {29,738) 17,088,637 ({128,395)
ECL releasel(charge) for the periad . 3,286 ... (34,526) (53.856) o (85,097)
Recoveries L - - 14.808 14,808
Total change in ECL for the pe 3,286 {34,526) {39.048) ~ (70,289)
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Non credit - impairad Credit impaired
T “Stage1 Stago 2 Stage 3 T
- Gross 7 Gross Gross Gross
carrying/ carrying/ carrying/ carrying/
amount for ECL amount for ECL amount for ECL amount for ECL
Aviganzonal 13,603,867 (28,305 153,911 (23,150) 83541 _ (11.208) 13,857319 __ (62,753
Transfer ot financial instruments ) L - -
SIIRTEL SN TR SNRTIE. e B wwp e maedismeme  eaevsvepi e st st b e L o o —
- transfers from stage ) to stage 2 e (96,403;}' 876—;r 96,403 ; (8761 - - - g -
- transfers from stage 2 10 stage 1 I 135,632 ¢ (1,403 1 35,632); 1,403 - - - ‘ -
uansfers o steged : (©4) - (6469 25| 6533  (2518) - -
- transfers from stage 3 R 29] (11y 132,859 (163); (132,888), 174 e Th :_j
Net remeasurement of ECL arising from _ _ _ (935) — = - (935)
transfer of stage ) o . . -
Net new and further lending/repayments . 1}1702_@41 o la,296) - - - = 3,702,641 (4,246)
Changes to risk parameters - creditquality 62721 12314 468,935 {61.696) 220,671 (61.798) 752.387 (111,180)
Asset derecognised {including final
repayments) {1,126,845) 8,190  (225527) 24,388 (57.412) 14,552 (1,409,784) 47,130
Assets written off - e o= = - - (50,024} 50,024 (50,024) 50,024
Others __ S ) =S - = -
At 31 Dec 2018'”v 16,287,578 {12,822) = 484,540 {58,483) 80,421 {10,892} 16,852,539
ECL refeaseficharg . . 15,720 (35.333) (49,618) N
Recoveries L - - e 19,095 -
_Total change in ECL for the period . 15720 (35,333) (30523
1 2018 brought forward and closing bal. Y ipdated to includs foans and ad\ to banks (2018 £1.7bn; 2017, £2 23bn)
Twelve Twelva months
months ended ended 31 Dec
At 31 Dec 2019 31 Dec 2019 At 31 Dec 2018 2018
Gross
carrying/
nominal Allowanco for Gross catrying/ Allowance for
amount ECL ECL charge nominal amount ECL ECL charge
£'000 £'000 £'000 £'000 £'000 £000
As abave e . 17,088,637 (128,395) {70,289} 16,852,539 (82,197) {50.13%
Other linancial assets measured at amortised CE-“,‘ . _ 175,725 - - 86,484 ==
Summary of fir ial instr to which the
impairment requirements in IFRS 9 are applied 17,264,362 (128,395) {70,289) 16,939,023 {82,197) {50,137)
Total allowance for ECL/total income statement
ECL charge for the period N/A (128,395) {70,289) N/A 82,197) {50,137)

1 Other assots includos cash and balances at central banks, items in the course of collection from other bsnks, and prepayments and accrued income

The contractual amount outstanding of financial assets written off during the period that are still subject to enforcement activities
amounted to £232k.
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Credit quality
Credit quality of financial instruments

The Entity assesses the credit quality of ali financial instruments that are subject to credit risk. The credit quality of financial
instruments is a point in time assessment of the probability of defauit of financial instruments, whereas IFRS 9 stages 1 and 2
are determined based on relative deterioration of credit quality since initial recognition. Accordingly, for non-credit impaired
financial instruments there is no direct relationship between the credit quality assessment and IFRS 9 stages 1 and 2, though
typically the lower credit quality bands exhibit a higher proportion in stage 2. The five credit quality classifications defined below
each encompass a range of granular internal credit rating grades assigned to the retail lending business and the external ratings
attributed by external agencies to debt securities, as shown in the table below. Under iAS 39 retall lending credit quality was
disclosed based on expected-loss percentages. Under IFRS 9 retail lending credit quality is now disclosed based on a 12-month
probability-weighted PD.

Dabt Securitiss and ather bilis Retail Lending
Quality classification 7 External credit rating Internal credit rating
Sléoné A- and above Band 1 and 2
Good BB8B8+ to BAB- Band 3
Satistactory BB+ to B and unrated Band 4 and 5
Sub-standard B-toC ) Band 6
Credit-impaired A " Default ' Band 7_

“Quality clas n definitions

* 'Strong’ exposures demonstrate a strong capacity to meet financial commitments, with negligible or low probability of default and/or low levels
of expected loss.

* ‘Good’ exposures require closer monitoring and demanstrate a good capacity to meet financial commitments, with low default nisk.

« ‘Satisfactory’ exposures require closer monitoring and demonstrate an average-to-fair capacity to meet financial commitments, with moderate
default nisk.

« ‘Sub-standard’ exposures require varying degrees of special attention and default risk 1s of greater concern.

« ‘Credit-impaired’ exposures have been assessed as impaued.

Distribution of financial instruments by credit quality

Gross carrying/notional amount

Allowance
Credit provision
Strong Good  Satisf. y Sub dard impairad Total for ECL Net
£'000 £'000 £'000 £'090 €000 £'000 £'000 C'QI?O
Loans and advances 10 banks 1,700,247 - - - - 1,700,247 - 1,700,247
Loans and advances 10 customers 2,273,331 1,059,257 831,491 32,119 69,963 4,266,221 {127,756) 4,138,465
Other financial assats held at
amortised cost' 175,725 - - - - 175,725 - 175.725
At 31 Dec 2019 4,149,363 1,059,257 831,491 32,118 69,963 6,142,193 (127,756) 6,014,437
Loan and other credit related
commitments f{or loans and advances
to customers 9,980,533 920,333 186,757 6,838 27,708 11,122,169 {639) 11,121,530
Loanc and advances to banks 1,691,726 - - - - 1,691,726 - 1,691,726
Loans and advances to customers 2,170,150 975,931 626,476 28,739 54,069 3,855,365 (81,452} 3,773,913
Other financtal assets held at amortised 86,484 - - - - 86,484 - 86,484
At 31 Dec 2018 3,948,360 975,931 626,476 28,739 54,069 5,633,575 (81,452) 5,552,123
Loan and other credit related
commitments for loans and advances
to customers 10,232,228 883.611 156,840 6417 26,352 11,305,448 {745) 11,275,336

1 Other assats includes cash and balances at cantral banks, iteins m the caursa of collection from other banks, and prepay and accruad

2 For the purposes of this disclosure gross carrying valus is defined as the amortised cast of 8 financial asset, before adjusting for any loss slfowance.
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Distribution of financial instruments to which the impairment requirements of IFRS 9 are applied by credit quality stage

altocation

U, ... L . BTOUN e e
i ‘ Allowanco
Crodit provision
Strong Good Satisfactory Substandard impaired Total for ECL Not
£000 £'000 £000 £'000 £000  £000  £000 £'000
Loans and advances to banks at
ainortised cost 1,700,247 - - - - 1,700,247 - 1,700,247
e o e . e —— e+ e tere et comamim 12 b e e e
- stage 1 .. 1 1700247] =L =D AT T =T Tvaee2er] o7 1700247
Loans and advances to customers at
amortised cost 2,273,391 1,059,257 831,491 32,119 69,963 4,266,221 (127,756} 4,138,465
-stagel - 12,273,391 1059,257] 204,255} =1 ) 3,536,902i (12,652 3,524,251
- stage 2 ! - -1 627,236 ! 32,113 i -1 659,355; (85,366)] 573,989
s e — | ; ! !
_-staged ) L =t = e -, 69.963| 69,963, (29,738) 40,225
Other financial assets measured at
amortised cost 175,725 - - - - 175,725 - 175,725
- stage 1 175,725 - T =17 ZT 0 arsaes] -1 175,725}
Loans and other credit related
commitments 9,980,533 920,333 186,757 6.838 27,708 11,122,169 (639) 11,121,530
- stage 1 ST T T 73,980,533 920,333| 140,770 U7 ZT 77T ZT 11,081,636 (639)] 11,040,997
-stage2 ] - - 45,987 6.838 -1 52,825 - 52,825
- stage 3 R - -1 —| 27708  27.708 —-i__ 27708
At 31 Dec 2019 14,129,896 1,979,589 1,018,249 38,957 97,671 17,264,362 (128,395) 17,135,967
T G saningnaon o
i N Allowance
Credit provision
Strong Goaod S f y Sub dard impaired Total for ECL Net
) £000 £'000 £'000 £'000 €000 £600  £000 £'000
Loans and advances to banks at
amortised cast 1,691,728 - - - 1,681,728 - 1.691.726
stage1 » 1691.726] -1 — T 1691726 —1 1.691,726)
Loans and advancas to customers at
amortised cost 2,170,150 975,931 626,476 28,733 54,069 3,855,365 (B1,452) 3,773,913
stage 1 - ] aioasel Terssmy Twvaess] T -TTT T Taaisnol 2070 T 3307693
- stage 2 o i -1 - 452,787 28,739 -t 481,526!  (58.483); 423,043}
-Stage 3 | - - e -1 54.069 54.069| (10892}  43.77|
Other financial assets measured at
amortised cost' 86,484 - - - - 86.484 - 86.484
esage) 17 seasl o[ T[T -1 2T esam -1 . Beasa]
Loans and other credit related
commitments 10,232,228 883,611 156,840 6.417  26.352 11,305,448 (745) 11,304,703
- stage 1 o 10,232,228 883,611 I 156,840 3403 27 n2ve0ez] (745), 11,275,337}
_-stage 2 L - - - 3.014 - 304 -1 3014’
sstaged . =1 .. .=L . =L . ___ =) e382] 26352 ___ -| _ 26352
At 31 Dec 2018 14,180,588 1,859,542 783316 35156 80421 16,939,023  (82,197) 16:856.826

1 Other sssets includas cash and balances at centraf banks, nems in the course of collection from other banks, and prepsyments and accrued incame.

2 For the purposas of this disclosure gross carrying value is definad as the amortised cost of a financia! osset, befare adjustng for any loss allowance

Credit impaired loans

The Entity determines that a financial instrument is credit-impaired and in stage 3 by considering relevant objective evidence,

primarily whether:

* contractual 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 that a concession has been granted to the borrower for
economic or legal 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 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
which are considered defaulted or otherwise credit impaired.
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Renegotiated loans and forbearance

Where customers are in (or approaching) financial difficulty, due consideration is given to provide assistance to customers (either
on a temporary or permanent basis) to help them meet the contractual commitments relating to their account. The Entity policy
provides guidance on when customers are considered to be in financial difficulty and the various forbearance tools that are
available to assist them. It is recognised that customers find themselves in financial difficulties as a result of many different
situations and Collections staff speaking with customers will often be best placed to understand the individual circumstances
and needs of specific custamers. Prior to agreeing a forbearance an apprapriate level of assessment on a customer's affordability
is completed to ensure any solution agreed with the customer is sustainable.

The following table shows the gross carrying amounts of the group's holdings of renegotiated loans and advances to customers
by industry sector and by stages. Personal renegotiated loans are deemed to remain credit-impaired until repayment or
derecognition.

At 31 Deo 2018 At31Doc 2018
Neither past Past due 7 No;(hez past
due not but not dusnat  Past due but
impaired impaired {mpaired Total impaired  not imparred tmpaired Total
_ £000 €000 £000 £'000 £330 £°000 £'000 £'000

Retail o - - 25878 25,878 19,037 19.037

. Residential Montgagas . - - i - - — ) -

- Other personal T - - 25878 25,878 S 19,037 19,037
Commercial and real estate - - - - - - - .
Co;pa;a)lze and commercial - - . - S - = - -
Financial - - - - - - - -
Other ' - - - - - - - -

» - - 25,878 25,878 - - 19,037 19,037

Impairment altowance on renegotiated - '
loans {8,367) (4.579)
Renegotiated loans snd advances as % of
total giosc loans {%) 0.6 05

Impaired loans and advances

The table below analyses the foan impairment charges for the year and the impairment allowances recognised for impaired loans
and advances that are either individually assessed or collectively assessed, and collectively impairment allowances on loans and
advances classified as not impaired. Mortgage LTV ranges from less than 50% to 100%, the majority (68%) of the mortgage
balance is in LTV 81%-90%.

Movement in impairment allowances on loans and advances to customers

2019 2018
Individually Collsctivaly Individusily Collecuvely
d d Yotal d Total
£'000 £'000 £'000 €000 €000 £000

At 1 Jan - 81,452 81,452 - 62,244 62,244
Amounts written off - (38,899} (38,899) - (50,024} (50.024)
Recoveries of amounts written off in previous ' )

years - 14,808 14,808 - 19,095 19,095
New allowances net of allowance releases - 70,394 70,394 - 50,137 50,137
At 31 Dec - 127,755 127,755 - 81,452 81.452
Impairment allowances % of loans and advances - 3.1 3.1 - 2.2 22

Liquidity risk management

Liquidity risk is the risk that the Entity does not have sufficient financial resources to meet obligations as they fall due or will have
access to such resources only at an excessive cost. The risk arises from mismatches in the timing of cash flows.

The Entity is part of the Domestic Liquidity Sub-group ('Liquidity Group') of HSBC UK Bank plc and therefore part of the internal
liguidity control and management structure of HSBC UK Bank plc. The Entity's liquidity position is managed as part of the HSBC
Bank UK plc Liquidity Group, under which members agree to provide liquidity support when necessary.

The following is an analysis of undiscounted cash flows payable under various financial liabilities by remaining contractual
maturities at the balance sheet date:

Due within 3 Due batwean Due between 1-5

On Demand months 3-12 months years Due after 5 years Total
£'000 £'000 £'000 £'000 £'600 £€'000
Deposits by banks - 713,248 1,032,564 1.363,272 - 3,109.084
Customer accounts 2,123,214 - - - - 2,123,314

Accruals, deferred income and other ' ’
tiabilitios - 965 2,922 15,451 - 19,338
Current tax liabilities - 31,066 - - - 31,066
Subordinated liabilities - 202 - - 95,000 95,202
Loan commitments 11,122,169 - - . - o~ 11,122,169
Provisions - 52,049 101,864 26,403 - 180,316
At 31 Dec 2019 13,245,483 797,530 1,137,350 1,405,126 95,000 16,680,489
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Deposits by banks 27,681 658,47 901,808 1,079,048 - 2,667,008
Customer accounts 2,250,232 - an - 2,250,232
Current tax liabilities - 24,244 - . - 24,244
Subordinated liabilities - 196 - - 79,000 79,196
Loan commitments 11,305,448 - - - - 11,305,448
Provisions - 40,318 73,320 1.162 - 114,800
At 31 Dec 2018 13,583,361 723,228 975,128 1,080,210 79,000 16,440,928

Market risk management

Market risk is the risk that movements in market factors including interest rates and foreiyn exchange ratcs will impact the
Entity's income or the value of its portfolios.

The Entity’s objective is to manage and control market rate exposures while maintaining a market profile consistent with its risk
appetite.

Interest rate risk

Interest rate risk is managed internally by monitoring the sensitivity of the fair value of the Entity’s assets and liabilities to a 0.01%
shift in yield curves {the present value of a basis point or 'PVBP‘).At 31 December 2019 the Entity’s risk as measured by PVBP
was £ 6,908 (2018: £9,369 ). PVBP is the change in the present value of future cash fiows and not recognised as an immediate
gain or loss in the income statement.

The table below discloses the mismatch of the dates on which interest on financial assets and financial liabilities are next reset to
market rate on a contractual basis or, if earlier, the dates on which the instruments mature as at31 December 2019. Actual reset
dates may differ from contractual dates owing to prepayments and the exercise of options. In addition, contractual terms may not
be representative of the behaviour of financial assets and liabilities.

Not more Between 3 Betwoen 6
than 3 and 8 hs and B 1 Morethan 6 Non-interest
months months 1 year and 6 yesars years bearing Total
At 31 Dec 2019 £'000 £'000 £'000 £€'000 €000 £'000 £'000
Assets o
Loans and advances to banks 1,485,247 45,000 65,000 105,000 - - 1,700,247
Loans and advances to customers 798,499 776,828 383,995 1,752,169 31,556 395.419 4,138,466
Other assets 23,911 455 821 3,212 180 162,711 191,290
Total assets 2,307.657 822,283 449,816 1,860,381 31.736 558,130 6,030,003
Liabilities
Deposits by banks 705,000 705,000 310,000 1,335,000 - - 3,055,000
Customer accounts 1,304,880 115,240 149,310 553,885 - - 2,123,315
Other liabilities 144,070 - - - — 194,708 338.778
Subordinated liabilities 95,202 - - -~ . - 95,202
Sharehalders' equity ) - - - - - 417,708 417,708
Total eqhity and liabilities 2,249,152 820,240 459,310 1,888,885 - 612,416 6,030,003
Interest rate sensitivity gap 58,505 2,043 {9.494) {28,504) 31,736 {54,286) -
Cumulative interest rate sensitivity gap 58,505 60,548 51,054 22,550 54,286 - -
Betweon 8 .
Not more than  Between3and | iheand 1 Between 1 and More than 5 Non-interast

3 months 6 months yaat S years years bearing Total
At 31 Dec 2018 £'000 £'000 £'000 £°000 £000 £'000 £'000
Assets '
Loans and advances to banks 1,421,726 115,000 100,000 55,000 - - 1,691,726
Loans and advances to customers 790,924 778,090 315,299 1,464,313 23.500 401,787 3.773.913
Other assets 46,027 427 769 3,058 173 53,809 104,263
Total assets 2,258,677 893,517 416,068 1,522,371 23.673 455,596 5,569,902
Liabilities
Deposits by banks 687,092 660,000 225,000 1,055,000 - - 2627092
Customer accounts 1,400,468 186,394 183,620 479,750 - - 2,250,232
Other liabilities 129,395 - - - - 119,541 248,936
Subordinated liabilities 79.196 - - - - - 79,196
Shareholders’ equity - - - - - 364,446 364,446
Total equity and liabilities 2,296,151 846,394 408,620 1,534,750 — 483,987 5,569,902
Interest rate sensitivity gap (37.474) 47123 7,448 (12,379) 23.673 (28,391) -
Cumulative interest rate sensitivity gap (37.474) 9,649 17,097 4718 28,391 - -

29. Legal proceedings and other regulatory matters

The Entity is party to legal proceedings and regulatory matters arising out of its normal business operations. The Entity considers
that none of these matters are material.
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30. Related party transactions

(a) Transactions with Key Management Personnel

Key Management Personnel {'KMP') are defined as those persons having authority and responsibility for planning, directing and
controlling the activities of the Entity directly and indirectly and include members of the Board of Directors of the Entity, and the
Board of Directors of HSBC UK Bank plc.

{AS 24 'Related Party Disclosures’ requires the following additional information for key management compensation.

A number ot KMP are not ditectors of the Entity and are paid by other HSBC Group companies which make no recharge to the
Entity. It is not possible to make reasonable apportionment of their emoluments in respect of the kntity. Accordingly, no
emoluments in respect of these KMPs is included in the following disclosure.

Members of the Entity's Exec Co are not considered KMP as it is the body of the Exec Co, not individual members, that has the
authority and responsibility for planning, directing and controliing the activities of the Entity. 2013 numbers have been prepared
on this basis.

The following represents the compensation for Directors of the Entity in exchange for services rendered to the Entity for the
period they served during the year.

Compensation of Key Management Personnel

2019 2018

£'600 £000

Short-term employee benefits ' 921 ' 1,903
Post-employment benefits 53 215

Transactions, arrangements and agreements with Key Management Personnel’

The table below sets out transactions which fall to be disclosed under IAS 24 ‘Related Party Disclosures’ hetween the Entity and
its Key Management Personnel.

" 2019 ST 2018 )
Hi h balance Bal at 31 Highest balance Balance Qlal
during the year Decomber dunng the year December
£€'000 £'000 £000 £000
Cards_ L 36 14 76 42
Othe? T - 100 51 270 158

1 Includes close family b

2 Other mcludas saving and insurance producis

The above transactions were made in the ordinary course of business and on substantially the same terms, including interest
rates and security, as for comparable transactions with persons of a similar standing or, where applicable, with other employees.
The transactions did not involve more than the normal risk of repayment or present other unfavourable features.

{b) Transactions with other related parties
Transactions detailed below include amounts due to/from HSBC Bank plc and its subsidiaries

2019 ' 2018
“ hest bal Bal at 31 Highest balance Balance at 31
during the year ' Decembser during the year ' Dacember
€'000 £'000 €'000 £'000
Assets
Loans and advances to banks - - 2,317,564 -
Liabilities o
Deposits by banks i - - 2,593,082 -
Other liabilities 32,376 7,342 39.261 21,056

1 The disclosure of the ysar end balance and the highest balancoe during the yesr is considered the most mesninghul information to represent transactions during the yesr

2019 ' 2018
£'000 £'C00

Income statement
Interast income o . - 5,677
Intarest éib‘ense S o 3317 9.7_47
Fee income = 16,299
Fee expern‘sé - 626
Other operating income - -
Ganeral and administrative expensas ) 28,124 28,261
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Transactions detailed below include amounts due to/from HSBC Holdings plc

2019 ] 2018 e

_—r;i-;t:;sl bafance h.&;hmc.u al 51 ) m;{-i;k;as: balance Balan;:e aTl 3(

during the year ' Decamber during tho year ' December

£'000 £'000 £'000 : £'000
Liabilities T - T ] -
Subordinated amounts due - T 79,755 oz 79,711 7919
Additional tier 1 equity 60,000 = 60,000 60,000

1 The disclosure of the year-end balance and the highest balance during the year is considersd the most meaningful informetinn 1o represent transactions during the year.

Income statement
Imerestgxpgnse
Dividend expense

2019 2018
£'000

1615
3,416

Transactions detailed below include amounts due to/from Marks and Spencer Savings and Investments Limited and/or

Marks and Spencer Unit Trust Management Limited

2019 2018

5" host balance  Balancs ;t":ﬁ Highest balance Balsnce“m; v
during the year ' December during the year ' December
£000 _ £000 £000 £000
Assets e ) — _ O —
Otherassets o 4,813 4,813 700 423

Uabilities 777 o - ]
Other liabilities T 11,843 11,844 12,577 8.301

1 The disclosure af the year-end balance and the highest balance during the year is considered the most meaningful inforimation ta reprasent transactions during the year.

2018 2018

) £000 £'000

@§lé%;g;_..._ - e e 7 — - 6 . T
General and administrative expenses T ) 2,995 3,378

The above transactions were made in the ordinary course of business and on substantially the same terms, including interest

rates and security, as for comparable transactions with persons of a similar standing or, where applicable, with other employees.
The transactions did not involve more than the normal risk of repayment or present other unfavourable features.

Transactions detailed below include amounts due to/from Marks and Spencer Retail Financial Services Holdings Limited

2019

Tams

Balance at 31

Hig! bal Bal at 31 Highest balance

during the ysar ' Decomber during the year ! Decamber
R £'000 £'000 £°000 £'000
“Lishilities N ] ] B .
Other fiabiliies o - ] R T2 35,364 ~

1 The disclosure of the yesr-end balance and the highest balance during the yesr i1s id

od the most gful information to represant transactions during the year.

Transactions detailed below include amounts due to/from HSBC UK Bank Plc

T Tt e
Highest balanco Balance at 31 Highast batance Belance a1 31
during the yoar ' Docombor during the year Decembes
o o €000 £000 €000 €000
IASSB‘S T - no - T T ) T
Loans and advances to banks 1885871 1,700,247 1,811,516 1,691,503
Otherassers T o : §1.759 3039 - _ . =
Liabiigs ™ T s s e e
Deposits by banks 3,100,000 3055000 2643984 2,622,782
Subordinated amounts dus T e.000 16,000 - -
Additional tier 1 equity 9,000 9,000 - -
Other liabilities 20,779 11,514 10,906 8.819

1 The disclosure of the year-end balence and the highest balance during the yesr is dered the most

gful information 1o represent transsctions during the yesr
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T2018 T T 08
- R . £000 C'QOO
Income statemem e - S S I
Interest income _ L ) 13,273 6.561
Interest expense . 27,519 11,848
Feeincome _ - _ . 11804
Fee expense e e e e e e 146 832
General and administrative expenses 4,407 4,495
Transactions detailed below include amounts due to/from HSBC UK Holdings Limited
2019 B T T .
High bal Batl at 31 Highest balancs Balance at 31
during tho year ' Decembeor durning the year ! December
£'000 £'000 ] €'000 £'000
e -__,.‘...”M..‘.._'..-,_ - ....A._.m_«.. _.j__ w...»..i._. — e L 4.../ e et i e .._.fu,..-_m_
Cash and balances at central banks . ) - - ] - -
Liabilities ) B T 'f T o ’ 7 - Co T T e
Subordinated amounts due ] R, . _ 79,789 79,193 - -
Additional (_ig(‘l equ:il! ) ) . 60,_000 ) . 60,000 = -
Other liabilities - - - —
1 The disclosura of the year-end balance and the highest balence during tho year ic idered the most ingful info to represant transsctions during the yesr

2019 2018

- - e . E000 £000,

Income statement T T e e ) i ) j T “17 o
Interest 51‘90!"_9\; :1_ .: - .. - - N - ‘ : ST s e “ i-_»;
_Ip}erqstexpgtlse » o o T ' ' . e _ i,70'2t' ‘; 3,190
General aﬁﬂ;dnlinisl};tiverexkpenses7 e e e _ B ) o '-A — T
Dividend expense o T e ‘ " " V.a4 4572

31. Parent undertakings

The ultimate parent undertaking and ultimate controlling party is HSBC Holdings plc which is the parent undertaking of the
largest group to consolidate these financial statements. HSBC UK Bank plc is the parent undertaking of the smallest group to
consolidate these financial statements.

All companies are registered in England and Wales.
Copies of HSBC Holdings plc’'s and HSBC UK Bank plc’'s consolidated financial statements can be obtained from:

HSBC Holdings plc
8 Canada Square
London E14 5HQ
United Kingdom
www.hsbc.com

HSBC UK Bank plc

1 Centenary Square
Birmingham B1 1HQ
United Kingdom
www . hsbe.com

32. Events after balance sheet date

No significant events affecting the Entity have occurred since the end of the financial year.
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