


Connecting customers
to opportunities

HSBC aims to be where the growth is,
enabling businesses to thrive and economies
to prosper, and ultimately helping people to
fulfil their hopes and realise their ambitions.

Cover image

Our global marketing campaign
explores how HSBC helps people
prosper. The Group's iconic hexagon
becomes a lens through which to
look at the world, showing how we
help individuals, businesses and
communities to grow and flourish.
This includes our commitment to
the development of renewable
energy sources that can support
the global transition to a low-carbon
economy. We have pledged to
provide $100 billion in sustainable
financing and investments by 2025.

Inside front cover image

We are investing in digital
technology to improve the service
we provide to our customers. Our
award-winning mobile apps are

one of the ways we help them
manage their money more quickly,
conveniently and safely. This picture
was taken by Terry Tam, who works
for HSBC as an IT developer.

Employee photos

All the photos on the inside pages
of this report, with the exception

of Board and executive profiles,
were taken by people working for
HSBC in locations including the UK,
China, India, Malta and Bangladesh.
Many more employees across the
Group's international network have
contributed to HSBC Now Photo,
an ongoing project that allows
them to demonstrate their talent

as photographers and show the
diversity of the world around them.



This Strategic Report was approved
by the Board on 19 February 2019.
Mark E Tucker

Group Chairman

None of the websites referred

to in this Annual Report and
Accounts (including where a link
is provided), and none of the
information contained on such
websites, are incorporated by
reference in this report.

Our values define who we
are as an organisation and
make us distinctive.

Dependable

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

Open

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

Connected

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

Reporting currency
We use US dollars.

Adjusted measures

We supplement our IFRS
figures with alternative
performance measures
used by management
internally. These measures
are highlighted with the
following symbol: ¢

»| Further explanation may be
found on page 34.
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For year ended 31 Dec 2018

Reported profit before tax

($bn)
I 19.9
17.2

7.1

$19.9bn

(2017: $17.2bn)

At 31 Dec 2018

Reported risk-weighted assets
($bn)!

EIE I 865
871
2006 KN

$865bn

(2017: $871bn)

About HSBC

With assets of $2.6tn at

31 December 2018, HSBC is
one of the world’s largest
banking and financial
services organisations.

More than

customers bank with us
We employ around
235,000
people around the world?
We have around

200,000

shareholders in 130 countries
and territories

I For footnotes, see page 67.

Adjusted profit before tax 4

($bn)

21.7
207 PN
206 ] 18.9

$21.7bn

(2017: $21.1bn)

Common equity tier 1 ratio
(0/0)1

14.0
14.5

N 136

14.0%

(2017: 14.5%)

Strategy highlights

In June 2018, we set out eight
strategic priorities against which
we committed to tracking our
performance until the end of 2020.
Below is a selection of highlights
from our progress in 2018.

11%
14%

percentage point
improvement in employee

engagement to 66%

adjusted revenue
growth in Asia  p

revenue growth in
transaction banking p

HSBC ‘scale markets’
improved by two
ranks or maintained
a top-three rank in
customer satisfaction
for RBWM

Oof8

Reported revenue

($bn)
I  53.8
51.4

I 48.0

$53.8bn

(2017: $51.4bn)

Total assets

($bn)

FOr I 2,558
I 7,522
EI I 2,375

$2 558bn

(2017: $2,522bn)

Selected awards and recognitions
Euromoney Trade Finance Survey 2019
Top Global Trade Finance Bank

Euromoney Cash Management
Survey 2018
Best Global Cash Manager for Corporates

Best Global Cash Manager for Financial
Institutions

Euromoney Awards for Excellence 2018
World's Best Bank for Transaction Services
World's Best Bank for Corporates

North America’s Best Bank for Transaction
Services

Asia’s Best Bank for Sustainable Finance
Middle East's Best Bank for Financing
Insurance Asset Management

Awards 2018
Best Emerging Markets Manager of the Year

The Banker Investment Banking
Awards 2018
Most Innovative Investment Bank of the Year

PWM/The Banker Global Private Banking
Awards 2018
Best Private Bank in Hong Kong

Best Private Bank in the UK
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Our global businesses

Our operating model consists of four global businesses and a Corporate Centre, supported by HSBC Operations, Services

and Technology, and 11 global functions, including risk, finance, compliance, legal, marketing and human resources.

Target: >11% by 2020
(2017: 6.8%)

Target: positive

Target: sustain

I3 For further details, see page 17.

2
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R . . R . . >
Retail Banking and Commercial Banking Global Banking and Global Private 9
Wealth Management (‘CMB’) Markets (‘GB&M’) Banking (‘GPB’) =
("RBWM’) g
@
We help 38 million customers We support approximately We serve approximately We serve high net worth UE_
across the world to manage 1.5 million business customers 4,100 clients in more than 50 and ultra high net worth
their finances, buy their in 53 countries and territories, countries and territories. We individuals and families,
homes, and save and invest ranging from small enterprises support major government, including those with
for the future. focused primarily on their corporate and institutional international banking needs.
Our HSBC Premier and f[ioolrwwestlc marke‘gs, through clients worldwide. Services provided include
. arge companies operating -
Advance propositions are Our product specialists Investment Management,
. globally. ' A o ”
aimed at mass affluent and continue to deliver a which includes advisory
emerging affluent customers Our services include working comprehensive range of and brokerage services, 3
who value international capital, term loans, payment transaction banking, financing, and Private Wealth Solutions, s
connectivity. For customers services and international advisory, capital markets and which comprises trusts and g
with simpler banking needs, trade facilitation, as well as risk management services. estate planning, to protect 3
we offer a full range of expertise in mergers and and preserve wealth for 5}
products and services acquisitions, and access to future generations. Q
reflecting local requirements. financial markets. =
g
S
Adjusted profit before tax )
(2017: $6.5bn) (2017: $6.8bn) (2017: $5.8bn) (2017: $0.3bn)
2]
i
(0]
Adjusted risk-weighted assets ;C:
T
n
n n n n s
. . 5
S
(31 Dec 2017: $118.1bn) (31 Dec 2017: $289.8bn) (31 Dec 2017: $293.2bn) (31 Dec 2017: $15.8bn) uE_
} Our global businesses are presented on an adjusted basis, which is consistent with the way in which we assess the performance of our global businesses.
Delivery against Group financial targets <
Return on tangible Adjusted Dividends per ordinary o
equity jaws ) share in respect of 2018 E
©
=
0] 0] 2
0 0] S
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Group Chairman'’s
statement

Our ability to meet our targets depends on being able to help
our customers manage the present uncertainty and capture
the opportunities that unquestionably exist.

Group Chairman

HSBC is in a strong position. Our performance in
2018 demonstrated the underlying health of the
business and the potential of the strategy that John
Flint, our Group Chief Executive, announced in June.

“The fundamentals for growth in Asia

remain strong in spite of a softer regional
economic outlook.”

a

Despite a challenging external environment in

the fourth quarter, all of our global businesses
delivered increased profits and the Group achieved
a higher return on tangible equity in 2018. Asia
again contributed a substantial portion of the
Group's profits, notably in Retail Banking and
Wealth Management and Commercial Banking.
Overall, the Group delivered reported profit before
tax of $19.9bn, up 16% on 2017, and adjusted profit
before tax of $21.7bn, up 3%.

HSBC Holdings plc Annual Report and Accounts 2018

This performance allows us to approve a fourth
interim dividend of $0.21, bringing the total
dividend for 2018 to $0.51.

The Board of Directors
There were a number of Board changes in 2018.

Jonathan Symonds became Deputy Group
Chairman. lain Mackay left the business after

11 years, with the last eight spent as Group Finance
Director. My thanks go to lain for his dedicated
service to the Group, and in particular for the
integral role he played in executing the Group
strategy and improving the quality of our financial
reporting. Ewen Stevenson joined the Board

as Group Chief Financial Officer on 1 January

this year.

We said goodbye to Phillip Ameen, Joachim Faber
and John Lipsky, all of whom retired from the
Board. | am very grateful to each of them for their
invaluable advice and counsel. Their departures led
to a reduction in the size of the Board as part of our
ongoing work to simplify, clarify and strengthen
governance arrangements.

We also cut the number of Board committees from
seven to five and simplified subsidiary governance.
| believe this creates clearer and stronger lines of
authority and accountability, enabling the Board

to devote more time to priority areas.

We welcome the new UK Corporate Governance
Code, which places greater emphasis on how the
Board considers the interests of all stakeholders in
its discussions and decision making, and promotes
a strong internal culture.



Group Chairman'’s statement
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2
We see the new Code as an opportunity The fundamentals for growth in Asia remain strong 2
to further enhance our existing stakeholder in spite of a softer regional economic outlook. The 9
engagement, ensuring that the business as a structural and financial reforms underway across T
whole can continue to develop constructive the region should continue to support economic 2
and considerate relationships with all those development. China remains subject to domestic 2
with whom we work. We will include details and external pressures, but we expect it to maintain -
of this in the Annual Report and Accounts 2019. strong growth. We also expect further financial
liberalisation to form part of China’s response to
changing external conditions. This will benefit
. f , domestic and international customers and investors.
The Bo_ard ully endorses the GI’OUp S The US economy and the influence of the Federal
commitment to develop and support our people Reserve remain central to global sentiment. We g
d £ h G M B d expect policymakers to adopt a more cautious s
ana we ofter the Group a”agemem oara our stance in 2019, even as the economy continues <
wholehearted support in realising that ambition.” 10 grow. A slowdown in the pace of US interest S
rate rises could carry positive implications for ps
Asian economies and businesses, as well as ©
for US growth. Both the Mexican and Canadian 2
Connecting customers to opportunities economies are poised to grow at a steady pace. :o)
The financial targets that John announced in Many of our UK customers are understandably
June remain appropriate, even as the global cautious about the immediate future, given the
economic outlook becomes less predictable. prolonged uncertainty surrounding the UK's exit
Our ability to meet them depends on being from the European Union. HSBC UK, our new
able to help our customers manage the present UK ring-fenced bank, has an important role in
uncertainty and capture the opportunities supporting our customers as they prepare for a ,g
that unquestionably exist. range of possible outcomes. Our universal banking ué
The system of global trade remains subject to business in Franc_e will also help provide continuity I
i . to our customers in the UK and the rest of Europe. e
political pressure, and differences between . . )
. . i ) In Europe, as elsewhere, we are confident in our —
China and the US will likely continue to inform i ©
. : . ability to help customers make the most of the 3]
sentiment in 2019. However, the conclusion " c
. . : opportunities they see. @
of major trade agreements — including the £
Comprehensive and Progressive Agreement There are more risks to global economic growth
for Trans-Pacific Partnership; the EU’s landmark than this time last year, and we remain alive and
bilateral agreements with Japan and Singapore; responsive to all possibilities. Our strong balance
and the potential ratification of the US-Mexico- sheet and revenue base equip us to navigate these
Canada Agreement in 2019 — provide important risks and, most importantly, enable us to help our
counterweights that could give impetus to customers negotiate their own paths. -
international trade in the year ahead. 2
@©
£
o
£
T
=
.2
5
e
<
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Strategic Report | Group Chairman’s statement

Fulfilling our potential

Enabling our people to do their jobs to the best
of their ability is a priority for the Board, and for
me personally. They are essential to our present
and future success. The Board fully endorses the
Group’s commitment to develop and support our
people and we offer the Group Management
Board our wholehearted support in realising

that ambition.

1

Our strong balance sheet and revenue base
equip us to navigate these risks and, most
importantly, enable us to help our customers
negotiate their own paths.”

| had the honour of officially opening the new
headquarters of HSBC UK in Birmingham in
December. As well as providing a new home for
the UK ring-fenced bank, One Centenary Square
houses the European hub of HSBC University,

our global learning and development centre.
Since then, we have opened new HSBC University
hubs at our new premises in Dubai, and in Mexico
City. These cutting-edge facilities form part of

our response to the complex challenges our
employees now face working for a global bank

in an unpredictable environment. HSBC University
aims not only to equip them with the right skills,
but also to help them understand the culture that

will continue to make HSBC a unique organisation.

Many thanks

My thanks go to John and each of the 235,000
people who work for HSBC. Their hard work,
commitment and talent has been key to the
Group's progress in 2018. Our challenge and
shared purpose is to build on that good work
through the rest of 2019 and beyond. | have
every confidence we can do so.

Mark E Tucker
Group Chairman
19 February 2019

6
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Group Chief Executive's
review
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Helping our people be at their best is the critical enabler
of our business strategy and fundamental to delivering
our financial targets.

HSBC Holdings plc Annual Report and Accounts 2018 7

| am encouraged by our progress so far. We §
are growing customer numbers and capturing 2
market share in our scale markets and from our =
international network. Our US business is short ©
of where we want it to be, but is moving in the =
right direction. Our investment in technology is -
making our business simpler, safer, and easier
for our customers to use. We have launched new
products and made strategic hires in mainland
China and Hong Kong that are materially improving
our service to international clients. We have also
established our UK ring-fenced bank. ®
(&}
These were important factors in our 2018 financial G
Group Chief Executive performance. Revenue growth in our four global <
businesses helped deliver higher Group reported 3
In June 2018, | set out a plan to get HSBC growing and ?dJUSted. profit before JFaX' Group return on E
; . tangible equity — our headline measure — was also ©
again and to create value for shareholders. While S % in 2017 10 8 6%. This i 5
this targets clear financial outcomes, it has our up S|gn|f|cant|y from 6.8% in . 0 ¢.v70. TNISIS 2
. . a good first step towards meeting our return on o
customers at its centre. WWe want to bring more tanaible equity target of more than 11% by 2020 O
of HSBC to more people and to serve them in the 9 quity targ ° %y ’
best possible way. Engaging our people
HSBC has a strong and proud culture. We
understand our role and our purpose, and that
" . HSBC exists to serve others. As Group Chief
We want to brmg more of HSBC to Executive, | have a responsibility to nurture and %
more peop|e and to serve them in the preserve those aspects of our culture that serve £
. . us well. | also recognise that | have a responsibility =
best pOSSIb|e way. to improve aspects of our behaviours that may )
be impeding our performance. 760
In my first year in this role, | started a conversation §
The eight strategic priorities that | outlined throughout the bank about how we help our iC
in June are the key to achieving these aims. people be the best version of themselves. This is
We are seeking to connect more customers part of a broader ambition to create what we call
to our international network and high-growth the healthiest human system in our industry.
markets. We are working to improve our capital
efficiency and to turn our US business around.
We are investing in technology and our digital 5
capabilities to serve our customers better and =
stay competitive. We are also taking steps to €
support our people more effectively and help g
them be at their best. =
(=
.2
%
2



There is more that we can do to create an
environment that is sufficiently supportive,
protective and engaging. We need to have more
open and honest conversations. This is the least
that our people should be able to expect. If we
cannot provide it, it hurts our ability to serve not
just our customers, but all the stakeholder groups
on whom our success depends. It also impedes
our ability to deliver our strategy and our targets.

We have started by signalling to our people

that creating a safe and supportive working
environment is a strategic priority for the business.
Leaders are being encouraged to model the right
behaviours and provide direction on the type of
behaviour we expect. We are also opening
conversations around issues like mental

health, well-being, bullying and harassment.

We are making material changes to the
organisation that allow us to support our people
more effectively. Our governance procedures

are being simplified and strengthened to reduce
complexity and make it easier for people to do their
jobs. We are also helping our people work more
flexibly. On learning and development, we have
opened new HSBC University hubs around the
world and improved access to digital training.

"HSBC has a strong and proud culture.
We understand our role and our purpose,
and that HSBC exists to serve others.”

At an individual level, every person at HSBC

is being encouraged to think about how we

create the healthiest human system in our
industry, and to play an active role in doing so.

We are regularly collecting feedback from our
people and it is informing the action we are taking.

The early signs are positive. In 2018, 66% of our
employees said they would recommend HSBC

as a great place to work, up from 64% the previous
year. While this demonstrates an improvement in

a relatively short space of time, it also shows that
we have much further to go. This work will
continue into 2019 and beyond. If we are
successful, then we will materially improve

all aspects of HSBC's performance, including
delivery of our strategy.

HSBC Holdings plc Annual Report and Accounts 2018

Business performance

All four global businesses grew adjusted
revenue in 2018.

Retail Banking and Wealth Management had

a very good year. Higher interest rates, rising
customer numbers, and growth of more than
$20bn in our UK and Hong Kong mortgage book
all contributed to a strong rise in Retail Banking
adjusted revenue. Despite a good performance
in the first three quarters of the year, Wealth
Management adjusted revenue fell slightly in
2018 due to the effects of market volatility in

the fourth quarter.

Commercial Banking had an excellent 2018,
delivering double-digit adjusted revenue growth
on the back of an outstanding performance in
Global Liquidity and Cash Management. Credit
and Lending generated adjusted revenue growth
from higher balances, despite lower margins from
increased competition. Solid performances in Asia
and Europe enabled Global Trade and Receivables
Finance to grow adjusted revenue despite an
increasingly difficult environment for trade.

Global Banking and Markets grew adjusted
revenue in spite of considerably reduced market
activity in the fourth quarter. Our market-leading
transaction banking franchises generated strong
increases in adjusted revenue, which exceeded
the reduction in markets-related revenue from
Rates, Credit, and Equities.

Global Private Banking returned to growth in 2018
on the back of new business won in Hong Kong.
Adjusted revenue from deposits also increased on
the back of interest rate rises.

Adjusted jaws was negative for 2018. While
adjusted costs were broadly as we expected for
the full year, adjusted revenue fell short due to
market weakness in the fourth quarter. Positive
jaws remains an important discipline in delivering
our financial targets and we remain committed
toitin 2019.



Group Chief Executive's review

Expected credit losses were slightly higher than
loan impairment charges in 2017, reflecting the
uncertain economic outlook in the UK

and heightened downside risks.

Our common equity tier 1 ratio of 14% was lower
than at the same point in 2017, due mainly to
adverse foreign exchange movements and the
impact of higher lending.

“Despite more challenging market conditions at
the end of year and a weaker global economic
outlook, we are committed to the targets we
announced in June.”

We returned a total of $2bn to shareholders
through share buy-backs in 2018, reflecting our
desire to neutralise the impact of scrip dividends
over the medium term. We remain committed
to this policy, subject to regulatory approval.

Outlook

We have made a good start to 2019. Our Group
revenue performance in January was ahead of our
plan for the month and actual credit performance
remained robust, albeit with some softening of
credit performance in the UK. We continue to
prepare for the UK's departure from the EU in
order to provide continuity for our customers in
the UK and mainland Europe. Our well-established
universal bank in France gives us a major
advantage in this regard. Our immediate priority

is to help our customers manage the present
uncertainty.

Despite more challenging market conditions at
the end of the year and a weaker global economic
outlook, we are committed to the targets we
announced in June. We remain alert to the
downside risks of the current economic
environment, especially those relating to the UK
economy, global trade tensions and the future path
of interest rates. We will be proactive in managing
costs and investment to meet the risks to revenue
growth where necessary, but we will not take
short-term decisions that harm the long-term
interests of the business.

We plan to achieve positive adjusted jaws in 2019
and remain focused on achieving a return on
tangible equity of over 11% by 2020, while
maintaining a stable dividend.

John Flint
Group Chief Executive
19 February 2019

HSBC Holdings plc Annual Report and Accounts 2018
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Our mdustry continues to be affected by several Iong-term and global trends

The world is expected to continue to become more connected as global flows

of trade, finance and data continue to grow.

Source: Oxford Economics, Bilateral Trade in Services (2018).

Global trade growth is expected to continue and trade within regions is expected

to be a key driver, accounting for over 40% of goods volume growth.

Source: McKinsey & Company.

Half of the world’s population is now considered middle class or wealthier,
and this proportion is expected to grow to approximately two-thirds by 2030.
Almost nine in 10 of the next billion middle-class consumers will be Asian.

Source: Brookings, A Global Tipping point: Half the world is now middle class or wealthier (2018).

Climate change is accelerating and global temperatures are trending
significantly higher. Investment in renewable energy capacity will be
needed to limit the global temperature increase to 2°C.

Source: OECD, Investing in Climate, Investing in Growth (2017); BP, Statistical Review

of World Energy, HSBC analysis.

Imagination:
creative agency, UK

Imagination, a creative agency
and fast-growing global authority
on brand experience, found

itself outgrowing its banking
relationship and constrained

by its bank’s local focus. HSBC
provided Imagination with the
benefits of a robust international
network including greater access
to debt and liquidity, an optimised
banking experience across 10
countries through HSBCnet, and
an integration with Imagination’s
enterprise resource planning
system for holistic viewing of
transactions and account details.

0 iy .

pind "'N:., %

Euroimmun:
medical diagnostics, Germany

Euroimmun was acquired by a

US medical technology company.
Both companies were long-standing
CMB clients, so HSBC was
mandated with settlement of the
consideration. An introduction to
HSBC's GPB business in Germany
led to Euroimmun'’s largest
shareholder and its Chief Financial
Officer placing the majority of sale
proceeds with GPB. Through
collaboration between our CMB,
GB&M and GPB businesses, we
were able to provide multi-product
solutions during critical events for
the client.

Global services exports
($tn)

EE—— 12.3
2018 | 5.6

Global trade volume growth of goods,
2017-2025 ($tn)

Within regions growth

Global population by income segment
(% of total)

mVulnerable or poor
m Middle class or wealthier

Renewables share of megawatts
installed capacity for plants in
operation in G20 countries
(%)

017

CLP Holdings Limited (‘CLP’):
power and utilities, Hong Kong

CLP, a Hong Kong-listed pan-Asian
power business, is committed

to supporting the Hong Kong
government’s target to reduce carbon
intensity by 65-70% by 2030 from
2005 levels. HSBC has assisted CLP

as Sole Adviser in establishing the
‘CLP climate action finance framework’
to attract qualified investments in

the transitioning to a low-carbon
economy. Under this framework, HSBC
acted as a joint bookrunner on the
debut $500m Reg S Energy Transition
Bond issued by Castle Peak Power
Company Limited, to help finance

the development of a new gas-fired
generation unit in Hong Kong.
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Our strategy

The Tong—tefﬁi tremas-outhned an the previous page reinforce our
_ Strategic advantages as a leading international bank with exceptional :
aecess ‘to the fastest- grow:mg ma.cjggls,and robust balance sheet strength.
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Strategic advantages

Leading international bank

Exceptional access to
high-growth markets

Balance sheet strength

1 - '_-_=". e
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International client revenue® P
(% of total)

2018
2017

—More than 50% of Group client
revenue linked to international clients

—'World's Best Bank for Transaction
Services'

—Chosen by large corporates across

regions as their lead international
bank*

($bn)
2018

2017 b

—Wide breadth of access to high-
growth developing markets in Asia,
the Middle East and Latin America

—Investment aligned to high-growth
markets to deliver shareholder value

—Committed to enhanced customer
service and investments in
technology to help capture growth
opportunities

Geographical revenue mix®

5.2% 11.5%

2018 revenue:
$53.9bn

Key

North America

Europe

Middle East and North Africa
M Asia

Latin America

—Continue to maintain strong capital, =~ Common equity tier 1 ratio
funding and liquidity position with (%)
diversified business model 2018

—Conservative approach to credit risk 24
and liquidity management

—Low earnings volatility

—Foundation for sustained dividend;
strong capacity for distribution to
shareholders

and advances to customers )
(bps)

2018
2017

Liquidity coverage ratio

(%)
2018

2017

I For footnotes, see page 67.

Transaction banking revenue 4

ECL/LICs as % of average gross loans
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We entered the next phase of our strategy in 2018, focused on growth and
creating value for our stakeholders.

Return to growth and value creation

In our June 2018 Strategy Update,

we outlined eight strategic priorities

to deliver growth, improve returns,
empower our people, and enhance our
customer experience. Each priority has
a target or set of targeted outcomes
by 2020. The table opposite contains

a summary of our progress, with
additional details provided below.

Growth from areas of strength

Strategic priority 1: We made a strong
start in accelerating growth from our
Asian franchise after making select
investments in areas such as Hong
Kong and our wealth business. Overall,
Asia adjusted revenue was 11% higher
than the previous year with double-
digit growth in Hong Kong, mainland
China and the Pearl River Delta.

E4|  Despite some market uncertainty, we

continued to support customers as

we increased loan balances by 9%.
Our wealth business in Asia’ gained
positive momentum with double-digit
revenue growth in Private Banking and
Asset Management, and 4% growth in
RBWM Wealth distribution. However,
Asia Insurance manufacturing revenue
was down 11% versus 2017 due to
adverse market conditions.

\We continue to support clients and
economies through the China-led Belt
and Road Initiative, and FinanceAsia
recognised our market leadership by
awarding us the ‘Best Belt and Road
Bank’ in Asia for the second
consecutive year.

In sustainable finance, our goal is

to be a leading partner for our clients
to help the world'’s transition to a
low-carbon economy. We have made
good progress with our ambition

to provide $100bn of sustainable
financing, facilitation and investment
by 2025, with a cumulative total of
$28.5bn delivered in 2017 and 2018.
For further details on our sustainable

% finance commitment, see page 27.

Strategic priority 2: We completed

the set-up of our UK ring-fenced bank,
HSBC UK, six months ahead of the
legal deadline, and we opened our
new UK head office in Birmingham.
We supported our retail customers’

purchasing of homes, as we grew our
mortgage market share to 6.6%8. For
our corporate clients, we launched our
largest ever dedicated SME fund, with
£12bn of funding, including £1bn of
funding to help UK companies grow
overseas. While HSBC UK has seen
initial growth in retail customers (up
by 251,000, a growth of 2%), we are
still driving initiatives to grow our
commercial customer base.

Strategic priority 3: We continue to
make investments to enable growth in
our international network. In Global Trade
and Receivables Finance ('GTRF’), we
are investing in a transformation of our
operating model to help clients and
colleagues conduct trade and manage
capital more efficiently. In Securities
Services, we are developing our digital
proposition across many products.
We are on track to achieve our target
of mid to high single-digit revenue
growth by 2020. International client
revenue was up 7% compared with
2017; transaction banking revenue
grew 14%, driven by double-digit
growth across Global Liquidity and
Cash Management (‘GLCM’), Foreign
Exchange and Securities Services.
GTRF revenue grew by 2%, reflecting
the subdued global trade environment.

Turnaround of low-return
businesses

Strategic priority 4: The US turnaround

is our most challenging strategic priority.
Our US return on tangible equity ("RoTE’)
increased from 0.9% to 2.7%, supported
by favourable expected credit losses, and
capital released to HSBC Holdings.
However, significant improvement is
required to achieve our 2020 targeted
outcome of greater than 6% RoTE in the US.
Investments in our platforms and products
are supporting organic growth. Our active
customer base in RBWM increased by
nearly 200,000 to 1.3 million people. We
grew CMB revenue by 7% and transaction
banking revenue in GB&M by 9%.

Strategic priority 5: To enhance returns for
our shareholders, we have committed to
improving our capital efficiency. In 2018,
our revenue over risk-weighted assets
('RWASs') ratio grew by 0.3 percentage

points to 6.2%, driven by broad-based
revenue growth across our four global
businesses. We continue to redeploy
RWAs to higher-return businesses.

Putting the customer at the centre

Strategic priority 6: We aim to create

the capacity to invest in growth and
technology through a combination of
cost discipline and revenue growth. We
did not achieve our target of positive
adjusted jaws in 2018, in part due to
unexpected market volatility in the last
two months of the year, which impacted
revenue. However, we remain committed
to the discipline of positive adjusted jaws.
Our revenue growth helped support
$4.1bn in investment for business growth,
productivity, regulatory and mandatory
purposes. \We are already seeing results,
with approximately 45% of retail
customers now digitally active and

more than 30% of sales through digital
channels®. In CMB, we halved the
onboarding time to an average of

11 days for clients.

Strategic priority 7: We exist, at our
core, to serve our customers and we
made a commitment in June 2018 to
improve customer service in our eight
‘scale markets'™®. We are measuring
our performance against customer
satisfaction indices. In 2018, six markets
in RBWM and three markets in CMB
sustained a top-three rank and/or
improved by two ranks in customer
satisfaction.

Empower our people

Strategic priority 8: We have committed
to simplifying the organisation and
investing in the future skills of our
employees. We continue to improve our
employee engagement, as reflected in the
improvement of our employee advocacy
by two percentage points to 66%. Our
ESG rating is derived from the impact we
have on our wider stakeholders. We are
currently rated an ‘Average performer’,
and we are driving several initiatives

to achieve an ‘Outperformer’ rating.
Information on how we are empowering
our people can be found in the ‘How we
do business’ section on pages 22 to 29,
with additional details in our ESG Update
in April 2019.
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Strategic priorities

Progress on our strategic priorities

Targets by end of

Performance in
2018 (vs prior

2020

— High single-digit
revenue growth p.a.
from Asia franchise

— Market share
gains in eight
scale markets'®

Strategic priorities

ad

Accelerate growth
1 from our Asia
franchise; be the
leading bank to
support drivers of
global investment:

Deliver China-led Beltand - No. 1 international
growth Road Initiative and bank for Belt and
from areas the transition to a Road Initiative

low-carbon economy — $100bn in sustainable
financing and
investment'

of strength

period) Highlights

— Wealth in Asia’ revenue, excluding market impacts
in Insurance’?, improved 13%

— Five of eight scale markets'® gained loan and/or deposit
market share™®

— Belt and Road Initiative: Awarded 'Best Belt and
Road Bank' in Asia for the second consecutive year
by FinanceAsia

— Pearl River Delta: Launched co-brand credit card
with JD Finance

— Awarded 'Asia’s Best Bank for Sustainable Finance’
by Euromoney

— Asia adjusted
revenue: +11%
- Hong Kong: +14%
— Pearl River Delta:
+31%
— ASEAN: +3%
— Wealth in Asia’: +1%
— Sustainable financing
and investment
(global): $28.5bn
cumulative (+$17.4bn
in 2018)

Complete the — Market share gains
2 establishment
of UK ring-fenced
bank and grow

market share

— Market share in
mortgages: 6.6%
(+0.5 percentage
points)

— Completed set-up of UK ring-fenced bank and opened
new UK head office in Birmingham in October 2018

— Launched dedicated SME fund with £12bn of funding,
including £1bn of funding to help UK companies
grow overseas

— Launched Connected Money app to enable retail banking
customers to view balances and transactions from their
UK bank accounts, including those with other providers,
in one place

— Mid to high
single-digit revenue
growth per annum
from international
network™

— Market share gains in
transaction banking

Gain market

3 share and deliver
growth from our
international
network

— GLCM revenue +21%; FX revenue +10%; Securities
Services revenue +11%; GTRF revenue +2% despite
subdued global trade environment

— Market share gains in GLCM, GTRF and FX'5; GTRF
market share in Singapore and Hong Kong up by three
and one percentage points, respectively

— International client
revenue: +7/%

— Transaction banking'
revenue: +14%

— US return on tangible

Turn around
4 equity >6%

our US business

&

— US RoTE: 2.7% (+1.8
percentage points)

— US adjusted revenue of $4.8bn up 1% vs 2017

— Adjusted profit before tax of $1.0bn up 32% vs 2017

— Nearly 200,000 more active retail customers

— Completed multi-year core banking system upgrade,
paving the way for significantly enhanced client digital
experience

Turnaround - X - — - - S
of lowireturn Imprpve capital - Increasg in asset — Revenue / average — Overall capital efficiency improvement driven by 4%
5 efficiency productivity RWA: 6.2% (+30bps) revenue growth
businesses — Continue to redeploy RWAs to higher-return businesses
... Create capacity — Positive adjusted — Adjusted jaws: — Jaws impacted by negative market environment in the
6 for increasing jaws, on an annual negative 1.2% last quarter of 2018

{" investments in basis, each financial - Revenue growth helped support $4.1bn in investment for
growth and year growth, productivity, regulatory and mandatory purposes
technology through

Build a bank efficiency gains

Enhance customer
centricity and
customer service

— Improve customer
satisfaction' in eight
scale markets'®

for the future
that puts the 7
customer at

— Markets that sustained
top-three rank and/or
improved by two ranks
in customer satisfaction:

— Improved digital capabilities and customer journeys
— RBWM: circa 45% of customers now digitally
active and more than 30% of sales are through
digital channels?

the centre > A o
— RBWM: six markets'®  — CMB: simplified online journeys on HSBCnet for
— CMB: three markets'® 41,000 clients across 36 countries

® Simplify the - Improved employee  — Employee — Made governance more efficient, simplified policies,
8 organisation and engagement engagement: and streamlined processes
invest in future skills - ESG rating: 66% (+2%) — Actively promoted learning and development
‘Outperformer’?! — ESG rating: opportunities for employees with the set-up of

‘Average’ performer the HSBC University Online and additional online

Empower training courses

our people

I3 For footnotes, see page 67.
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Financial overview

Reported results

This table shows our reported results for
the last three years ended 31 December
2018, 2017 and 2016.

HSBC adopted the requirements

of IFRS 9 ‘Financial Instruments’ on

1 January 2018, with the exception of
the provisions relating to the presentation
of gains and losses on financial liabilities
designated at fair value, which were
adopted on 1 January 2017.

Under IFRS 9, the recognition and
measurement of expected credit losses
differs from the approach under IAS 39.
The change in expected credit losses
relating to financial assets under IFRS 9 is
recorded in the income statement under
‘change in expected credit losses and
other credit impairment charges’ ('ECL).
As prior periods have not been restated,
changes in impairment of financial assets
in the comparative periods remain in
accordance with IAS 39 and are
recorded in the income statement under
‘loan impairment charges and other
credit risk provisions' (‘'LICs’) and are
therefore not necessarily comparable

to ECL recorded for the current period.

All commentary in this financial overview
compares the 2018 results with 2017,
unless otherwise stated.

Reported profit before tax

Reported profit before tax of $19.9bn was
$2.7bn or 16% higher, mainly reflecting
growth in revenue. Operating expenses
fell by $0.2bn, as increases, mainly
associated with investments to grow the
business, were more than offset by a net
favourable movement in significant items,
which included the non-recurrence of our
costs to achieve programme.

Reported profit before tax included a net
favourable movement of significant items
of $2.1bn, which is described in more detail
on page 34. Excluding these items and

a favourable effect of foreign currency
translation differences of $0.1bn, profit
before tax increased by $0.6bn or 3%.

Reported revenue

Reported revenue of $53.8bn was
$2.3bn or 5% higher, which reflected
revenue growth in all global businesses,
although revenue fell in Corporate
Centre. The increase in reported revenue
included a favourable effect of foreign

Net operating income before change in expected 53,780 51,445 47,966
credit losses and other credit impairment charges

(‘revenue’)

ECL/LICs (1,767) (1,769) (3,400)
Net operating income 52,013 49,676 44,566
Total operating expenses (34,659) (34,884) (39,808)
Operating profit 17,354 14,792 4,758
Share of profit in associates and joint ventures 2,536 2,375 2,354
Profit before tax 19,890 17,167 7112

currency translation differences of
$0.1bn, broadly offset by a net adverse
movement in significant items of $0.1bn.

Significant items included:

—a net loss on disposals, acquisitions and
investment in new businesses of $0.1bn
in 2018, compared with a net gain of
$0.3bn in 2017,

This was partly offset by:

—a net release of provisions related to
customer redress programmes in the
UK of $0.1bn in 2018, compared with
net charges of $0.1bn in 2017; and

—lower adverse fair value movements
on financial instruments (up $0.1bn).

Excluding significant items and foreign
currency translation differences, revenue
increased by $2.3bn or 4%.

Reported ECL/LICs

In 2018, reported ECL of $1.8bn related
mainly to RBWM ($1.2bn), notably in
Mexico, the UK and Asia, as well as
CMB ($0.7bn).

In 2017, reported LICs were $1.8bn,
notably in RBWM ($1.0bn) as well as
in CMB ($0.5bn) and GB&M ($0.5bn).
This was partly offset by net releases
in Corporate Centre of $0.2bn.

Foreign currency translation differences
between the periods were $0.1bn
favourable.

Reported operating expenses

Reported operating expenses of $34.7bn
were $0.2bn or 1% lower, as an increase
in operating expenses from near- and
medium-term investments to grow

the business, together with higher
performance-related pay, were more
than offset by a net favourable
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movement in significant items of $2.1bn.
Significant items included:

—the non-recurrence of costs to achieve,
which were $3.0bn in 2017; and

—customer redress programme costs of
$0.1bn in 2018, compared with $0.7bn
in 2017.

These were partly offset by:

—settlements and provisions in
connection with legal and regulatory
matters of $0.8bn in 2018. This
compared with a net release of
$0.2bn in 2017,

—a provision in relation to past service
costs of guaranteed minimum pension
benefits equalisation of $0.2bn in
2018; and

—the non-recurrence of gains on
the partial settlement of pension
obligations of $0.2bn in 2017.

Excluding significant items and adverse
foreign currency translation differences

of $0.1bn, operating expenses increased
by $1.8bn or 6%.

Reported share of profit in
associates and joint ventures

Reported share of profit in associates

of $2.6bn was $0.2bn or 7% higher,
primarily reflecting an increase in income
from Bank of Communications Co.,
Limited (‘BoCom’).

Excluding the favourable effect of foreign
currency translation differences of $41m,
share of profit in associates increased

by $0.1bn.

Dividends

On 19 February 2019, the Board
announced a fourth interim dividend
of $0.21 per ordinary share.



Financial overview

Adjusted performance

Our reported results are prepared in Alternative performance measures I For reconciliations of our reported results g
accordance with IFRSs as detailed in are highlighted with the following to an adjusted basis, including lists of e
the Financial Statements on page 224. symbol: p significant items, see page 49. o
(&)
We also present alternative To derive adjusted performance, we o
performance measures. Adjusted adjust for: ©
=
(%2]

performance is an alternative
performance measure used to align
internal and external reporting, identify
and quantify items management
believes to be significant, and provide
insight into how management assesses
period-on-period performance.

—the year-on-year effects of foreign
currency translation differences; and

—the effect of significant items that
distort year-on-year comparisons,
which are excluded in order to improve
understanding of the underlying trends
in the business.

2
2
- >
Adjusted results ) 3
This table shows our adjusted results ‘_50
for 2018 and 2017. These are discussed =
in more detail on the following pages. =
2018 2017 Adverse Favourable
Adjusted results ¢ $m $m $m $m (%)
Net operating income before change in expected credit q
losses and other credit impairment charges (‘revenue’) N bl _2'279 4%
ECL/LICs (1,767) (1,713) (54) (3)% 9
Total operating expenses (32,990) (31,231) (1,759)- (6)% §
Operating profit 19,183 18,717 i466 2% %
Share of profit in associates and joint ventures 2,536 2,416 1120 5% %
Profit before tax 21,719 21,133 '586 3% g
o
3
Adjusted profit before tax ) Reconciliation of reported to adjusted
. . . profit before tax
On an adjusted basis, profit before : .
tax of $217bn was $06bn or 3% hlgher Adjusted pl’OfIt before tax 21,719 21,133
reflecting revenue growth from all Currency translation — 87
global businesses, although revenue Signifcantitamst 1,829 3879 @
fell in Corporate Centre. Operating s
expenses increased, primarily reflecting —costs of structural reform 361 420 =
the impact of investments to grow the : 2
X o : —costs to achieve - 3,002 <
business. In addition, ECL in 2018 were N
$1.8bn compared with LICs of $1.7bn —customer redress programmes 93 763 ©
. o
in 2017. —disposals, acquisitions and investment in new businesses 165 (221) =
- £
From 1 July 2018, Argentina was —fair value movements on financial instruments 100 245 w
deemed a hyperinflationary economy - ; - —
for accounting purposes. The impact —gain on partial settlement of pension obligation - (188)
of applying IAS 29 ‘Financial Reporting ~ past service costs of guaranteed minimum pension 228 —
in Hyperinflationary Economies’ from benefits equalisation
1 July 2018 and presenting in accordance —restructuring and other related costs 66 —
with IAS 21 ‘The Effects of Changes in . - - <
Foreian Exchange Rates’ resulted in a —settlements and provisions in connection with legal and regulatory 816 (198) 2
9 nge ) matters?? ©
$160m reduction in profit before tax. - —= - =
The effects of hyperinflation accounting —currency translation on significant items - 56 S
. . =
in Argentina have not been deemed Reported profit before tax 19,890 17167 =
a significant item and are therefore 5
included within adjusted results. g
e
<
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Strategic Report | Financial overview

Adjusted performance continued

Adjusted revenue )

Adjusted revenue of $53.9bn increased by
$2.3bn or 4%, reflecting revenue growth
in all global businesses, partly offset by
lower revenue in Corporate Centre.

—In RBWM, revenue increased by $1.7bn
or 8%, driven by growth in Retail
Banking, reflecting deposit and lending
balance growth, and the benefit of
wider deposit margins in Hong Kong.
These factors were partly offset by
margin compression on mortgages
in Hong Kong and the UK. Revenue
in Wealth Management decreased,
as a result of lower life insurance
manufacturing revenue, partly offset by
higher investment distribution revenue.

—In CMB, revenue rose $1.6bn or 12%,
notably in Global Liquidity and Cash
Management (‘GLCM’) as we benefited
from wider deposit margins, primarily in
Hong Kong, and growth in average
balances mainly in the UK. In addition,
revenue increased in Credit and Lending
(‘C&L’), notably in the UK and Hong
Kong due to higher average balances.

—In GB&M, revenue was $0.2bn or 1%
higher mainly due to growth in GLCM
and Securities Services from interest
rate rises and higher average balances.
These increases were partly offset by
lower revenue in Global Markets as
revenue growth in Foreign Exchange
was more than offset by reductions
in Rates and Credit due to subdued
client activity and spread compression.

—In GPB, revenue was $0.1bn or 4%
higher, mainly in Hong Kong from
higher deposit revenue as we benefited
from wider margins, and from higher
investment revenue. This increase was
partly offset by lower revenue resulting
from client repositioning.

—In Corporate Centre, negative adjusted
revenue of $0.2bn compared with
adjusted revenue of $1.2bn in 2017.
This reduction was largely in Central
Treasury, and included the adverse
effects of hyperinflation accounting
in Argentina of $231m. Revenue from
our legacy portfolios also decreased,
mainly due to losses on portfolio
disposals.

Movement in adjusted revenue compared 2018 2017 Variance

with 2017 ¢ $m $m $m %
Retail Banking and Wealth Management 21,935 20,220 1,715 8%
Commercial Banking 14,885 13,247 1,638 12%
Global Banking and Markets 15,512 15,285 227 1%
Global Private Banking 1,785 1,723 62 4%
Corporate Centre (177) 1,186 (1,363) (115)%
Total 53,940 51,661 2,279 4%

Adjusted ECL/LICs )

In 2018, adjusted ECL were $1.8bn. These
included charges in RBWM ($1.2bn),
notably against our unsecured lending
balances in Mexico, the UK and Asia. In
the UK, ECL also included charges related
to the current economic uncertainty.

In CMB, ECL of $0.7bn reflected charges
in most regions, including a charge in
the UK relating to the current economic
uncertainty, partly offset by releases

in North America.

These charges were partly offset by
a net release in Corporate Centre of
$0.1bn related to the legacy credit
portfolio in the UK.

In 2017, adjusted LICs of $1.7bn mainly
related to RBWM ($1.0bn). These
included LICs in Mexico, the UK and
Hong Kong against unsecured lending
balances. In CMB, LICs of $0.5bn in 2017
included charges in Asia, the UK, Mexico
and the UAE, partly offset by net releases
in North America.

Adjusted operating expenses )

Adjusted operating expenses of $33.0bn
were $1.8bn or 6% higher. This mainly
reflected near- and medium-term
investments to grow the business (up
$0.9bn). In RBWM, these were primarily
to grow our franchise through front-line
recruitment, marketing and developing
digital capabilities, including products
and customer propositions. In GB&M,
we made strategic hires and invested in

new capabilities and functionalities

for Global Markets, Global Banking and
Securities Services, and also continued
to invest in the HSBC Qianhai Securities
joint venture in mainland China. We also
increased our investment in productivity
programmes (up $0.3bn), mainly in
Technology and Operations.

Performance-related pay increased
by $0.2bn and volume-related growth
increased by $0.2bn.

The cost savings from our productivity
programmes absorbed the impact of
inflation. Our UK bank levy charge
remained broadly unchanged.

The number of employees expressed
in full-time equivalent (‘FTE’) staff at
31 December 2018 was 235,217, an
increase of 6,530 from 31 December
2017. This increase reflected
investments in business growth
programmes across RBWM, GB&M
and CMB. Additionally, the number
of contractors as at 31 December
2018 was 10,854, a decrease of
2,040 from 31 December 2017.

The effect of hyperinflation accounting
in Argentina reduced adjusted operating
expenses by $63m.

Adjusted share of profit in
associates and joint ventures )

Adjusted share of profit in associates of
$2.5bn was $0.1bn or 5% higher than in
2017, reflecting an increase in income
from BoCom.

Adjusted operating expenses” )
($bn)

2017 2018

$31.2bn

0.9
76 7.8 78

1Q17 2Q17 3Q17 4Q17

$33.0bn

1018 2018 3018 4018

Adjusted operating expenses
by year
($bn)

0.9

1.0

Key

BUK bank levy

W Adjusted
operating
expenses
(excluding UK
bank levy)

* UK bank levy charge
for 2018 included
$41mincurred in 1Q18.

AQuarterly adjusted
operating expenses
are presented at
average 4Q18
exchange rates.

2017 2018*

16 HSBC Holdings plc Annual Report and Accounts 2018



Financial overview

Balance sheet and capital

Balance sheet strength gains from IFRS 9 transitional adjustments ~ Our CET1 ratio at 31 December 2018 £

Total reported assets of $2.6tn of $1.0bn and fair value gains net of tax was 14.0%, down from 14.5% at 2

p o) b due to movements in our own credit risk 31 December 2017. This decrease was o«

were $36.4bn or 1% higher than at L ; o

) of $0.9bn. A decrease of $3.0bn arose primarily driven by foreign currency =

31 December 2017 on a reported basis, X : . o

o 1 from the re-presentation of the 2017 translation differences, the share =

and 5% higher on a constant currency . . ©

. . share buy-back. buy-back and an increase in RWAs =

basis. We continued our targeted due 1o balance sheet arowth 2]
asset growth, notably in Asia. Capital strength 9 :

. . . . I Further details on movements in capital are
Distributable reserves We manage our capital in an effort to included on page 150.

o ensure we exceed current regulatory .
The distributable reserves of HSBC ) Adoption of IFRS 9
Holdings at 31 Decemnber 2018 were requirements and are well placed to

$30.7bn, compared with $38.0bn meet those expected in the future. HSBC adopted the requirements of IFRS 9
at 31 December 2017. The decrease We monitor our position using capital on 1 January 2018, with the exception of
was primarily driven t:->y distributions ratios. These measure capital relative the provisions relating to the presentation >
to shareholders of $10.1bn, which to a regulatory assessment of risks taken.  of gains and losses on financial liabilities 2
were higher than distributable profits We quantify how ‘_[hessvr\ll%s relate to designated at fair value, which were s
generated of $5.7bn, as well as share ;ur businesses using s Zggg:i)dnf(r;f)TFIJSJgnrg?er/cigzluj:Zt e
buv-backs of $2.0b tly offset b Details of these risks are included on page 148. =
uy-backs of $ . partly ofiset by assets at 1 January 2018 by $1.6bn. 2
[,
Delivery against Group financial targets
Return on tangible equity Return on tangible equity )
(%) . . . .
Our target is to achieve a reported return on tangible equity (‘RoTE’)
8.6 . ) .
of more than 11% by the end of 2020. We intend to do this while 8
E_—Q:G maintaining a common equity tier 1 (‘CET1’) ratio of greater than 14%. §
RoTE is calculated as reported profit attributable to ordinary shareholders §
less changes in goodwill and the present value of in-force long-term &
insurance business, divided by average tangible shareholders’ equity. Q
A targeted reported RoTE of 11% in 2020 is broadly equivalent to a g
reported return on equity ('RoE’) of 10%. g
In 2018, we achieved a RoTE of 8.6% compared with 6.8% in 2017. ©
Adjusted jaws )
Adjusted revenue up Adjusted jaws measures the difference between the rates of change
B in adjusted revenue and adjusted operating expenses. "
4 40/0 Adi (}_ Our target is to maintain positive adjusted jaws on an annual basis, ®
" justed jaws while noting the sensitivity of the impact on adjusted jaws of g
O unexpected movements in revenue or operating expenses growth. g
Adjusted operating 1 o ] ) @
expenses up . O Positive jaws occurs when the figure for the percentage change in @
T revenue is higher than, or less negative than, the corresponding rate %
5 6 O/O for operating expenses. =
’ In 2018, adjusted revenue increased by 4.4% and our adjusted operating
expenses increased by 5.6%. Adjusted jaws was therefore negative 1.2%.
Total dividends declared in respect of the year Dividends
($bn) . . . .

" — We plan to sustain the annual dividend in respect of the year at its _§
I 10. ; e X =
current level for the foreseeable future. Growmg our dividend will g
mﬁm depend on the overall profitability of the Group, delivering further S

release of less efficiently deployed capital and meeting regulatory £
capital requirements in a timely manner. T
.2
%
e
<

To achieve these financial targets by 2020, we aim to deliver mid-single-digit growth in revenue, low- to mid-single-digit growth in
operating expenses, and approximately 1-2% annual growth in RWAs. Given the current economic environment, we will seek to
offset some or all of any possible weaker-than-planned revenue growth with actions to manage operating expenses and investments.
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Retail Banking and Wealth Management

Key events

—In RBWM, we grew active customers
by 1.2 million in 2018 through our
continued investments in strategic
initiatives to drive growth in key
markets and through lending products.
We grew our mortgage book by over
$20bn in the UK and Hong Kong,
strengthening our position in these
markets. We increased credit card
issuances by 24%, notably in the
UK, Mexico, the US and Hong Kong.

—We upgraded our wealth proposition
in Asia through the launch of HSBC
Life in Hong Kong, the improvement
of our wealth investment capability
for mobile banking in China, and the
enhancement of our wealth product
offering in Hong Kong for high net
worth investors.

—We listened to our customers and have
acted on feedback to improve product
features and have made it easier for
customers to bank with us through
digital transformation. The PayMe app
in Hong Kong processes three million
transactions per month and the
Connected Money app in the UK has
had more than 200,000 downloads
since its launch in May 2018.

Financial performance

Adjusted profit before tax of $7.1bn
was $0.6bn or 9% higher, reflecting
revenue growth, partly offset by
higher operating expenses.

Adjusted revenue of $21.9bn was
$1.7bn or 8% higher, with an increase
in Retail Banking partly offset by
Wealth Management. Revenue
growth was strong in Hong Kong

and the UK in particular, with notable
increases in India and mainland China,
and in our Latin American markets.

In Retail Banking, revenue was

up $1.8bn or 13%. This reflected
improved deposit margins from rising
interest rates, together with deposit
balance growth of $21bn or 3% and
lending balance growth of $31bn or
9%. These factors were partly offset
by mortgage margin compression

Management view of adjusted
revenue 4

2018
$m $m $m

2018 vs 2017

2017 2016

$m %

Retail Banking 15,262 13,456 12,690 1,806 13

—current accounts, savings and 8534 6296 5186 2938 36

deposits ! ! ! '

—personal lending 6,728 7,160 7,504 (432) (6)
mortgages 1,937 2,372 2,585 (435) (18)
credit cards 2,880 2,886 3,018 (6) —
other personal lending® 1,911 1,902 1,901 9 —

Wealth Management 6,104 6,215 5,230 (111) (2)

—investment distribution? 3,383 3,279 2,902 104 3

—life insurance manufacturing 1,656 1,870 1,362 (214) (11)

—asset management 1,065 1,066 966 (1) -

Other? 569 549 563 20 4

Net operating income?® 21,935 20,220 18,483 1,715 8

Adjusted RORWA (%)?’ 5.8 5.6 47

RoTE excluding significant items and 21.0 216 16.3

UK bank levy (%)

I For footnotes, see page 67.

from higher funding costs, primarily in
Hong Kong and the UK.

In Wealth Management, revenue was
down $0.1bn or 2% due to net adverse
movements in market impacts of
$0.6bn in life insurance manufacturing.
In Wealth Management:

—life insurance manufacturing revenue
decreased by $0.2bn or 11%, reflecting
adverse movements in market impacts
of $0.3bn in 2018, compared with a

favourable movement of $0.3bn in 2017.

This was partly offset by growth in the
value of new business written ($0.2bn)
and favourable actuarial assumption
changes and experience variances
($0.2bn); and

—investment distribution revenue
increased by $0.1bn due to higher sales
of insurance products and bonds.
Revenue from the sale of equity and
mutual funds was stable as strong
trading conditions in the first half of the
year were offset by a slowdown in the
second half of the year.

In 2018, the credit quality of our loan
portfolio remained stable at 34 basis
points of average gross loans. Adjusted

ECL of $1.2bn mainly related to charges
in Mexico, the UK and Asia, notably
against unsecured lending. In the UK,
ECL also included charges related to
the current economic uncertainty. This
compared with adjusted LICs of $1.0bn
in 2017, notably related to charges in
Mexico, the UK and Hong Kong against
unsecured lending balances.

Adjusted operating expenses of $13.7bn
were $0.9bn or 7% higher. This primarily
reflected a $0.6bn increase relating to
investments, including $0.4bn in
marketing and digital capabilities to help
deliver improved customer service, and
$0.1bn in staff to support business
growth, particularly in the UK, Hong
Kong, mainland China (including the
Pearl River Delta) and the US.

Adjusted profit before tax 4

($bn)

208 A
6.5
206 [T

Change in adjusted profit before tax

+9O/o




The ‘Management view of adjusted revenue’ tables provide a
breakdown of revenue by major products, and reflect the basis
on which each business is assessed and managed.

Commentary is on an adjusted basis, which is consistent with g_
how we assess the performance of our global businesses. &J
.Q
()]
[0
IS
Commercial Banking  °
\
2018 vs 2017 .
Key events Management view of adjusted 2018 2017 2016 =
—In CMB, we achieved double-digit revenue 4 $m $m $m $m %
growth in revenue and profit before Global Trade and Receivables 1,865 1,821 1,833 a4 2
tax. Growth was broadly based, with Finance
revenue increases across all major Credit and Lending 5,342 5,101 5,053 241 5 .
products and regions. Global Liquidity and Cash 5802 4775 4249 1,027 22 3
—We continued to improve customer Management E:a
experience and satisfaction, surveying Markets products, Insurance and 1,876 1,550 1,521 326 21 =
over 18,000 customers across 40 Investments and Other? 3
mer kiths in 2018 thro”%ﬂ the mzmems Net operating income? 14,885 13247 12656 1,638 12 =
ot fruth programme. 1hrough this Adjusted RORWA (%)?7 25 24 2 -
programme we improved global scores
across key customer interactions and RoTE excluding significant items and 14.0 14.0 13.0
. . UK bank levy (%)
have driven improvements through
more than 100 actions taken to address l
customer feedback. Through these I For footnotes, see page 67. b
client surveys we have seen a 17% x
. . L
year-on-year increase in customers —In GLCM, revenue was $1.0bn or 22% charges in Asia, the UK, Mexico and ~

reporting they have had a good or
better onboarding experience.

—We continued to invest in our digital
capabilities and we simplified online
journeys on HSBCnet for around 41,000
clients across 36 countries. We also
halved average onboarding times for
our relationship-managed customers,
and completed landmark trade
transactions on the Voltron and
we.trade platforms.

—We increased sustainable financing
through both facilitation (green bonds
and equity capital markets) and growth
in financing (green loans and leases).

In 2018, CMB contributed over $4bn
towards the Group's sustainable
financing target.

Financial performance

Adjusted profit before tax of $7.7bn

was $0.8bn or 12% higher, driven by
increased revenue, partly offset by higher
operating expenses. ECL of $0.7bn in
2018 compared with LICs of $0.5bn

in 2017.

Adjusted revenue of $14.9bn was
$1.6bn or 12% higher with increases
in all products, most notably GLCM.

higher, with growth across all regions.
The increase was mainly in Hong Kong
from wider margins, and in the UK from
wider margins and average balance
sheet growth. In C&L, revenue growth
of $0.2bn or 5% reflected average
balance sheet growth in the UK and
Hong Kong, partly offset by margin
compression. In addition, revenue
increased by $44m or 2% in GTRF
despite challenging market conditions,
with growth reflecting higher average
balances in Asia and the UK.

—Revenue growth was primarily in Asia
(up 18%), mainly from increases in
Hong Kong (up 21%) and mainland
China (up 22%), as well as in the UK
(up 10%). There was also notable
revenue growth in the US (up 7%),
Canada (up 8%, Latin America (up
20%) and MENA (up 5%).

—Corporate customer value from our
international subsidiary banking
proposition grew by 19%*.

Adjusted ECL were $0.7bn in 2018,
reflecting charges across most regions,
including a charge in the UK related to
uncertainty in the economic outlook,
partly offset by releases in North
America. This compared with adjusted
LICs of $0.5bn in 2017, which reflected

i =
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the UAE, partly offset by net releases
in North America.

B
Adjusted operating expenses of $6.5bn ¥4
were $0.5bn or 9% higher, reflecting
increased staff costs (up $0.2bn),
including higher performance-related
pay. In addition, we continued to
increase our investment in digital
capabilities (up $0.1bn), improvements
in operational efficiency and customer
experience, as well as regulatory and
compliance.

Corporate Governance
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Adjusted profit before tax 4 9
($bn) 8
2018 WA @
6.8 2
B 5.9 c
=

=

Change in adjusted profit before tax
+12%

* Analysis relates to corporate client income,
which includes total income from GB&M
synergy products, including foreign exchange
and debt capital markets. This measure differs
from reported revenue in that it excludes
Business Banking and Other and internal
cost of funds.
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Global Banking and Markets

Key events Management view of adjusted

revenue 4

—In GB&M, we are making good

was $0.2bn or 4% higher, reflecting
increased revenue and a $26m release
of ECL in 2018, compared with LICs of
$0.4bn in 2017. This was partly offset
by higher operating expenses as we
continued to invest in the business.
We have continued to deliver RWA
savings, with net reductions of 4%
($12bn), including savings from
management initiatives of $30bn
during 2018. This reduction was partly
offset by targeted lending growth.

With effect from the fourth quarter
of 2018, interest earned on capital
deployed, which was previously
disclosed within ‘Other’ revenue,
has been allocated to product lines.
The 2017 comparatives have been
re-presented on the new basis, with
no effect on total adjusted revenue.

Adjusted revenue of $15.5bn was
$0.2bn or 1% higher, and included

a net favourable movement of

$0.1bn on credit and funding valuation
adjustments. The increase in revenue
primarily reflected the strength of our
transaction banking franchises, which
more than offset the effects of
economic uncertainty and reduced
client activity.

—GLCM recorded double-digit growth
(up $0.4bn or 20%) as we increased
average balances by 4% through
continued momentum in winning client
mandates, and from favourable interest
rate movements, notably in Asia.

3 ] '
h 8

UK bank levy (%)

progress with our strategic plan, Global Markets 6,490 7,009 6,731 (519) (7)
increasing revenue and proﬂt before —FICC 5,271 5,714 5,720 (443) (8)
tax while reoducmg risk-weighted Foreign Exchange 3,022 2,622 2,777 400 15
assets by 4%. In 2018, performance —
was particularly strong in transaction Rates 1,482 2147 2148 (665) 31
banking products, with continued Credit 767 945 795 (178) (19)
growth in GLCM (up 20%) and — Equities 1,219 1,295 1,011 (76) 6)
. . o
Sect!”t'ez ferV'CeS ((;’?h” 70). (\j’\’ethave Securities Services 1,973 1772 1577 201 1
continued to expand the produc ;
offerings and capabilities from our Glloloell Bzt L 049 E 67 2
securities joint venture in China_ Global LIQUIdIty and Cash 2,645 2,213 1,884 432 20
Management

—We acted as the sole green - ,
structuring adviser on a $1.25bn Global Trade and Receivables Finance 809 757 689 52 7
green sukuk bond for the Republic of Principal Investments 224 327 221 (103) (31)
Indonesia, the first ever international Credit and funding valuation (183) (262) (65) 79 30
offering of green securities by an adjustments?®
Asian sovereign. Other303! (561) (579) (59) 18 3
. ) Net operating income?%3! 15,512 15,285 14,807 227 1

Financial performance Adjusted RORWA (%)?7 2.1 20 18

Adjusted profit before tax of $6.1bn RoTE excluding significant items and 10.5 106 10.2

I For footnotes, see page 67.

—Securities Services revenue rose
$0.2bn or 11% as we grew average
assets under management and
average assets under custody from
increased client mandates, growth
in equity markets early in 2018, and
higher interest rates.

—Global Banking revenue increased
$67m or 2% as growth in secured
lending balances, gains on corporate
lending restructuring and lower adverse
movements on portfolio hedges were
partly offset in our capital markets
businesses, due to challenging market
conditions and narrower spreads.

—GTRF revenue grew by 7% as we grew
average lending balances while also
reducing risk-weighted assets.

This was partly offset by:

—Global Markets revenue decreased by
$0.5bn or 7% as economic uncertainty
and reduced primary issuance led to
subdued client activity and spread
compression, which resulted in lower
revenue in Rates (down $0.7bn or 31%)
and Credit (down $0.2bn or 19%). This
was partly offset by higher revenue
in Foreign Exchange (up $0.4bn or
15%s), from increased volatility in
emerging markets.

—Principal Investments revenue fell
by $0.1bn or 31% from lower gains
on mark-to-market revaluation of
investments, and on asset sales,
compared with 2017.

Net adjusted ECL releases of $26m in
2018 related to releases against a small
number of clients in the US and Europe,
notably in the oil and gas sector, partly
offset by charges in the UK against
exposures in the retail and construction
sectors.

In 2017, adjusted LICs of $0.4bn were
primarily against two large corporate
exposures in Europe.

Adjusted operating expenses increased
$0.5bn or 5%, as cost-saving initiatives
were more than offset by investment

in business growth and efficiency
initiatives, and in regulatory programmes.
We also incurred higher revenue-related
taxes and costs.

Adjusted profit before tax 4

($bn)

I 6.1
5.8
E 5.5

Change in adjusted profit before tax

+4%
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Global Private Banking

Key events 2018 vs 2017 8
Y Management view of adjusted 2018 2017 2016 = §
—In GPB, revenue increased by 10% revenue 4 $m $m $m % ©
in key markets targetsd for growth, Investment revenue 717 700 738 17 2 S
mostly in Asia (up 18%). We hav_e Lenihe 391 393 420 @) ) g
added 101 new revenue generating - 1 2]
employees globally, with 71 in Asia. Deposit 497 404 345 93 23 \
—We were named Best Private Bank Other 180 226 267 (46) (20)
in both Hong Kong and the UK at the Net operating income?® 1,785 1,723 1,770 62 4
PWM/The Banker Private Banking Adjusted RORWA (%) 21 19 17
awards 2018. RoTE excluding significant items and 9.9 7.1 5.6
—We had net new money inflows of UK bank levy (%)
$15bn in key markets targeted for >
growth, of which almost 60% came O For footnotes, see page 67. °;’
from collaboration with our other o
global businesses. In 2018, one in higher deposit revenue as margins staff costs, reflecting investment 5
every three new GPB client widened following interest rate rises, to support growth, mainly in Asia. 2
relationships was introduced by CMB.  and from higher investment revenue 2
from strong mandate flows. Other Adjusted profit before tax > -
Financial performance income decreased including lower ($m)
. . i i itioning. EIE. 344
Adjusted profit before tax of $344m was revenue following client repositioning 1 -~
$48m or 16% higher, reflecting revenue In 2018, there was a net release of R ™ o i
growth and a net release of ECL. This was  adjusted ECL of $8m. This compared 1
partly offset by higher operating expenses.  with adjusted LICs of $16m in 2017. Change in adjusted profit before tax i
(0]
Adjusted revenue of $1.8bn increased by  Adjusted operating expenses of $1.4bn _I_’I 60/ 4 2
$62m or 4%, mainly in Hong Kong from were $38m or 3% higher, due to higher 0] r 2
i ()
32 . é
Corporate Centre «
4 ©
. . )
Financial performance 2018 vs 2017 | 2
) ) Management view of adjusted 2018 2017 2016 W S
Adjusted profit before tax of $0.5bn revenue 4 $m $m $m % 4
was $1.1bn or 67% lower, reflecting Central Treasury® 662 1728 1706  (1,066) 62 W
lower revenue and higher ECL, partly L ol 93 = o = ol
offset by lower operating expenses. egacy portiolios (93) (26) 67 >000) g
Wi ded " diusted Other®* (746) (516) (188) (230) 45 k&
e recorded negative adjusted revenue P %
of $0.2bn in 2018 compared with Net operating income (177) 1,186 1,544 (1,363) (115)
adjusted revenue of $1.2bn in 2017. This RoTE excluding significant items and (5.7)% (5.2)% (1.9)%

reduction reflected lower revenue in
Central Treasury and legacy portfolios,
and a reduction in Other income.

Central Treasury revenue was $1.1bn
lower, reflecting:

—higher interest expense on debt issued
by HSBC Holdings (up $0.4bn), from
an increase in issuances and higher
average cost of debt issued;

—lower revenue in Balance Sheet
Management ('BSM’) (down $0.3bn),
mainly from de-risking activities
undertaken during 2017 in anticipation
of interest rate rises, lower reinvestment
yields and lower gains on disposals;

—adverse fair value movements
of $0.3bn in 2018 compared with
favourable movements of $0.1bn in
2017, relating to the economic hedging

UK bank levy (%)

I For footnotes, see page 67.

of interest rate and exchange rate risk
on our long-term debt with long-term
derivatives; and

—a $0.2bn loss arising from adverse
swap mark-to-market movements
following a bond reclassification
under IFRS 9 ‘Financial Instruments'.

Revenue from legacy portfolios was down
$0.1bn, reflecting losses on disposals.

Other income decreased by $0.2bn,
mainly from the adverse effects of
hyperinflation accounting in Argentina.

Adjusted ECL releases of $0.1bn in 2018
and net adjusted LICs releases of $0.2bn
in 2017 were both primarily related to our
legacy credit portfolio.

i =

Adjusted operating expenses of $1.9bn
were $0.2bn or 9% lower due to the
favourable impact of hyperinflation
accounting in Argentina and lower
costs in relation to the run-off of the
CML portfolio, which was completed
during 2017.

Adjusted income from associates
increased by $0.1bn or 4%. Our
associate, The Saudi British Bank,
announced a merger agreement with
Alawwal Bank in Saudi Arabia. The
merger, subject to shareholder and
regulatory approval, is expected to be
completed in 2019 and would dilute
HSBC's shareholding in the merged
bank from 40% to 29.2%.
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Overview

Our purpose is to be where the
growth is, connecting customers
to opportunities. We help enable
businesses to thrive and economies
to prosper, helping people to fulfil
their hopes and dreams and realise
their ambitions.

To achieve our purpose, we need

to build strong relationships with

all of our stakeholders — including
customers, employees and the
communities in which we operate.
This will help enable us to deliver
our strategy and operate our
business in a way that is sustainable.

In this section, we provide information
about our customers, employees and
our approach to creating a responsible
business culture. We also provide an
update on our sustainability strategy,
including progress towards our $100bn
sustainable finance commitment and
our second disclosure for the Task
Force on Climate-related Financial
Disclosures ('TCFD’).

Our Environmental, Social and
Governance ('ESG’) Update will be
published in April 2019 and will be
available on our website at www.hsbc.
com/our-approach/measuring-our-
impact. It will provide further detail

on the topics covered in this section.

-
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Customers

We create value by providing the
products and services our customers
need, and aim to do so in a way that fits
seamlessly into their lives. This helps us
to build long-lasting relationships with
our customers. We maintain trust by
striving to protect our customers’ data
and information, and delivering fair
outcomes for them — and if things go
wrong, we need to address complaints
in a timely manner. Operating with high
standards of conduct is central to our
long-term success and underpins our
ability to serve our customers.

In this section, we focus on RBWM,
our largest global business by number
of customers, and on our two largest
markets — the UK and Hong Kong. We
measure and report on customer data
for all of our global businesses within
our ESG Update.

I For footnotes, see page 67.
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Our largest global business

RBWM =

Supports approximately 38 million
customers worldwide

Our largest markets %

UK
$399bn in total customer accounts
Hong Kong

$485bn in total customer accounts

Customer recommendation index'
RBWM

UK
75%

72%

Hong Kong

N /1%
72%

T The index uses the 0-10 rating scale for the customer
recommendation question to create a 100 point index.
Surveys are based on a relevant and representative
subset of the market. Data provided by Kantar.

Complaint resolution3®
Time taken to resolve complaints (excluding
payment protection insurance complaints)

RBWM

14% 15%
9% 10%
77% 75%

2018 2017
Key
W Same day or next working day
B Between 2-5 days
Longer than 5 days

"\EE#
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Acting on feedback in RBWM

We listen to our customers, and know that asking their
opinion on our service is core to understanding their needs
and concerns. Their feedback has helped us to become
more accessible through improved digital experiences

and our overall customer service. We continue to focus on
simplifying our processes and will launch our new mobile
banking app into more markets. We are working to make
things easy, personable and transparent.

Senior leaders have ultimate responsibility for customer
service standards and monitor these through key metrics
aligned to performance objectives. These include:

—how customers feel about recommending us; and
—the speed and quality of complaint resolution.

What our
customers
are telling us

Make
banking more
accessible

Our response

—We simplified our login process by rolling out
biometrics (Apple’s Touch ID and HSBC Voice
ID) to 18 markets.

—In the UK, we trained our front-line employees
to become ‘Digital Experts’. In branch or on
the phone, they teach our customers how to
complete their task digitally. In 2018, 85% of
new customers opened accounts through a
supported digital experience.

—In Singapore, we simplified our mortgage
application forms and offer letters, so
customers can be clear about their repayment
schedule, terms and conditions, and fees
and charges.

—Through digital messaging we are raising
customer awareness around overdrafts. In
the UK, we expanded the volume of overdraft
alerts, which we first introduced in 2017,
sending more than 26 million alerts in 2018.

Make it easy
to understand
our fees and
charges

Make our
processes
easier

—In the UK, we have continued to simplify
our mortgage process. Through automatic
valuations, improved credit policies and
increased underwriter availability, applications
can be approved within 10 days.

—To make investing more accessible, we
equipped our branch employees in Hong Kong,
China and Singapore with tablets and launched
an online financial health check. Customers can
now understand their investment options in their
own time, without a specialist appointment.

Complaints are recorded and analysed so that we can learn
what went wrong and why. Complaint resolution remains a
priority for us and in 2018 we saw a slight improvement in
the percentage of complaints resolved within the same or
next working day.

In the charts and tables on page 22, we outline our 2018
performance on customer recommendation for our UK
and Hong Kong markets, and complaint resolution for our
10 largest markets.

In the following table, we have highlighted some examples
of how customer feedback has driven improvements for
our RBWM customers.

Digital

As part of our strategy, we are committed to using
technology to enhance our customers' experience. In 2018,
we focused efforts on improving the online and mobile
banking experience for our customers and building upon
machine learning. This will help enable us to analyse our
customers’ speech, language and tone to better understand
their queries and respond with the right solution more quickly.

Globally,

44%

of RBWM customers are digitally active

Taking responsibility for the service we deliver

We define conduct as delivering fair outcomes for customers
and supporting the orderly and transparent operation of
financial markets. This is central to our long-term success
and ability to serve customers. We have clear policies,
frameworks and governance in place to protect them. These
cover the way we behave; design products and services;
train and incentivise employees; and interact with customers
and each other. Our conduct framework guides activities

to strengthen our business and increases our understanding
of how the decisions we make affect customers and other
stakeholders. Details on our conduct framework are available
at www.hsbc.com. For further information on conduct,

see page 66.
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Strategic Report | How we do business

Our employees

Our people are critical to our success, and
we have made a commitment to build the
healthiest human system in our industry
to enable them to thrive. As we work
towards this, we are focused on fostering
a culture in which our employees feel
valued, empowered to share their views,
and able to fulfil their potential.

Listening to our people

Understanding how our people feel
about HSBC is vital. It helps us ensure
that we are giving them the right support
to achieve their potential and to serve
our customers well.

We capture the views of our people on

a range of topics, such as our strategy,
culture and working environment, through
our employee survey, Snapshot. Results
are presented to the Group Management
Board and relevant executive
committees. This means that we can
take action based on the feedback.

We track employee advocacy by asking
whether they would recommend HSBC
as a great place to work. Currently, 66%
would recommend HSBC, an increase
from 64% in 2017. Analysis in 2018
showed us that trust in leadership,
career development and recognising
our people for their behaviour and
performance are what drives a

positive response to this question.

HSBC Exchange provides a forum for
employees to share their open and
honest views. Typically, these are
meetings held without an agenda,
meaning people can discuss what
matters most to them. We know from
Snapshot that when people participate
in Exchange meetings, they feel more
able to speak up, have more trust in
leadership and report higher levels

of well-being. More than half of our
employees took part in an Exchange
meeting during 2018. For example, our
Global Banking and Markets global
business hosted a series of Exchanges
on the subject of culture and conduct,

and Exchanges were held Group-wide
as part of the conversation around the
healthiest human system.

Snapshot and Exchange provide robust
feedback that we use to improve the
employee experience. For instance, our
people fed back that mental well-being is
important. We already provide employee
assistance lines in every country, and in
2019 we will provide additional mental
health education and support to line
managers. Our focus will be on spotting
the signs of mental ill-health, having
open conversations and signposting
where to find support.

Employee retention

39.970

(2017: 85.7%

Enabling a diverse and inclusive
environment for all

Our commitment

We are committed to a thriving
environment where people are valued,
respected and supported to fulfil

their potential. By building upon

the extraordinary range of ideas,
backgrounds, styles and perspectives
of our employees, we can drive better
outcomes for our stakeholders including
customers, communities, suppliers and
shareholders.

Gender balance at senior levels
Gender balance in leadership is an area
where we are making progress but

we recognise the need to improve. In
2018, we signed up to the 30% Club
campaign commitment to reach 30%
women in senior leadership roles
(classified as 0-3 in our global career
band structure) by 2020. In order to
achieve that aspirational target, we set
an objective that more than 27.6% of our
senior leadership should be women by
the end of 2018. We achieved 28.2%.

Gender diversity statistics

Holdings Board EXN 64%

3 36%
Group Management 89%
Board 1%

Combined executive EZCINNEGEG 74%

committee and I 26%

direct reports*

Senior 2%

leadership 28%

Senior leadership 69%

RBWM EETN 31%

Senior leadership  [EZ N 71%

CMB 21 26%

Senior leadership  [ZEEE I 50%

GB&M 20%

Senior leadership 69%

GPB 31%

Senior leadership G 72%

HOST FEZE 28%

All employees EEEECT /3%
125,276 [yl

Key

H Male

= Female

* Combined executive committee and direct
reports includes HSBC executive Directors,
Group Managing Directors, and their direct
reports (excluding administrative staff) plus
Company Secretary.
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How we do business

Our employees continued

Employees (‘FTEs’) by region
9%

4%

55%

25%

Key

Asia

Europe

Middle East and North Africa
® North America

Latin America

Female share of HSBC senior leadership
headcount
(%)

30

25

20

15

2012 2013 2014 2015 2016 2017 2018

Employee networks

We have seven global employee
networks as well as our HSBC
Communities, which include common
interest groups. They provide spaces
for colleagues to speak up about
internal and commercial issues and
opportunities, make connections, and
learn from each other. The networks
focus on gender, age, ethnicity, LGBT+,
faith, working parents, carers, and
ability. Our HSBC Communities focus
on a variety of topics, including flexible
working, military and veterans, and
Chinese culture.

More information about our diversity
and inclusion activity and our UK
Gender Pay Gap Reportis available
at www.hsbc.com/our-approach/
measuring-our-impact.

Whistleblowing

We think it is important to have a
culture where our people feel able to
speak up. Individuals are encouraged
to raise concerns about wrongdoing
or unethical conduct through the usual
reporting and escalation channels.
However, we understand that there are
circumstances where people need to
raise concerns more discreetly. HSBC
Confidential is a global whistleblower
platform that enables all of our people
to raise issues in confidence and
without fear of retaliation.

Whistleblowing concerns are investigated

thoroughly and independently. Some of
the common themes that have been
referred to HSBC Confidential include
behaviour and conduct, allegations of
fraud, and weaknesses with information
security. Remedial activity has been
undertaken where appropriate, including
disciplinary action, dismissal, as well as

adjustments to variable pay, performance

ratings and behaviour ratings. Processes

have also been enhanced where needed.

Cases raised (subject to investigation)

I 2,068
207 R

Substantiated closed cases

E 34%
2017 | 30%

HSBC does not condone or tolerate any
acts of retaliation against those who
raise concerns, and has a strict policy
prohibiting any such acts. The outcomes
of allegations of retaliation are reported
to senior management. Making
malicious or false claims is incompatible
with our values.

The Group Audit Committee has
responsibility for oversight of the
Group’s whistleblowing arrangements
and receives regular updates on the
status of whistleblowing arrangements
and outcomes.

We promoted the Group's whistleblowing
arrangement through a training and
awareness campaign in 2018 and this

is reflected in the increase in the number
of cases compared with 2017.
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A responsible business culture

HSBC's purpose is to connect people
with opportunities. With this purpose
comes the responsibility to protect our
customers, our communities and the
integrity of the financial system.

Non-financial risks

We use a range of tools to monitor

and manage our non-financial risks,
including our risk appetite, risk map, top
and emerging risks, and stress testing
processes. During 2018, we continued
to strengthen our approach to managing
operational risk as set out in the
operational risk management
framework ('ORMF’). The approach sets
out governance, appetite and provides
a single view of non-financial risks

that matter the most and associated
controls. It incorporates a risk
management system to enable active
risk management. The enhancement
and embedding of the risk appetite
framework for non-financial risk and
improving the consistency of the
adoption of the end-to-end risk and
control assessment processes has

been a particular focus and while there
remains more to do, progress has been
made in 2018 to strengthen the control
environment and the management of
non-financial risk.

For further details on our non-financial
risks and the “Top and emerging risks’,
see pages 30 and 31.

Cybersecurity

Cybersecurity continues to be a focus
area for HSBC and is routinely reported
at the Board level to ensure appropriate
visibility, governance and executive
support for our ongoing cybersecurity
activities. We continue to strengthen
and invest significantly in both business
and technical controls in order to
prevent, detect and respond to an
increasingly hostile cyber threat
environment. These include enhancing
controls to protect against advanced
malware, data leakage, infiltration

of payments systems and denial of
service attacks.

For additional information, please see
the ‘Top and emerging risks’ section on
page 30.

Financial crime compliance

In order to help protect the integrity

of the global financial system, we have
made, and continue to make, significant
investments in our ability to detect,
deter and prevent financial crime.

We have exited customers, products
and countries where we deemed the
financial crime risk too high to manage.
We are also working with governments
and other banks to advance our
collective interests in this area. These
steps are enabling us to reduce the risk
of financial crime much more effectively.

Our risk appetite has been set formally.
Further details may be found in the Risk
section on page 30.

Anti-bribery and corruption

We are committed to high standards

of ethical behaviour and operate a
zero-tolerance approach to bribery and
corruption, which we consider unethical
and contrary to good corporate
governance. We require compliance
with all anti-bribery and corruption laws
in all markets and jurisdictions in which
we operate. We have a global anti-
bribery and corruption policy, which
gives practical effect to global initiatives,
such as the Organisation of Economic
Co-operation and Development
('OECD’) Convention on Combating
Bribery of Foreign Public Officials in
International Business Transactions and
Principle 10 of the United Nations Global
Compact. We continue to invest in
technology and training. In 2018, 98%
of our workforce were trained via a
mandatory e-learning course and more
than 12,000 employees, who undertake
activities with a high risk of bribery,
received targeted role-based training.

Tax

We are committed to applying both

the letter and spirit of the law in all
territories where we operate. We aim to
have open and transparent relationships
with all tax authorities, ensuring that any
areas of uncertainty or dispute are
agreed and resolved in a timely manner.
As a consequence, we believe that we
pay our fair share of tax in the
jurisdictions in which we operate.

We have adopted the UK Code of
Practice on Taxation for Banks, which
was introduced in 2009, and manage
tax risk in accordance with a formal
tax risk management framework.
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We apply a number of tax initiatives
introduced after the global financial
crisis with the aim of increasing
transparency. These initiatives address
both the tax positions of companies and
of their customers. These include:

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

—the OECD Standard for Automatic
Exchange of Financial Account
Information (the ‘Common Reporting
Standard’);

—the Capital Requirements (Country
by Country Reporting) Regulations;

—the OECD Base Erosion and Profit
Shifting (‘BEPS’) initiative; and

—the UK legislation on the corporate
criminal offence (‘CCQ’) of failing to
prevent the facilitation of tax evasion.

Human rights

HSBC's commitment to respecting
human rights, principally as they apply
to our employees, our suppliers and
through our lending, is set out in our
2015 Statement on Human Rights. This
statement, along with our ESG Updates
and our statements under the UK's
Modern Slavery Act (‘MSA'), which
include further information, is available
on www.hsbc.com/our-approach/
measuring-our-impact. Our next MSA
statement will be published in April 2019.

Other matters

Information on our corporate
governance is on page 152, and
information on legal proceedings
and regulatory matters can be found
on page 289.



Supporting sustainable growth

We recognise our wider obligations to
the communities where we operate, and
understand economic growth must also
be sustainable. Our sustainable growth
initiatives are set out in an integrated
strategy aligned to our Group strategy
and our global business operations.

In 2018, we contributed $105m

to charitable programmes and our
employees volunteered 264,000 hours
to community activities during the
working day. We continued our
flagship environmental partnership,

HSBC's sustainable finance commitments
In November 2017, we published five sustainable finance commitments. In
this section, we summarise the progress update against these commitments:

I3 For our full commitments, see our ESG Supplement released in November 2017.

‘ Provide and facilitate $100bn of sustainable financing
and investment by 2025

—~We have provided $28.5bn of
financing, investing, and facilitation
since 1 January 2017 (see details
on page 28).
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the HSBC Water Programme. o 3
s inable fi Source 100% of our electricity from renewable sources >
ustainable finance by 2030, with an interim target of 90% by 2025 o
We define sustainable finance as any . 2
. ; ; ; —We signed renewables power c
form of financial service that integrates o =
o . . purchase agreements that cover 29% <
ESG criteria into business or investment - . J i
. . . of our electricity consumption, which is
decisions. Sustainable finance covers :
i . ; o up two percentage points from 2017,
the financing and investment activities )
. ; and decreased energy consumption
needed to support the United Nations o/ o .
. per FTE by 19% since 2011 (details on
Sustainable Development Goals D T
, , . our carbon dioxide emissions can be
('SDGs') and the Paris Agreement. The found on page 66)
Paris Agreement aims to limit the risk pag '
of an increase in temperatures to 2°C . 3
above pre-industrial levels. Reduce our exposure to thermal coal and actively manage =
_ _ the transition path for other high-carbon sectors =
To achieve the Paris Agreement and o
facilitate the transition to a low-carbon —We rolled out a framework to measure ~ —\\e updated our energy policy to 8
world, over $100tn of infrastructure transition risks across our six higher- align lending guidelines to science- Q
investment will be required in the next transition risk sectors in our loan based climate change-related targets g
15 years®®. We recognise the critical role portfolio. Further information can (see additional details on page 87). g
finance has to play in this transition. be found in the ‘Risk management’ o
. . . section of our TCFD disclosure on
Our sustainable finance commitments a0e 29
reflect our ambition to be a leading bag '
global partner to the public and private .
sectors in helping with the transition Adopt the recommendations of the TCFD
to a low-carbon economy, achieving to improve transparency "
the .SDG.S’ and supporting positive —Further details of our second TCFD 5
societal impacts. . S
disclosure are on page 29. 5
I3 For footnotes, see page 67. §
wn
Lead and shape the debate around sustainable finance K
and investment 2
@
—We published 25 articles on —We intensified engagement with e
HSBC's Centre of Sustainable Finance leading regulatory and industry
(www.sustainablefinance.hsbc.com). bodies to promote sustainable
This included ‘Managing financial finance, for example by leading
system stability and climate change — a capital markets workstream of
a preliminary guide’, which was UK Green Finance Taskforce.
the product of collaboration and —We provided forums for client 5
engagement with individuals in engagement and dialogue through kS
various businesses, functions and proprietary events, including a €
geographies across HSBC. breakfast at the World Economic 2
Forum in 2018 called 'Financing =
the sustainable silk road". 5
%
©
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Progress towards $100bn sustainable finance commitment

As part of our drive to deliver growth from areas of strength, we are committed to helping our clients transition
to a low-carbon economy, supporting the achievement of the SDGs, and supporting positive societal impacts.

Cumulative progress through 2018

Since the start of 2017, we have achieved $28.5bn of our commitment to provide and facilitate $100bn of sustainable
financing and investment by 2025. A data dictionary, including detailed definitions of contributing activities, may be
found on our website www.hsbc.com/our-approach/measuring-our-impact.

Financing

Investments

We provide advisory services to
facilitate the flow of capital and to
provide access to capital markets.
Products include: green, social,

and sustainable bonds; debt capital
markets; and equity capital markets.

We provide lending for specific finance
activities. Products include project
finance (e.g. financing of renewable
infrastructure projects), and green loans
(e.g. financing of eligible green products).

We provide investments into defined
socially responsible investment ('SRI’)
and low-carbon funds.

Cumulative progress*

($bn)

214

EC I 11.1
10.3

Cumulative progress*

($bn)

b.8

EIC 5.3
2017 0.5

Cumulative progress*

($bn)

1.3

208 AN
0.2

2018 highlights

—HSBC ranked number two in Dealogic’s
green, social and sustainability bonds
league table and number one in the
sustainability bonds table.

—HSBC Malaysia issued the world’s first
SDG sukuk bond, aligned to the United
Nations SDG principles.

—Impact reporting for our green and
SDG Bonds can be found on our website
www.hsbc.com/investors/fixed-income-

investors/green-and-sustainability-bonds.

2018 highlights

—HSBC participated in the development
of the green loan principles, published
by the Loan Markets Association (‘LMA')
in March 2018.

—HSBC provided the first ever green loan
in Singapore aligned to the LMA green
loan principles.

2018 highlights

—HSBC created two Global Lower
Carbon funds.

—We achieved a rating of A+/A using
United Nations Principles of Responsible
Investment ("UN PRI’). This covers all
of our funds, of which SRI represents
approximately 1% of our total assets
under management.

Geographical breakdown of
our progress

3%
13%

28%
56%

Key
m Europe
Asia
Americas
Middle East, North Africa and Turkey

Awards

GlobalCapital Sustainable and
Responsible Capital Markets
Awards 2018:

Most Impressive Financial Institution
Green/SRI Bank Issuer

Most Impressive Investment Bank for
Asia Pacific Green/SRI Capital Markets
Euromoney Awards 2018:

Asia’s Best Bank for Sustainable Finance

Extel Awards 2018:
No.1 Provider of Integrated Climate Change

Other transition activities

—Margin-linked loans: We have
provided $1.1bn of committed
facilities where the loan margin is
linked to sustainability indicators.

—We are working with clients on a
sustainable supply chain finance
solution.

—Since January 2017, we have advised
on more than $2bn of mergers and
acquisitions transactions for renewable
energy customers.

* PwC provided limited assurance over progress towards the $100bn sustainable finance commitment as at 31 December 2018 in accordance with International
Standard on Assurance Engagement 3000 (Revised) ‘Assurance Engagements other than Audits and Reviews of Historical Financial Information’. This can be
found on our website www.hsbc.com/our-approach/measuring-our-impact. Further information on the external assurance of our contribution to sustainable

finance and our overall ESG assurance planning will be included in our next ESG Update and on our website at www.hsbc.com.
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Task Force on Climate-related Financial Disclosures (‘TCFD’)

We all have a role to play in limiting
climate change and supporting the
transition to a low-carbon economy,
and we are a signatory to the disclosure
recommendations by the Financial
Stability Board's task force. This
represents our second disclosure

under the framework.

Governance

Mitigating climate change is a key
priority for our senior leadership, with
sustainable finance metrics included
in the Group's strategic priorities. In
2018, there were two presentations
on sustainability to the HSBC
Holdings Board, two to the Group
Audit Committee, four to the Group
Risk Committee, and two to the

HSBC Group Management Board.
Senior leadership have engaged with
regulators, industry associations and
non-governmental organisations on
this topic, such as through the Bank of
England consultation on climate change,
the Group Chairman'’s participation in
the One Planet Summit and the Group
Chief Executive's designation as a
World Economic Forum climate
leader. A summarised list of HSBC's
sustainability-related memberships is
available at: www.hsbc.com/our-
approach/measuring-our-impact/
sustainability-memberships.

Strategy

Supporting the transition to a low-
carbon economy is a key part of HSBC's
strategy, and new products have been
offered to facilitate this, along with a
pledge to provide $100bn of sustainable
finance by 2025. To date, we have
reached $28.5bn of that goal. For
further information, see page 28. We
recognise many clients across sectors
are making significant shifts towards the
low-carbon economy. During 2019, we
intend to develop new metrics to help
measure these activities, with an aim

to publish in next year's disclosure.

We believe education of our people

is crucial on this topic. We gave
sustainability training to more than
2,300 employees during 2018 and
launched a sustainability online learning
programme for all employees globally,
with content developed in collaboration
with the University of Cambridge
Institute for Sustainability Leadership.

We report on the emissions of our own
operations via CDP (formerly the Carbon
Disclosure Project). This is available, as
well as other information related to the
sustainability of our own operations, at:
www.hsbc.com/our-approach/
measuring-our-impact.

Risk management

We are increasingly incorporating
climate-related risk, both physical and
transition, into how we manage and
oversee risks internally and with our
customers. Climate risk is now included
as a theme in our ‘Top and emerging
risks report’ to ensure that it receives
monthly management oversight via the
Risk Management Meeting of the Group
Management Board (‘(RMM’) (see page
30). In addition, our Board-approved
risk appetite statement contains a
qualitative statement on our approach
to sustainability, which will be further
expanded in 2019 to include climate
risk explicitly.

We have a number of sustainability risk
policies covering specific sectors. In
2018, we updated our energy policy

to limit the financing of high-carbon-
intensity energy projects, while still
supporting energy customers on their
transition to a low-carbon economy.
From the release of the new energy policy
in April 2018 until the end of 2018, HSBC
financed no new coal-fired power plants.

Transition risk, in the context of
climate change, is the possibility that a
customer’s ability to meet its financial
obligations will deteriorate due to the
global movement from a high-carbon
to a low-carbon economy. HSBC is
working to embed transition risk into

its day-to-day credit risk management.
The aim is that over time, each
wholesale counterparty will receive a
client transition risk rating based on
their susceptibility to, and ability to
manage transition risk.

We have identified six higher transition
risk sectors based on their contribution
to global carbon dioxide emissions.
These sectors are: oil and gas; building
and construction; chemicals;
automotive; power and utilities; and
metals and mining. Over time we may
identify additional sectors as having
higher transition risk depending on a
variety of factors, including country-
level carbon dioxide reduction plans
per the Paris Agreement.

The table below presents our exposure
to the six higher transition risk sectors.
These figures capture all lending
activity, including environmentally
responsible customers and sustainable
financing. Further details on our
approach to the quantification of
exposures can be found in footnote

37 on page 67. This is expected to
evolve over time as we develop new
climate-related metrics.

Next steps

HSBC's TCFD disclosures will
continue to evolve and expand

over time. In line with TCFD
recommendations, our Annual Report
and Accounts will start to disclose
the additional climate risk-related
metrics relating to our portfolio for
specific sectors, as the availability

of sufficient, reliable and relevant
customer data permits.

% of total wholesale loans and advances

Sector to customers and banks in 20183
Oil and gas < 3.9%

Building and construction < 3.8%

Chemicals <3.9%

Automotive <3.4%

Power and utilities <3.0%

Metals and mining <2.8%

Total < 20.8%

Total wholesale loans and advances to customers and banks amount to $668bn.

I For footnotes, see page 67.

Strategic Report

Financial Review

Corporate Governance

Financial Statements

Additional Information



,ﬁjg:' : ey
F i

F L

= _.nf‘ &
i »Strateg

)

»
. !
=

" #

erview

We actively manage risk to help protect and enable the business.

Managing risk

HSBC has maintained a conservative
and consistent approach to risk
throughout its history, helping

to ensure we protect customers’
funds, lend responsibly and support
economies. By carefully aligning our
risk appetite to our strategy, we aim
to deliver sustainable long-term
shareholder returns.

All employees are responsible for
the management of risk, with the
ultimate accountability residing with
the Board. We have a strong risk
culture, which is embedded through
clear and consistent communication
and appropriate training for all
employees. A comprehensive risk
management framework is applied
throughout the Group, with
governance and corresponding risk
management tools. This framework
is underpinned by our risk culture
and reinforced by the HSBC Values.

Our Global Risk function oversees

the framework and is led by the
Group Chief Risk Officer, an executive
Director. It is independent from the
global businesses, including our

sales and trading functions, to provide
challenge, appropriate oversight and
balance in risk/reward decisions.

HSBC's risk appetite defines our
desired forward-looking risk profile,
and informs the strategic and financial

planning process. It is articulated in our
risk appetite statement, which is approved
by the Board. Key elements include:

—risks that we accept as part of doing
business, such as credit risk and
market risk;

—risks that we incur as part of doing
business, such as operational risk,
which are actively managed to remain
below an acceptable tolerance; and

—risks for which we have zero tolerance,
such as knowingly engaging in activities
where foreseeable reputational risk has
not been considered.

We operate a wide-ranging stress testing
programme undertaking both internal
and regulatory stress tests. In 2018, we

Key risk appetite metrics

Measure

Component

participated in the Bank of England’s
('BoE’) annual stress test, which showed
that our capital ratios, after taking
account of CRD IV restrictions and
strategic management actions, exceeded
the BoE's requirements.

Internal stress tests are an important
element in our risk management and
capital management frameworks. They
assess the impacts of potential adverse
macroeconomic, geopolitical and other
HSBC-specific events. The selection of
scenarios reflects our top and emerging
risks identification process and our risk
appetite. Stress testing analysis helps
management understand the nature
and extent of vulnerabilities to which
the Group is exposed.

Risk
appetite

Returns Return on tangible equity (‘RoTE’)* >11.0% 8.6%
Capital CET1 ratio — CRD IV end point basis >13.5% 14.0%
Change in Change in expected credit losses <0.50% 0.34%
expected credit and other credit impairment charges

Iosses_and cher as a % of advances: RBWM

credit impairment Change in expected credit losses and other <0.45% 0.12%

charges

credit impairment charges as a % of advances:

wholesale (CMB, GB&M and GPB)

* Our target is to achieve a reported RoTE of more than 11% by the end of 2020.

I Our risk management framework and risks associated with our banking and insurance manufacturing
operations are described on pages 73 and 86, respectively.

Top and emerging risks

Our top and emerging risks framework
helps enable us to identify forward-
looking risks so that we may take
action either to prevent them
materialising or limit their effect.

Top risks are those that may have

a material impact on the financial
results, reputation or business model
of the Group in the year ahead.
Emerging risks are those that have
large unknown components and may
form beyond a one-year horizon. If any
of these risks were to occur, they could
have a material effect on HSBC.

During 2018, we made five changes

to our top and emerging risks to reflect
our assessment of their potential effects
on the Group. Firstly, ‘Libor replacement’
(now renamed ‘Interbank offered rate
transition’ or ‘lbor transition’) was

added as a new risk due to the ongoing
effort by global regulators to reform
benchmark rates and the work required
to evaluate the impact of this transition
on HSBC's products and services.
Secondly, ‘Climate-related risk’ has also
been added, to help monitor and mitigate
the impacts of climate change on the
Group and our customers, as well as
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support our commitment to Sustainable
Finance. Thirdly, ‘Execution risk’ was
removed following the successful
completion of a number of high-priority
programmes. In addition, two thematic
risks were renamed to better reflect the
challenges facing the Group. The new
names are used in the table that follows,
which details our current 13 top and
emerging risks.

I Our current top and emerging risks are

summarised on the next page and discussed
in more detail on page 69.

O our approach to identifying and monitoring
top and emerging risks is described on page 74.



Risk overview
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A Risk heightened during 2018 =
} Risk remained at the same level as 2017 [
. . 9]
e  Thematic risk renamed during 2018 >
D
2
b=
Risk Trend Mitigants Lo
Externally driven
Economic outlook } We actively monitor our credit and trading portfolios, including undertaking stress tests, to identify sectors and
and capital flows clients that may come under stress due to: escalating tariffs and other trade restrictions; an economic slowdown in
the eurozone and mainland China; and adverse outcomes of negotiations concerning the UK's exit from the EU.
Geopolitical risk A \We continually assess the impact of geopolitical events on our businesses and exposures, and take steps to
mitigate them, where required, to help ensure we remain within our risk appetite. We have also strengthened
physical security at our premises where the risk of terrorism is heightened.
The credit cycle } We undertake detailed reviews of our portfolios and are assessing proactively customers and sectors likely to come q;_,
under stress as a result of geopolitical or macroeconomic events, reducing limits where appropriate. S
- - — - — )
Cyber threat and A e continue to strengthen our cyber-control framework and improve our resilience and cybersecurity capabilities, o
unauthorised access including threat detection and analysis, access control, payment systems controls, data protection, network T
to systems controls and back-up and recovery. g
e Regulatory developments } We engage with regulators to help ensure new regulatory requirements are effectively implemented, and work with S
including conduct, with them in relation to their investigations into historical activities. iT
g [¢] i
adverse impact on business
model and profitability
Financial crime risk } We have integrated the majority of our Global Standards reforms into our day-to-day operations, and expect to
environment complete the transition to business and function management in 2019. We continue to enhance our financial crime
risk management capabilities and we are investing in the next generation of tools to fight financial crime through
the application of advanced analytics and artificial intelligence.
e |bor transition A \We are evaluating the impact of the replacement of Ibor (including Libor) with alternative risk-free rates on HSBC's
products, services and processes as the industry accord evolves, with the intention of minimising disruption 3
through appropriate mitigating actions. c
- - : - — - — ©
Climate-related risks } We are committed to helping finance the transition to a low-carbon economy and continue to make progress in this c
area (see the Group's TCFD year-two response on page 29). We regularly review our sustainability risk policies to 0>J
ensure they remain fit-for-purpose while still supporting customers. 8
Internally driven ' o
IT systems infrastructure } We continue to monitor and improve service resilience across our technology infrastructure, enhancing our ‘ o
and resilience problem diagnosis/resolution and change execution capabilities to reduce service disruption to our customers. 8_
e
e Risks associated with } We continue to monitor workforce capacity and capability requirements in line with HSBC's published growth 8

strategy and any emerging issues in the markets in which we operate. These issues can include changes to
immigration and tax rules as well as industry-wide regulatory changes.

workforce capability, capacity
and environmental factors with
potential impact on growth

Risks arising from the receipt
of services from third parties

We continue to strengthen essential governance processes and relevant policies relating to how we identify,
assess, mitigate and manage risks across the range of third parties with which we do business. This includes
control monitoring and assurance throughout the third-party life cycle.

v

Enhanced model risk A e have evolved our capability and practice for model risk management by enhancing the second line of - .
management expectations defence Model Risk Management function, strengthening the model oversight committee structure through £
the chairmanship of the Group Chief Risk Officer and attendance of global business CEOs, and evolving our [}
model risk governance framework. ;C:
Data management A e continue to improve our insights, data aggregation, reporting and decisions through ongoing improvement :<§
of our data governance, data quality, data privacy, data infrastructure and architecture framework. n
©
= ©
i : s
UK withdrawal from the European Union =
The UK is due to formally leave the actions to help minimise any potential a scenario set by the Bank of England to
European Union (‘EU’) in March 2019. disruption. These include expanding support our planning for, and assessment
However, there is no certainty on the our product offerings available in our of, the impact of the UK's withdrawal :
future relationship between the UK and European entities, migrating customers  from the EU. The results confirmed that ~ §
the EU or indeed an implementation where necessary and transferring some  we are well positioned in the event of -
period. This creates market volatility and  of our European branch network from potential shocks. 2
econolmlc risk, particularly in the UK Our HSBC Bank plc_: tq our subs_|d|§ry in I For further details, please refer to our top and g
Group'’s global presence and diversified France. Our existing footprint in the EU, emerging risks on page 69. 5
client base should help to mitigate the and in particular our subsidiary in France, I Our approach to the UK’s withdrawal from § c
impact of the UK's withdrawal from the has provided a strong foundation for the European Union is described in more detail (g T
EU. While there may be some changes to us to build upon. As part of our stress in “Areas of special interest’ on page 73. s
the provision of products and services for testing programnme, a number of internal 5
our clients and employees based in the macroeconomic and event-driven 2

UK and EU, we are taking mitigating

scenarios were considered alongside
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Strategic Report

Remuneration

Our remuneration policy supports the achievement
of our strategic objectives by balancing reward for
short- and long-term sustainable performance.

Remuneration principles

The remuneration strategy for our
employees is based on a series of
key principles.

L4

What we do

—Focus on total compensation with
a strong link between pay and
performance

—Judge not only what is achieved,
but also how it is achieved, in line
with the HSBC Values

—Operate a thorough performance
management and HSBC Values
assessment process

—Recognise and reward our employees
for outstanding positive behaviour

—Design our policy to align
compensation with long-term
stakeholder interests

—Apply our employee recognition
and conduct framework to strengthen
the alignment between risk and reward
across the Group

®

What we don’t do

—Reward inappropriate or excessive
risk taking or short-term performance
at the expense of long-term company
sustainability

—Use only a formulaic approach to
determine bonuses for our executives

—Award discretionary bonuses to
employees rated unacceptable against
the HSBC Values and behaviours

—Allow our employees to hedge against
their unvested or retained awards

—Offer employment contracts with a
notice period of more than 12 months

—Have pre-arranged individual
severance agreements

Embedding our values in our remuneration framework

Mechanisms Outcomes

Instilling the right behaviours and
driving and encouraging actions that
are aligned to organisational values
and expectations are essential.

We therefore have a number of
mechanisms to reinforce our values.

Behavioural rating
for all employees

— Subject to compliance with local labour laws, employees receive
a behaviour rating based on their adherence to HSBC Values to

ensure performance is judged not only on what is achieved, but
also on how it is achieved.

Performance
management

— Performance objectives define what our employees need to achieve,
how and when, in line with business and role priorities. Objectives are

initially created by our employees at the start of the year. Objectives
are then tracked and updated by employees throughout the year as

priorities change.

— Performance management for all our employees is underpinned by our
‘Everyday Performance and Development’ programme. This approach
involves frequent, holistic and meaningful conversations throughout
the year between a manager and employee. The conversations provide
an opportunity to discuss progress, provide feedback and recognise
behaviours, identify any support that may be needed, and address any
issues that could be affecting the employee’s sense of well-being.

Conduct
recognition

—The employee recognition and conduct framework provides a set of
guidelines designed to reward exceptional conduct and handle any

conduct breaches consistently across the Group.

— Rewarding positive conduct may take the form of use of our global
recognition programme ‘At Our Best’, or via positive adjustments to
performance and behaviour ratings and variable pay.

—The framework also provides guidance on applying negative adjustments
to performance and behaviour ratings and to variable pay, alongside
disciplinary sanctions, where conduct breaches have been identified.
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Remuneration

How we set our variable pay pool

When deciding on the variable pay pool, the Group Remuneration
Committee considers a number of factors, which are set out in the
following table:

—Our variable pay pool takes into account our
performance in the context of our risk appetite.

Performance and risk
appetite statement

Countercyclical
funding methodology

—To dampen effects of economic cycles, the variable
pay pool’s size has a floor and a ceiling, and we also
limit the payout ratio as performance increases to
prevent the risk of inappropriate behaviour.

— Our funding methodology ensures that the distribution
of post-tax profit between capital, shareholders and
variable pay is appropriate, and that the majority of
post-tax profit is allocated to capital and shareholders.

Distribution of profits

Commerciality and
affordability

—We face challenges arising from being headquartered
in the UK, which has more stringent reward practices.
We take into account these challenges in determining
the size of the variable pay pool to help ensure we can
continue to attract and retain talent in key markets.

Our variable pay pool was $3,473m, an increase of
5.1% compared with 2017.

Variable pay pool

($m)

Group ENE 3,473
3,303

Of which Global 12018 | 1,098

Banking and Markets 1,063

Variable pay for our executive Directors

Variable pay for our executive Directors is driven by
scorecard achievement. Targets in the scorecard
are set according to our key performance
indicators to ensure linkages between our strategy
and remuneration policies and outcome.

Id See the Directors’ remuneration report on page 186 for
further details.

Remuneration for our executive Directors

Our remuneration policy for executive Directors was approved at our 2016 Annual General Meeting (‘AGM’) and is intended to
apply for three performance years until the AGM in 2019. We will be putting forward a new remuneration policy for shareholder
approval at the AGM. Details of the proposed policy can be found on page 175.

The table below shows the amount our executive Directors earned in 2018. For details of Directors’ pay and performance for
2018, see the Directors’ remuneration report on page 172.

Cash in Non-
Base Fixed pay lieuof Annual Taxable taxable Notional
(in £000) salary allowance pension incentive LTI® Sub-total benefits benefits returns
John Flint*® 2018 1,028 1,459 308 1,665 — — 4,460 40 28 54 4,582
2017 — — — — — — — — — — —
Stuart 2018 171 241 51 282 1,530 - 2,275 65 6 41 2,387
Gulliver#43
2017 1,250 1,700 375 2127 — — 5,452 500 71 63 6,086
lain 2018 700 950 210 1,088 1,057 — 4,005 80 44 33 4,162
Mackay*43
2017 700 950 210 1,334 — — 3,194 64 37 42 3,337
Marc Moses 2018 700 950 210 1,324 695 — 3,879 13 38 33 3,963
2017 700 950 210 1,358 — — 3,218 16 38 42 3,314
3 For footnotes, see page 67.
HSBC Holdings plc Annual Report and Accounts 2018 33

-
—
o
o
[}

o

g
=)
9}

L
©
2

=

(%0]

Financial Review

Corporate Governance

Financial Statements

Additional Information



Report of the Directors | Financial summary

Financial summary

Page
Use of non-GAAP financial measures 34
Changes to presentation from 1 January 2018 34
Critical accounting estimates and judgements 35
Consolidated income statement 36
Group performance by income and expense item 37
Net interest income 37
Net fee income 38
Net income from financial instruments measured at fair value through
profit or loss 39
Gains less losses from financial investments 40
Net insurance premium income 40
Other operating income a1
Net insurance claims and benefits paid and movement
in liabilities to policyholders 41
Change in expected credit losses and other credit impairment charges/
Loan impairment charges and other credit risk provisions 42
Operating expenses 42
Share of profit in associates and joint ventures 43
Tax expense 44
Consolidated balance sheet a4
Balance sheet commentary compared with 1 January 2018 45

Use of non-GAAP financial measures

Our reported results are prepared in accordance with IFRSs
as detailed in the Financial Statements starting on page 214.

To measure our performance we also use non-GAAP financial
measures, including those derived from our reported results that
eliminate factors that distort year-on-year comparisons. The
‘adjusted performance’ measure used throughout this report is
described below, and where others are used they are described.
All non-GAAP financial measures are reconciled to the closest
reported financial measure.

The global business segmental results on pages 47 to 55

are presented on an adjusted basis in accordance with IFRS 8
‘Operating Segments’, as detailed in ‘Basis of preparation’ on
page 47.

Adjusted performance

Adjusted performance is computed by adjusting reported results
for the effects of foreign currency translation differences and
significant items, which both distort year-on-year comparisons.

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

Significant items

‘Significant items’ refers collectively to the items that
management and investors would ordinarily identify and consider
separately to improve the understanding of the underlying trends
in the business.

The tables on pages 50 to 53 and pages 57 to 63 detail the effects
of significant items on each of our global business segments and
geographical regions in 2018, 2017 and 2016.

Foreign currency translation differences

Foreign currency translation differences reflect the movements of
the US dollar against most major currencies during 2018.

We exclude them to derive constant currency data, allowing us to
assess balance sheet and income statement performance on a
like-for-like basis and better understand the underlying trends in
the business.

Foreign currency translation differences

Foreign currency translation differences for 2018 are computed by
retranslating into US dollars for non-US dollar branches, subsidiaries, joint
ventures and associates:

e the income statements for 2017 and 2016 at the average rates of
exchange for 2018; and

® the balance sheets at 31 December 2017 and 31 December 2016 at the
prevailing rates of exchange on 31 December 2018.

No adjustment has been made to the exchange rates used to translate

foreign currency-denominated assets and liabilities into the functional

currencies of any HSBC branches, subsidiaries, joint ventures or

associates. The constant currency data of HSBC's Argentinian subsidiaries

has not been adjusted further for the impacts of hyperinflation. When

reference is made to foreign currency translation differences in tables or

commentaries, comparative data reported in the functional currencies of

HSBC's operations has been translated at the appropriate exchange

rates applied in the current period on the basis described above.

Changes to presentation from 1 January 2018

IFRS 9

HSBC adopted the requirements of IFRS 9 ‘Financial Instruments’
on 1 January 2018, with the exception of the provisions relating to
the presentation of gains and losses on financial liabilities
designated at fair value, which were adopted on 1 January 2017.
The impact of transitioning to IFRS 9 at 1 January 2018 on the
consolidated financial statements of HSBC was a decrease in net
assets of $1.6bn, arising from:

¢ adecrease of $2.2bn from additional impairment allowances;

¢ adecrease of $0.9bn from our associates reducing their net
assets;

an increase of $1.1bn from the remeasurement of financial
assets and liabilities as a consequence of classification
changes, mainly from revoking fair value accounting
designations for certain long-dated issued debt instruments;
and

e an increase in net deferred tax assets of $0.4bn.

The effect of IFRS 9 on the carrying value of investments in
associates has been updated from the effect disclosed in our
Annual Report and Accounts 2017 and in our Report on Transition
to IFRS 9 ‘Financial Instruments’ 1 January 2018 as a result of
those entities publicly reporting their expected transition impacts.
This resulted in a further decrease in net assets of $0.6bn, net of
tax.

Refer to ‘Standards applied during the year ended

31 December 2018’ on page 224 and Note 37 'Effects of
reclassification and remeasurement upon adoption of IFRS 9’ for
further detail.

Income statement presentation

The classification and measurement requirements under IFRS 9,
which was adopted from 1 January 2018, is based on an entity's
assessment of both the business model for managing the assets
and the contractual cash flow characteristics of the assets. The
standard contains a classification for items measured mandatorily
at fair value through profit and loss as a residual category. Given
its residual nature, the presentation of the income statement has
been updated to separately present items in this category which
are of a dissimilar nature or function, in line with IAS 1
‘Presentation of Financial Statements’ requirements. Comparative
data has been re-presented. There is no net impact on total
operating income.

Prior to 2018, foreign exchange exposure on some financial
instruments designated at fair value was presented in the same
line in the income statement as the underlying fair value
movement on these instruments. In 2018, we grouped the entire
effect of foreign exchange exposure in the profit and loss and
presented it within ‘Net trading activities’ in ‘Net income from
financial instruments held for trading or managed on a fair value
basis’. Comparative data has been re-presented. There is no net
impact on total operating income and the impact on ‘changes in
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fair value of long-term debt and related derivatives’ in 2017 was
$(517)m (2016: $1,978m; 2015: $110m; 2014: $130m).

IAS 29

From 1 July 2018, Argentina was deemed a hyperinflationary
economy for accounting purposes.

The results of HSBC's operations with a functional currency of the
Argentine peso have been prepared in accordance with IAS 29
‘Financial Reporting in Hyperinflationary Economies’ as if the
economy had always been hyperinflationary. The results of those
operations for the year ended 31 December 2018 are stated in
terms of current purchasing power using the Indice de Precios al
Consumidor at 31 December 2018, with the corresponding
adjustment presented in other comprehensive income (‘OCI’). In
accordance with IAS 21 ‘The Effects of Changes in Foreign
Exchange Rates’, the results have been translated and presented
in US dollars at the prevailing rate of exchange on 31 December
2018. The Group's comparative information presented in US
dollars has not been restated.

The impact of applying IAS 29 and the hyperinflation provisions of
IAS 21 in the current year was a decrease in the Group's profit
before tax of $160m, comprising a decrease in revenue of $231m,
offset by a decrease in expected credit losses of $8m, and a
decrease in operating expenses of $63m.

Critical accounting estimates and judgements

The results of HSBC reflect the choice of accounting policies,
assumptions and estimates that underlie the preparation of
HSBC's consolidated financial statements. The significant
accounting policies, including the policies which include

critical accounting estimates and judgements, are described

in Note 1.2 on the Financial Statements. The accounting policies
listed below are highlighted as they involve a high degree of
uncertainty and have a material impact on the financial
statements:

¢ Impairment of amortised cost financial assets and financial
assets measured at fair value through other comprehensive
income (‘FVOCI’): The most significant judgements relate to
defining what is considered to be a significant increase in credit
risk, determining the lifetime and point of initial recognition of
revolving facilities, and in making assumptions and estimates
to incorporate relevant information about past events, current
conditions and forecasts of economic conditions. A high degree
of uncertainty is involved in making estimations using
assumptions that are highly subjective and very sensitive to the
risk factors. See Note 1.2(i) on page 230.

* Hedge accounting and the replacement of major interest rate
reference rates: The financial markets are going through a
significant reform and replacement of the major interest rate
reference rates. These interbank offered rates (‘lbors’), such as
Libor and Euribor, are currently widely used as benchmarks for
a large volume and broad range of financial products and
contracts. This results in significant accounting judgement
being involved in determining whether certain hedge
accounting relationships that hedge variability of cash flows
and interest rate risk due to changes in Ibors continue to qualify
for hedge accounting as at 31 December 2018. See Note 1.2(h)
on page 234.

e Deferred tax assets: The most significant judgements relate to
those made in respect of expected future profitability. See Note
1.2(l) on page 234.

® Valuation of financial instruments: In determining the fair value
of financial instruments a variety of valuation techniques are
used, some of which feature significant unobservable inputs
and are subject to substantial uncertainty. See Note 1.2(c) on
page 228.

* Impairment of interests in associates: Impairment testing
involves significant judgement in determining the value in use,
and in particular estimating the present values of cash flows
expected to arise from continuing to hold the investment,

based on a number of management assumptions. The most
significant judgements relate to the impairment testing of our
investment in Bank of Communications Co., Limited (‘BoCom’).
See Note 1.2(a) on page 226.

e Goodwill impairment: A high degree of uncertainty is involved
in estimating the future cash flows of the cash-generating units
(‘CGUs’) and the rates used to discount these cash flows. See
Note 1.2(a) on page 226.

e Provisions: Significant judgement may be required due to the
high degree of uncertainty associated with determining
whether a present obligation exists, and estimating the
probability and amount of any outflows that may arise. See
Note 1.2(m) on page 234.

Given the inherent uncertainties and the high level of subjectivity
involved in the recognition or measurement of the items above, it
is possible that the outcomes in the next financial year could differ
from the expectations on which management’s estimates are
based, resulting in the recognition and measurement of materially
different amounts from those estimated by management in these
Financial Statements.
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Consolidated income statement

Summary consolidated income statement

2018 2017 2016 2015 2014
Footnotes $m $m $m $m $m
Net interest income 30,489 28,176 29,813 32,531 34,705
Net fee income 12,620 12,811 12,777 14,705 15,957
Net income from financial instruments held for trading or managed on a fair value basis 44,45 9,531 8,426 7,521 8,717 6,730
Net income/(expense) from assets and liabilities of insurance businesses, including
related derivatives, measured at fair value through profit or loss 45 (1,488) 2,836 1,262 565 1,865
Change in fair value of long-term debt and related derivatives 44 (97) 155 (1,997) 973 638
Changes in fair value of other financial instruments mandatorily measured at fair value
through profit or loss 45 695 N/A N/A N/A N/A
Gains less losses from financial investments 218 1,150 1,385 2,068 1,335
Dividend income 75 106 95 123 311
Net insurance premium income 10,659 9,779 9,951 10,355 11,921
Other operating income/(expense) 885 337 (971) 1,055 1,131
Total operating income 63,587 63,776 59,836 71,092 74,593
Net insurance claims and benefits paid and movement in liabilities to policyholders (9,807) (12,331) (11,870) (11,292) (13,345)
Net operating income before change in expected credit losses and other
credit impairment charges/Loan impairment charges and other credit risk
provisions 26 53,780 51,445 47,966 59,800 61,248
Change in expected credit losses and other credit impairment charges (1,767) N/A N/A N/A N/A
Loan impairment charges and other credit risk provisions N/A (1,769) (3,400) (3,721) (3,851)
Net operating income 52,013 49,676 44,566 56,079 57,397
Total operating expenses (34,659) (34,884) (39,808) (39,768) (41,249)
Operating profit 17,354 14,792 4,758 16,311 16,148
Share of profit in associates and joint ventures 2,536 2,375 2,354 2,556 2,532
Profit before tax 19,890 17,167 7,112 18,867 18,680
Tax expense (4,865) (5,288) (3,666) (3,771) (3,975)
Profit for the year 15,025 11,879 3,446 15,096 14,705
Attributable to:
— ordinary shareholders of the parent company 12,608 9,683 1,299 12,572 13,115
— preference shareholders of the parent company 90 90 90 90 90
— other equity holders 1,029 1,025 1,090 860 483
— non-controlling interests 1,298 1,081 967 1,574 1,017
Profit for the year 15,025 11,879 3,446 15,096 14,705
Five-year financial information
2018 2017 2016 2015 2014
Footnotes $ $ $ $ $
Basic earnings per share 0.63 0.48 0.07 0.65 0.69
Diluted earnings per share 0.63 0.48 0.07 0.64 0.69
Dividends per ordinary share 46 0.51 0.51 0.51 0.50 0.49
% % % % %
Dividend payout ratio 47 81.0 106.3 728.6 76.5 71.0
Post-tax return on average total assets 0.6 0.5 0.1 0.6 0.5
Return on average risk-weighted assets 48 23 2.0 0.7 1.6 1.5
Return on average ordinary shareholders’ equity 7.7 59 0.8 7.2 7.3
Return on average tangible equity 8.6 6.8 2.6 8.1 8.5

For footnotes, see page 67.
Unless stated otherwise, all tables in the Annual Report and Accounts 2018 are presented on a reported basis.

For a summary of our financial performance in 2018, see page 14.

For further financial performance data for each global business and geographical region, see pages 48 to 53 and 55 to 63, respectively.
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Group performance by income and expense item

Net interest income

2018 2017 2016
Footnotes $m $m $m
Interest income 49,609 40,995 42,414
Interest expense (19,120) (12,819) (12,601)
Net interest income 30,489 28,176 29,813
Average interest-earning assets 1,839,346 1,726,120 1,723,702
0/0 0/0 o/0
Gross interest yield 49 2.70 2.37 2.46
Less: cost of funds (1.21) (0.88) (0.87)
Net interest spread 50 1.49 1.49 1.59
Net interest margin 51 1.66 1.63 1.73
For footnotes, see page 67.
Summary of interest income by type of asset
2018 2017 2016
Average Interest Average Interest Average Interest
balance income Yield balance income Yield balance income Yield
Footnotes $m $m % $m $m % $m $m %
Short-term funds and loans and advances
to banks 233,637 2,475 1.06 236,126 2,030 0.86 203,799 1,510 0.74
Loans and advances to customers 972,963 33,285 3.42 902,214 28,751 3.19 865,356 29,272 3.38
Reverse repurchase agreements — non-trading 205,427 3,739 1.82 173,760 2,191 1.26 168,207 1,227 0.73
Financial investments 386,230 9,166 2.37 389,807 7.440 1.91 430,775 7.248 1.68
Other interest-earning assets 41,089 944 2.30 24,213 583 2.41 55,5665 3,157 5.68
Total interest-earning assets 1,839,346 49,609 2.70 1,726,120 40,995 2.37 1,723,702 42,414 2.46
Trading assets and financial assets designated
and otherwise mandatorily measured at fair value
through profit or loss 52,63 195,922 5,215 2.66 N/A N/A N/A N/A N/A N/A
Trading assets and financial assets designated at
fair value N/A N/A N/A 186,673 4,245 2.27 179,780 3,897 2.17
Expected credit losses provision (7,816) N/A N/A N/A N/A N/A N/A
Impairment allowance N/A N/A N/A (7,841) (9,127)
Non-interest-earning assets 584,524 616,688 653,115
Year ended 31 Dec 2,611,976 54,824 2.10 2,521,640 45,240 1.79 2,547,470 46,311 1.82
For footnotes, see page 67.
Summary of interest expense by type of liability and equity
2018 2017 2016
Average Interest Average Interest Average Interest
balance expense Cost balance expense Cost balance expense Cost
Footnotes $m $m % $m $m % $m $m %
Deposits by banks 54 44,530 506 1.14 47,337 451 0.95 49,782 342 0.69
Financial liabilities designated at fair value — own
debt issued 55 50,840 1,421 2.80 60,566 1,261 2.08 62,042 942 1.52
Customer accounts 56 1,138,620 8,287 0.73 1,094,920 5,405 0.49 1,074,661 5,492 0.51
Repurchase agreements — non-trading 161,204 3,409 2.11 136,561 1,665 1.22 118,789 626 0.53
Debt securities in issue 132,594 4,254 3.21 108,677 3,130 2.88 114,343 2,807 2.45
Other interest-bearing liabilities 53,731 1,243 2.31 7,009 907 12.94 22,387 2,392 10.68
Total interest-bearing liabilities 1,581,519 19,120 1.21 1,455,070 12,819 0.88 1,442,004 12,601 0.87
Trading liabilities and financial liabilities
designated at fair value (excluding own debt
issued) 142,184 3,524 2.48 153,776 2,325 1.51 138,486 1,986 1.43
Non-interest bearing current accounts 211,815 197,104 184,016
Total equity and other non-interest bearing
liabilities 676,458 715,690 782,964
Year ended 31 Dec 2,611,976 22,644 0.87 2,521,640 15,144 0.60 2,547,470 14,587 0.57
For footnotes, see page 67.
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Significant items and currency translation

2018 2017

$m $m
Significant items 53 (105)
— customer redress programmes 53 (108)
- currency translation on significant items 3
Currency translation 99
Year ended 31 Dec 53 (6)

Net interest income of $30.5bn increased by $2.3bn or 8%
compared with 2017. This included the minimal effects of
significant items and foreign currency translation differences.

Net interest margin of 1.66% was 3 basis points (‘bps’) higher than
in 2017. This included the minimal effects of significant items and
foreign currency translation differences. The rise in net interest
margin mainly reflected the effect of rate rises on asset yields,
notably on term lending in Asia and on surplus liquidity in most
regions. This was partly offset by the higher cost of customer
accounts, notably in Asia and Europe, and the higher cost of debt
issued to meet regulatory requirements.

The increase in net interest margin in 2018 includes the fourth-
quarter impact of increased liquidity requirements in Europe and
the increased cost of customer accounts in Asia.

Interest income

Interest income increased by $8.6bn compared with 2017. This
included the minimal adverse effects of significant items and
foreign currency translation. The increase in interest income was
mainly driven by higher income from lending, surplus liquidity and
reverse repurchase agreements.

Interest income on loans and advances to customers increased by
$4.5bn compared with 2017. This included the minimal favourable
effects of customer redress programmes and foreign currency
translation differences, and reflected increases in all regions,
notably:

* in Asia, where growth was mainly due to central bank rate rises
resulting in higher yields on term lending and mortgages, and
volume growth; and

* in Europe, where growth was mainly in the UK, reflecting
higher yields on term lending following a central bank rate rise
and growth in mortgage balances, although yields decreased.

Interest income on short-term funds and financial investments
increased by $2.2bn compared with 2017, which included the

Net fee income

adverse effects of customer redress programmes and foreign
currency translation differences of $0.1bn. This increase was
across all regions, but mainly in Asia and North America, primarily
on debt securities, following central bank rate rises.

Interest income on reverse repurchase agreements increased by
$1.5bn compared with 2017, notably in North America and
Europe, following central bank rate rises.

Interest expense

Reported interest expense increased by $6.3bn, which included
the favourable effects of significant items and foreign currency
translation differences of $0.1bn. Excluding these impacts, interest
expense was $6.4bn higher, primarily due to increases in interest
expense on customer accounts, repurchase agreements and debt.

Interest expense on customer accounts was $2.9bn higher. This
included the favourable effects of customer redress programmes
and foreign currency translation differences of $0.1bn, and
reflected average balance growth in most regions. The net
increase also reflected changes in interest rates in key markets,
including:

e central bank rate rises in Asia, notably in Hong Kong, as well as
a change in portfolio mix;

e the 2018 increase in the UK base rate; and
e rate rises in Latin America and North America.

Interest expense on repurchase agreements increased by $1.7bn,
broadly in line with the increase in interest income on reverse
repurchase agreements, notably in North America and Europe,
reflecting increased balances and higher market rates.

Interest expense on debt securities in issue and own debt at fair
value was $1.3bn higher. The increase reflected a rise in the
external cost of debt, together with an increase in debt issued by
HSBC Holdings to meet regulatory requirements.

2018 2017 2016

$m $m $m

Funds under management 2,221 2,188 2,076
Account services 2,177 2,244 2,417
Cards 1,956 1,994 1,970
Credit facilities 1,723 1,718 1,795
Broking income 1,210 1,191 1,060
Unit trusts 1,038 1,010 863
Remittances 778 759 766
Global custody 736 692 662
Underwriting 723 829 705
Imports/exports 709 736 820
Insurance agency commission 404 410 419
Other 2,369 2,082 2,116
Fee income 16,044 15,853 15,669
Less: fee expense (3.424) (3,042) (2,892)
Year ended 31 Dec 12,620 12,811 12,777

Significant items and currency translation

2018 2017

$m $m

Significant items - —
Currency translation (76)
Year ended 31 Dec — (76)
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Net fee income of $12.6bn was $0.2bn lower compared with 2017
and included the favourable effects of foreign currency translation
differences of $0.1bn. This decrease was mainly due to lower fee
income from underwriting and corporate finance (disclosed within
‘other’) in GB&M and an increase in fee expense.

Fee income from underwriting and corporate finance decreased by
$0.2bn as a result of lower volumes in investment banking
products and reduced client activity, mainly in Europe and North
America.

Fee income from cards also decreased, partly due to a
reclassification from cards to interbank and clearing fees. This was

partly offset by an increase in cards volumes, notably in Hong
Kong and the US, from new product launches and campaigns,
together with increased activity.

In addition, fee expense increased by $0.4bn, in part from cards
due to increased customer activity in Hong Kong.

These factors were partly offset by an increase in Other fee income
due in part to an increase in interbank and clearing fees in the UK
and Mexico, following the reclassification of interchange fee
income from cards with effect from 1 January 2018.

Net income from financial instruments measured at fair value through profit or loss

2018 2017 2016

Footnotes $m $m $m

Trading activities 44 7,234 8,131 8,110
Other trading income — hedge ineffectiveness (45) (1) 18
- on cash flow hedges (8) (5) (5)
— on fair value hedges (37), 4 23
Fair value movement on non-qualifying hedges 57 (207) 106 (655)
Other instruments designated and managed on a fair value basis and related derivatives 2,549 190 48
Net income from financial instruments held for trading or managed on a fair value basis 9,531 8,426 7,521
Financial assets held to meet liabilities under insurance and investment contracts (1,585) 3,211 1,480
Liabilities to customers under investment contracts 97 (375) (218)

Net income from assets and liabilities of insurance businesses, including related derivatives,
measured at fair value through profit or loss (1,488) 2,836 1,262
Changes in fair value of long-term debt and related derivatives 44 (97) 155 (1,997)
Changes in fair value of other financial instruments mandatorily measured at fair value through profit or
loss 695 N/A N/A
Year ended 31 Dec 8,641 11,417 6,786
For footnotes, see page 67.
Significant items and currency translation

2018 2017

Footnotes $m $m

Significant items (108) (258)
— disposals, acquisitions and investment in new businesses (8) —
— fair value movement on financial instruments 57 (100), (245)
— currency translation on significant items (13)
Currency translation (123)
Year ended 31 Dec (108) (381)

For footnotes, see page 67.

Net income from financial instruments measured at fair value of
$8.6bn was $2.8bn lower than in 2017. This included favourable
effects of foreign currency translation differences and significant
items relating to favourable fair value movements on financial
instruments, including non-qualifying hedges and debit valuation
adjustments.

‘Net expense from assets and liabilities of insurance
businesses, including related derivatives, measured at fair
value through profit or loss’ was $1.5bn, compared with net
income of $2.8bn in 2017. This decrease primarily reflected
unfavourable equity market performance in 2018 compared with
2017 in Hong Kong and France, resulting in revaluation losses on
the equity and unit trust assets supporting insurance and
investment contracts.

Corresponding movements were recorded in the liabilities to
customers, reflecting the extent to which they participate in the
investment performance of the associated assets. For investment
contracts, the offsetting movements are recorded in ‘Liabilities to
customers under investment contracts’, and for insurance
contracts in ‘Net insurance claims and benefits paid and
movement in liabilities to policyholders’.

‘Changes in fair value on long-term debt and related
derivatives’ were $0.1bn adverse in 2018, compared with
favourable movements of $0.2bn in 2017. These movements were
driven by changes in interest rates between the periods, notably in
US dollars and pounds sterling.

‘Net income from financial instruments held for trading or
managed on a fair value basis’ increased by $1.1bn. This
included favourable foreign currency translation differences
($0.1bn), and a favourable movement in significant items ($0.1bn).
The increase also included a number of accounting
reclassifications under IFRS 9, which comprised:

e areclassification from 1 January 2018 of net income related to
structured notes from ‘trading activities’ to ‘other instruments
designated and managed on a fair value basis and related
derivatives’;

e achange in accounting treatment on 1 January 2018 of issued
debt securities, which resulted in the fair value movements
relating to changes in credit spreads on structured liabilities
being reported in other comprehensive income. This compared
with an expense of $0.5bn recognised in ‘trading activities’ in
2017;

* areclassification on 1 January 2018 of stock lending and
borrowing instruments in Hong Kong from ‘amortised cost’ to
‘held for trading’. This resulted in the income relating to these
instruments no longer being recognised in net interest income,
and instead being recognised in 'trading activities’. See Note 37
on the Financial Statements for further details.

The favourable effect of these reclassifications, as well as
revaluation gains on US dollar-denominated capital in mainland
China, were partly offset by a decrease in revenue from trading
activities in GB&M. This decrease was primarily in Europe, as our
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Global Markets business experienced lower client activity, notably
in Rates and Credit, which was partly offset by an increase in the
US from higher metals and emerging markets trading activity.

We also recorded net adverse movements on derivatives, as well
as on the revaluation of foreign exchange positions in France.

‘Changes in fair value of other financial instruments
mandatorily measured at fair value through profit or loss’
— a new financial statement line item under IFRS 9 - recorded
revenue of $0.7bn in 2018. This revenue was mainly in the UK,

Gains less losses from financial investments

reflecting fair value gains on underlying equities in GB&M and on
disposal of investments, notably in Principal Investments, as well
as fair value gains on debt securities.

The majority of our financial liabilities designated at fair value are
fixed-rate, long-term debt issuances, and are managed in
conjunction with interest rate swaps as part of our interest rate
management strategy. These liabilities are discussed further on
page 4b.

2018 2017 2016

$m $m $m

Net gains from disposal of 218 1,248 1,421
- debt securities 220 403 357
— equity securities N/A 838 1,058
— other financial investments (2) 7 6
Impairment of available-for-sale equity securities N/A (98) (36)
Year ended 31 Dec 218 1,150 1,385

Significant items and currency translation

2018 2017

$m $m

Significant items - 434
- disposals, acquisitions and investment in new businesses - 434
— currency translation on significant items —
Currency translation (17)
Year ended 31 Dec — 417

Gains less losses from financial investments of $0.2bn decreased
by $0.9bn compared with 2017. Following the implementation of
IFRS 9, 'net gains on the disposal of equity securities’ and
‘impairment of available-for-sale equity securities’ are no longer
reported within ‘gains less losses from financial investments'.
These are now reported within ‘net income/(expense) from
financial instruments measured at fair value through profit or loss’.

Net gains from the disposal of equity securities were $0.8bn in
2017 and included disposals, acquisitions and investment in new
businesses of $0.4bn. This comprised a gain on the disposal of our

Net insurance premium income

membership interest in Visa Inc. in the US of $0.3bn and gains on
the disposal of our investment in Vietnam Technological and
Commercial Joint Stock Bank (‘Techcombank’) of $0.1bn. The
remaining balance in 2017 included net gains from the disposal of
equity securities in GB&M, mainly in the UK, France and the US.

Net gains from the disposal of debt securities were $0.2bn lower.
This reduction was mainly in Corporate Centre and related to net
losses on disposals in legacy credit, as well as lower gains on
disposals in Balance Sheet Management.

2018 2017 2016

$m $m $m

Gross insurance premium income 11,338 10,802 10,588
Reinsurance premiums (679) (1,023) (637)
Year ended 31 Dec 10,659 9,779 9,951

Significant items and currency translation

2018 2017

$m $m

Significant items - —
Currency translation (68)
Year ended 31 Dec - (68)

Net insurance premium income was $0.9bn higher than in 2017,
and included the effects of foreign currency translation
differences.

The increase in insurance premiums was driven by higher new
business volumes, particularly in Hong Kong and France, and
lower reinsurance ceded in Hong Kong.
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Other operating income

2018 2017 2016
$m $m $m
Rent received 152 171 157
Gains/(losses) recognised on assets held for sale 12 214 (1,949)
Gains on investment properties 82 48 4
Gain on disposal of property, plant and equipment, intangible assets and non-financial investments 33 46 35
Change in present value of in-force long-term insurance business 681 24 902
Other (75) (166) (120)
Year ended 31 Dec 885 337 (971)
Change in present value of in-force long-term insurance business
2018 2017 2016
$m $m $m
Value of new business 1,117 919 900
Expected return (719) (599) (632)
Assumption changes and experience variances 292 (280) 513
Other adjustments 9) (16) 21
Year ended 31 Dec 681 24 902
Significant items and currency translation
2018 2017
$m $m
Significant items (107) (154)
— disposals, acquisitions and investment in new businesses (107), (160)
— currency translation on significant items 6
Currency translation (19)
Year ended 31 Dec (107) (173)

Other operating income of $0.9bn in 2018 increased by $0.5bn
compared with 2017. This was primarily due to a higher favourable
change in the present value of in-force long-term insurance
business (‘PVIF’) in 2018 (up $0.7bn).

This increase in PVIF reflected a favourable movement in
‘assumption changes and experience variances’ of $0.6bn, from
the future sharing of investment returns with policyholders,
primarily in Hong Kong. In addition, the value of new business
written increased by $0.2bn during 2018 to $1.1bn. For further
details, please see Note 21 on the Financial Statements.

Gains on assets held for sale were $0.2bn lower, mainly as gains in
2017 included the sale of our holding in VocaLink in the UK and
the sale of our operations in Lebanon.

In Other, we recorded lower losses related to the early redemption
of subordinated debt linked to the US run-off portfolio ($0.1bn). In
addition, 2018 included the adverse effects of hyperinflation
accounting in Argentina ($0.1bn), while 2017 included a $0.1bn
charge arising from the opportunity to increase our investment in
new businesses.

Net insurance claims and benefits paid and movement in liabilities to policyholders

2018 2017 2016

$m $m $m

Gross 10,221 13,208 12,508
Less reinsurers’ share (414) (877) (638)
Year ended 31 Dec 9,807 12,331 11,870

Significant items and currency translation

2018 2017

$m $m

Significant items - —
Currency translation 68
Year ended 31 Dec — 68

Net insurance claims and benefits paid and movement in liabilities
to policyholders were $2.5bn lower than 2017.

This decrease was primarily due to lower returns on financial
assets supporting contracts where the policyholder is subject to
part or all of the investment risk. This reflected unfavourable equity
market performance in Hong Kong and France compared with
favourable performance in 2017 as well as higher claims and
benefits paid.

These decreases were partly offset by the impact of higher new
business volumes in Hong Kong and France and lower reinsurance
ceded in Hong Kong.

The gains or losses recognised on the financial assets measured at
fair value through profit and loss that are held to support these
insurance contract liabilities are reported in ‘Net income from
assets and liabilities of insurance businesses, including related
derivatives, measured at fair value through profit or loss’ on

page 39.
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Change in expected credit losses and other credit impairment charges/Loan impairment charges and

other credit risk provisions®®

2018 2017 2016
$m $m $m
Loans and advances to banks and customers 1,896 1,992 3,350
- new allowances net of allowance releases 2,304 2,636 3,977
— recoveries of amounts previously written off (408)‘ (644)‘ (627)‘
Loan commitments and guarantees 3) (50) 63
Other financial assets (21) 17 50
Debt instruments measured at fair value through other comprehensive income (105) N/A N/A
Available-for-sale-debt securities N/A (190) (63)
Change in expected credit losses and other credit impairment charges/Loan impairment charges and
other credit risk provisions 1,767 1,769 3,400
For footnotes, see page 67.
Significant items and currency translation
2018 2017
$m $m
Significant items - —
Currency translation 56
Year ended 31 Dec — 56

Changes in expected credit losses and other credit impairment
charges (‘"ECL’) of $1.8bn in 2018 mainly reflected charges in
RBWM and CMB. These were partly offset by net releases in
Corporate Centre and GB&M.

In 2017, loan impairment charges and other credit risk provisions
("'LICs’) of $1.8bn were primarily in RBWM, CMB and GB&M,
partly offset by releases in Corporate Centre. The effects of
currency translation between the periods were minimal.

ECL in 2018

In 2018, ECL in RBWM of $1.2bn primarily comprised new
allowances in Mexico ($0.4bn), the UK ($0.4bn) and Asia ($0.3bn),
and related to unsecured lending balances. The charge in the UK
also included charges relating to the current economic
uncertainty. The overall allowance for ECL remained broadly
unchanged compared with 1 January 2018, as these new
allowances broadly offset releases, mainly from write-offs and
derecognition of assets.

In CMB, ECL of $0.7bn were predominantly against a small
number of specific exposures across various sectors. In Asia,
charges of $0.3bn were mainly in Hong Kong, mainland China and
Indonesia. In Europe, the charge was primarily in the UK ($0.2bn)
against a small number of customers, and reflected the current
economic uncertainty. In Middle East and North Africa ('MENA’),
ECL of $0.2bn were against a small number of customers in
Turkey and the UAE, as well as charges reflecting the challenging
economic conditions in Turkey. In Latin America, charges of
$0.1bn were driven by Mexico and Argentina. These charges were
partly offset by net releases of $0.1bn in North America across
various sectors.

Operating expenses

In GB&M, a net ECL release of $26m was driven by the US
($0.2bn) relating to a small number of clients, notably within the
oil and gas, construction and mining sectors. These releases were
partly offset by charges against two large corporate exposures in
the UK in the retail and construction sectors.

In Corporate Centre, a net ECL release of $0.1bn related to legacy
credit in the UK.

LICs in 2017

In 2017, LICs in RBWM were $1.0bn, of which the largest portion
of the charge was in Mexico ($0.4bn), reflecting our strategic
growth in unsecured lending, together with an associated rise in
delinquency. LICs in the UK were $0.1bn, and in Hong Kong were
$0.1bn, primarily relating to our unsecured lending exposure. LICs
in RBWM also included charges in MENA of $0.1bn.

In CMB, LICs of $0.5bn were driven by an increase in allowances
in Hong Kong ($0.2bn) and in the UK ($0.1bn), related to a small
number of clients across various sectors. These charges were
partly offset by releases in North America.

In GB&M, LICs of $0.5bn were primarily in the UK ($0.4bn) against
specific customers in the construction and retail sectors, and in
Hong Kong ($0.1bn) against a small number of exposures. These
charges were partly offset by releases in the US, particularly in the
oil and gas sector.

In Corporate Centre, a net release of LICs of $0.2bn was mainly
related to our legacy credit portfolio in the UK.

Operating expenses

2018 2017 2016
$m $m $m

By expense category
Employee compensation and benefits 17,373 17,315 18,089
Premises and equipment (excluding depreciation and impairment) 3,422 3,630 3,758
General and administrative expenses 11,931 12,177 12,715
Administrative expenses 32,726 33,022 34,562
Depreciation and impairment of property, plant and equipment 1,119 1,166 1,229
Amortisation and impairment of intangible assets 814 696 777
Goodwill impairment - — 3,240
Year ended 31 Dec 34,659 34,884 39,808
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Staff numbers (full-time equivalents)

2018 2017 2016

Global businesses

Retail Banking and Wealth Management 133,644 129,402 124,810
Commercial Banking 44,805 44,871 44,712
Global Banking and Markets 48,500 45,725 46,659
Global Private Banking 6,819 7,250 8,054
Corporate Centre 1,449 1,439 10,940
At 31 Dec 235,217 228,687 235,175
Significant items and currency translation

2018 2017
$m $m

Significant items 1,669 3,796
— costs to achieve - 3,002
— costs of structural reform 361 420
— customer redress programmes 146 655
— disposals, acquisitions and investment in new businesses 52 53
— gain on partial settlement of pension obligation - (188),
— past service costs of guaranteed minimum pension benefits equalisation 228 —
— restructuring and other related costs 66 —
— settlements and provisions in connection with legal and regulatory matters 816 (198),
— currency translation on significant items 52
Currency translation (143)
Year ended 31 Dec 1,669 3,653

Reported operating expenses of $34.7bn were $0.2bn lower than
in 2017. This reflected a net favourable movement in significant
items of $2.1bn, which included:

* the non-recurrence of costs to achieve, which were $3.0bn in
2017; and

® customer redress programme costs of $0.1bn in 2018,
compared with $0.7bn in 2017.

These items were partly offset by:

e settlements and provisions in connection with legal and
regulatory matters of $0.8bn in 2018, compared with a net
release of $0.2bn in 2017,

e a provision in relation to past service costs in connection with
guaranteed minimum pension benefits equalisation of $0.2bn;
and

e the non-recurrence of gains on the partial settlement of pension
obligations of $0.2bn in 2017.

The reduction in reported operating expenses also included an
adverse effect of foreign currency translation differences of
$0.1bn.

Excluding significant items and foreign currency translation
differences, operating expenses of $33.0bn were $1.8bn higher
than in 2017. This increase mainly reflected near- and medium-
term investments to grow the business ($0.9bn), primarily in
RBWM and GB&M. We also increased our investment in
productivity programmes ($0.3bn), mainly in Technology and
Operations.

Share of profit in associates and joint ventures

Performance-related pay was higher by $0.2bn, and Operations
and transaction volume-related operating expenses increased by
$0.2bn.

The cost savings from our productivity programmes absorbed the
impact of inflation. Our UK bank levy charge remained broadly
unchanged, at $964m.

We maintained our momentum in growing the business during
2018.

* In RBWM, we made investments to develop digital capabilities
and recruit front-line staff to deliver improved customer service,
as well as to grow the business, particularly in the UK, Hong
Kong, mainland China (including the Pearl River Delta) and the
UsS.

¢ In GB&M, we made strategic hires in Global Markets and
Global Banking, and continued to invest in mainland China as
well as in new digital capabilities and functionalities for
Securities Services and Global Liquidity and Cash Management
businesses.

* In CMB, we invested in digital offerings to improve customer
journeys, such as on-boarding and credit, as well as market-
leading innovations including landmark trade transactions on
the Voltron and we.trade platforms.

The number of employees expressed in FTEs at 31 December 2018
was 235,217, an increase of 6,530 since 31 December 2017. This
was primarily driven by investments in business growth
programmes across RBWM, GB&M and CMB. The number of
contractors as at 31 December 2018 was 10,854, a decrease of
2,040 from 31 December 2017.

2018 2017 2016

$m $m $m

Share of profit in associates 2,519 2,349 2,326
— Bank of Communications Co., Limited 2,032 1,863 1,892
— The Saudi British Bank 421 422 415
— other 66 64 19
Share of profit in joint ventures 17 26 28
Year ended 31 Dec 2,536 2,375 2,354
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Our share of profit in associates and joint ventures was $2.5bn, an As discussed in Note 18 on the Financial Statements, in future

increase of $161m or 7% compared with 2017, and included the periods the VIU may increase or decrease depending on the effect
favourable effects of foreign currency translation differences of of changes to model inputs. It is expected that the carrying
$41m. amount will increase due to retained profits earned by BoCom. At

the point where the carrying amount exceeds the VIU, impairment
would be recognised. We would continue to recognise our share
of BoCom's profit or loss, but the carrying amount would be
reduced to equal the VIU, with a corresponding reduction in
income. An impairment review would continue to be performed at

At 31 December 2018, we performed an impairment review each subsequent reporting period, with the carrying amount and
of our investment in BoCom and concluded that it was not income adjusted accordingly.

impaired, based on our value-in-use ('VIU’) calculation (for more
information on the key assumptions in our VIU calculation,
including the sensitivity of the VIU to each key assumption (see
Note 18 on the Financial Statements).

Excluding the effects of foreign currency translation differences,
our share of profit in associates and joint ventures increased by
$120m compared with 2017. This primarily reflected an increase in
income from Bank of Communications Co., Limited (‘BoCom’).

Tax expense

2018 2017 2016
$m $m $m
Profit before tax 19,890 17,167 7,112
Tax expense (4,865) (5,288) (3,666)
Profit after tax for the year ended 31 Dec 15,025 11,879 3,446
Effective tax rate 24.5% 30.8% 51.5%
The effective tax rate for 2018 of 24.5% is lower than the 30.8% This charge increased the 2017 effective tax rate by 7.5%.

for 2017 as 2017 included a charge of $1.3bn due to the
remeasurement of US deferred tax balances to reflect the
reduction in the US federal tax rate from 35% to 21%.

Further detail is provided in Note 8 on the Financial Statements.

Consolidated balance sheet

Five-year summary consolidated balance sheet

2018 2017 2016 2015 2014

Footnotes $m $m $m $m $m
Assets
Cash and balances at central banks 162,843 180,624 128,009 98,934 129,957
Trading assets 238,130 287,995 235,125 224,837 304,193
Financial assets designated and otherwise mandatorily measured at fair
value through profit or loss 41,111 N/A N/A N/A N/A
Financial assets designated at fair value N/A 29,464 24,756 23,852 29,037
Derivatives 207,825 219,818 290,872 288,476 345,008
Loans and advances to banks 72,167 90,393 88,126 90,401 112,149
Loans and advances to customers 59 981,696 962,964 861,504 924,454 974,660
Reverse repurchase agreements — non-trading 242,804 201,553 160,974 146,255 161,713
Financial investments 407,433 389,076 436,797 428,955 415,467
Other assets 204,115 159,884 148,823 183,492 161,955
Total assets at 31 Dec 2,558,124 2,521,771 2,374,986 2,409,656 2,634,139
Liabilities and equity
Liabilities
Deposits by banks 56,331 69,922 59,939 54,371 77,426
Customer accounts 1,362,643 1,364,462 1,272,386 1,289,586 1,350,642
Repurchase agreements — non-trading 165,884 130,002 88,958 80,400 107,432
Trading liabilities 84,431 184,361 153,691 141,614 190,572
Financial liabilities designated at fair value 148,505 94,429 86,832 66,408 76,153
Derivatives 205,835 216,821 279,819 281,071 340,669
Debt securities in issue 85,342 64,546 65,915 88,949 95,947
Liabilities under insurance contracts 87,330 85,667 75,273 69,938 73,861
Other liabilities 167,574 113,690 109,595 139,801 121,459
Total liabilities at 31 Dec 2,363,875 2,323,900 2,192,408 2,212,138 2,434,161
Equity
Total shareholders’ equity 186,253 190,250 175,386 188,460 190,447
Non-controlling interests 7,996 7,621 7,192 9,058 9,631
Total equity at 31 Dec 194,249 197,871 182,578 197,518 199,978
Total liabilities and equity at 31 Dec 2,558,124 2,521,771 2,374,986 2,409,656 2,634,139

For footnotes, see page 67.

A more detailed consolidated balance sheet is contained in the Financial Statements on page 216.
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Five-year selected financial information

2018 2017 2016 2015 2014

Footnotes $m $m $m $m $m
Called up share capital 10,180 10,160 10,096 9,842 9,609
Capital resources 60 173,238 182,383 172,358 189,833 190,730
Undated subordinated loan capital 1,969 1,969 1,967 2,368 2,773
Preferred securities and dated subordinated loan capital 67 35,014 42,147 42,600 42,844 47,208
Risk-weighted assets 865,318 871,337 857,181 1,102,995 1,219,765
Total shareholders’ equity 186,253 190,250 175,386 188,460 190,447
Less: preference shares and other equity instruments (23,772) (23,655) (18,515) (16,517) (12,937)
Total ordinary shareholders’ equity 162,481 166,595 156,871 171,943 177,510
Less: goodwill and intangible assets (net of tax) (22,425) (21,680) (19,649) (24,626) (26,196)
Tangible ordinary shareholders’ equity 140,056 144,915 137,222 147,317 151,314
Financial statistics
Loans and advances to customers as a percentage of customer accounts 72.0% 70.6% 67.7% 71.7% 72.2%
Average total shareholders’ equity to average total assets 7.16% 7.33% 7.37% 7.31% 7.01%
Net asset value per ordinary share at year-end ($) 62 8.13 8.35 7.91 8.77 9.28
Tangible net asset value per ordinary share at year-end ($) 7.01 7.26 6.92 7.51 7.91
Number of $0.50 ordinary shares in issue (millions) 20,361 20,321 20,192 19,685 19,218
Basic number of $0.50 ordinary shares outstanding (millions) 19,981 19,960 19,838 19,604 19,119
Basic number of $0.50 ordinary shares outstanding and dilutive potential
ordinary shares (millions) 20,059 20,065 19,933 19,744 19,209
Closing foreign exchange translation rates to $:
$1: £ 0.783 0.740 0.811 0.675 0.642
$1: € 0.873 0.834 0.949 0.919 0.823

For footnotes, see page 67.

Balance sheet commentary compared with
1 January 2018

The effect of the adoption of IFRS 9 ‘Financial Instruments’ on 1
January 2018 was a reduction in our total assets of $3.3bn from
31 December 2017, and the reclassification of certain items within
the balance sheet. The commentary that follows compares our
balance sheet at 31 December 2018 with that at 1 January 2018.

At 31 December 2018, our total assets were $2.6tn, an increase of
$40bn or 2% on a reported basis and $118bn or 5% on a constant
currency basis. The increase reflected targeted lending growth,
notably in Asia.

Our ratio of customer advances to customer accounts was 72%,
up from 70% at 1 January 2018.

Assets

Cash and balances at central banks decreased by $18bn or 10%
and included an adverse effect of foreign currency translation
differences of $7bn. Excluding this, cash and balances at central
banks decreased by $11bn, mainly in Europe, reflecting the
redeployment of our commercial surplus.

Trading assets decreased by $16bn or 6%, mainly driven by an
adverse effect of foreign currency translation differences of $10bn.
Excluding this, trading assets decreased by $6bn, reflecting a
reduction in equity security holdings, notably in the UK. This was
partly offset by increased debt securities and government bonds
held in the US and Hong Kong.

Derivative assets decreased by $12bn or 5%, mainly reflecting an
adverse effect of foreign currency translation differences of $10bn.
Excluding this, derivative assets decreased by $2bn, which is
consistent with the decrease in derivative liabilities, since the
underlying risk is broadly matched.

‘Reverse repurchase agreements — non-trading’ increased by
$41bn or 20%, notably in the UK and France, mainly driven by
customer demand in our Global Markets business. This was partly
offset by a reduction in the US, reflecting a decrease in the
commercial surplus due to lower customer deposits and the
repayment of long-term debt.

Financial investments increased by $24bn or 6%, mainly in Hong
Kong due to an increase in investments in government bonds and
debt securities. Financial investments were also higher in the US,
reflecting increased investment in mortgage-backed securities and
corporate bonds.

Loans and advances to customers

Loans and advances to customers increased by $32bn or 3% on a
reported basis. This included an adverse effect of foreign currency
translation differences of $34bn, resulting in growth of $66bn or
7% on a constant currency basis.

Loans and advances to customers increased by $69bn or 8%, after
excluding the effects of foreign currency translation differences,
and a reduction in corporate current account balances of $4bn
relating to CMB and GB&M customers in the UK that settled their
overdraft and deposit balances on a net basis.

This growth was primarily in Asia (up $38bn). The increase in Asia
was notably in RBWM (up $15bn) as we continued to increase
personal lending, primarily in Hong Kong (up $12bn), reflecting our
strategy to maintain our leading position in mortgages and
personal lending. Customer lending was also higher in CMB (up
$13bn) and GB&M (up $11bn), reflecting higher term lending in
Hong Kong resulting from our continued strategic focus on loan
growth in the region, as well as from an increase in customer
demand.

In Europe, customer lending increased by $20bn, notably in the
UK from growth in mortgage balances (up $11bn), due to our
focus on broker-originated mortgages. We also grew balances in
CMB in the UK (up $6bn), driven by business growth aligned to the
Group strategy, which resulted in higher term lending and
overdraft balances, primarily to mid-market and commercial real
estate clients.

In North America, loans and advances to customers increased by
$6bn, primarily in Canada ($5bn) in CMB ($4bn), mainly from new
to bank client acquisition and higher facility utilisation on term
lending, and in RBWM ($1bn) from increased residential mortgage
lending.

Liabilities
‘Repurchase agreements — non-trading’ increased by $36bn or
28%, primarily in the US and France, mainly driven by the

increased use of repurchase agreements for funding in our Global
Markets business.

Debt securities in issue increased by $19bn or 28%, notably
relating to an increase in commercial paper issuances, primarily
US dollar-denominated. In addition, there was an increase in
senior MREL issuances in the period as well as sterling- and euro-
denominated medium term notes, primarily in the UK.
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Derivative liabilities fell by $11bn or 5%, mainly reflecting the
adverse effect of foreign currency translation differences of $9bn.
Excluding this, derivative liabilities decreased by $2bn, which is
consistent with the decrease in derivative assets, since the
underlying risk is broadly matched.

Customer accounts

Customer accounts increased by $2bn on a reported basis,
including the adverse effect of foreign currency translation
differences of $43bn, resulting in growth of $45bn or 3% on a
constant currency basis.

Customer accounts rose by $49bn, after excluding the impacts of
foreign currency translation differences and a reduction in
corporate current account balances of $4bn, relating to CMB and
GB&M customers in the UK that settled their overdraft and deposit
balances on a net basis.

This growth in customer accounts was notably in Europe (up
$29bn). GB&M balances rose by $11bn as we targeted balance
growth to support funding in the non-ring-fenced bank, mainly in
GLCM in the UK. CMB balances increased by $9bn, notably
reflecting growth in GLCM within the UK ring-fenced bank.
Customer accounts were also higher in RBWM (up $8bn) mainly in
the UK, from higher current accounts and savings balances.

In Asia, we grew customer accounts by $18bn, notably in RBWM
(up $10bn) and in GB&M (up $9bn) primarily in savings, reflecting
higher customer inflows due to competitive rates.

Customer accounts increased in Latin America (up $4bn), notably
in Argentina and Mexico, reflecting higher savings and term
deposits, and the impact of currency devaluation on foreign
currency deposits booked on our Argentina balance sheet.

These increases were partly offset in North America (down $5bn),
notably in CMB (down $2bn) due to balance outflows in Bermuda
and a reduction in savings deposits in the US. GB&M balances fell
by $2bn driven by a decrease in demand deposits in the US.

Equity

Total shareholders’ equity of $186bn decreased by $2bn or 1%.
The effects of profits generated in the period ($14bn) and
favourable changes in fair value attributable to changes in own
credit risk ($3bn) were more than offset by an increase in
accumulated foreign exchange losses ($7bn) and dividends paid to
shareholders ($12bn).

Risk-weighted assets

Risk-weighted assets ('RWAs’) were $865.3bn at 31 December
2018. Excluding the $0.8bn impact of IFRS 9 implementation on 1
January 2018 and foreign currency translation differences, RWAs
increased by $16.6bn in 2018. This comprised growth of $27.6bn
from asset size and $2.9bn from changes in asset quality. This was
partly offset by a $10.0bn fall from changes to methodology and
policy and a $3.9bn decrease due to model updates.

Asset size movements principally included:

e a $41.5bn growth predominantly in corporate and mortgage
lending across CMB, RBWM and GB&M, most significantly in
Asia; and

¢ a $11.3bn decrease in Corporate Centre RWAs, predominantly
due to reductions in legacy portfolios.

Customer accounts by country/territory

2018 2017

$m $m

Europe 503,154 505,182
- UK 399,487 401,733
- France 45,169 45,833
- Germany 16,713 17,355
— Switzerland 6,315 7,936
- other 35,470 32,325
Asia 664,824 657,395
- Hong Kong 484,897 477,104
- mainland China 45,712 45,991
- Singapore 42,323 41,144
- Australia 20,649 20,212
- Malaysia 13,904 14,027
- Taiwan 13,602 13,459
- India 14,210 13,228
- Indonesia 3,810 4,211
- other 25,717 28,019
Middle East and North Africa (excluding Saudi Arabia) 35,408 34,658
— United Arab Emirates 16,583 16,602
— Turkey 4,169 3,772
- Egypt 4,493 3,912
- other 10,163 10,372
North America 133,291 143,432
- Us 82,523 89,887
- Canada 43,898 45,510
- other 6,870 8,035
Latin America 25,966 23,795
- Mexico 19,936 17,809
- other 6,030 5,986
At 31 Dec 1,362,643 1,364,462
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Loans and advances, Deposits by currency

At
31 Dec 2018
$m usD GBP HKD EUR CNY Others®® Total
Loans and advances to banks 23,469 4,351 3,241 3,462 7,418 30,226 72,167
Loans and advances to customers 176,907 243,541 220,458 86,583 29,973 224,234 981,696
Total loans and advances 200,376 247,892 223,699 90,045 37,391 254,460 1,053,863
Deposits by banks 17,802 5,777 3,748 15,923 4,065 9,016 56,331
Customer accounts 348,741 340,244 290,748 116,095 49,596 217,219 1,362,643
Total deposits 366,543 346,021 294,496 132,018 53,661 226,235 1,418,974

For footnotes, see page 67.

Global businesses and
geographical regions

Page
Analysis of adjusted results by global business 48
Reconciliation of reported and adjusted items 49
Reconciliation of reported and adjusted items — global businesses 50
Supplementary tables for RBWM and GPB 53
Analysis of reported results by geographical regions 55
Reconciliation of reported and adjusted items — geographical regions 57
Analysis of reported results by country/territory 63

Summary
(Audited)

The Group Chief Executive and the rest of the Group Management
Board (‘GMB’) review operating activity on a number of bases,
including by global business and geographical region. Global
businesses are our reportable segments under IFRS 8 ‘Operating
Segments'.

Basis of preparation

The Group Chief Executive, supported by the rest of the GMB, is
considered the Chief Operating Decision Maker ('CODM’) for the purposes
of identifying the Group's reportable segments. Global business results
are assessed by the CODM on the basis of adjusted performance that
removes the effects of significant items and currency translation from
reported results. We therefore present these results on an adjusted basis
as required by IFRSs. The 2017 and 2016 adjusted performance
information is presented on a constant currency basis as described on
page 34.

As required by IFRS 8, reconciliations of the total adjusted global business
results to the Group reported results are presented on page 48.
Supplementary reconciliations from reported to adjusted results by global
business are presented on pages 50 to 52 for information purposes.

Global business performance is also assessed using return on tangible
equity ("RoTE’), excluding significant items and the UK bank levy. A
reconciliation of global business RoTE, excluding significant items and the
UK bank levy to the Group’s RoTE is provided in the reconciliations of
non-GAAP financial measures at 31 December 2018.

Our operations are closely integrated and, accordingly, the presentation of
data includes internal allocations of certain items of income and expense.
These allocations include the costs of certain support services and global
functions to the extent that they can be meaningfully attributed to global
businesses and geographical regions. While such allocations have been
made on a systematic and consistent basis, they necessarily involve a
degree of subjectivity. Costs that are not allocated to global businesses
are included in Corporate Centre.

Where relevant, income and expense amounts presented include the
results of inter-segment funding along with inter-company and inter-
business line transactions. All such transactions are undertaken on arm’s
length terms. The intra-Group elimination items for the global businesses
are presented in Corporate Centre.

The expense of the UK bank levy is included in the Europe geographical
region as HSBC regards the levy as a cost of being headquartered in the
UK. For the purposes of the presentation by global business, the cost of
the levy is included in the Corporate Centre.

The results of geographical regions are presented on a reported basis.
Geographical information is classified by the location of the principal
operations of the subsidiary or, for The Hongkong and Shanghai Banking
Corporation Limited, HSBC Bank plc, HSBC UK Bank plc, HSBC Bank
Middle East Limited and HSBC Bank USA, by the location of the branch
responsible for reporting the results or providing funding.

A description of the global businesses is provided in the Strategic Report,
pages 3 and 18 to 21.
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Analysis of adjusted results by global business

(Audited)

HSBC adjusted profit before tax and balance sheet data

2018
Retail
Banking and Global Global
Wealth Commercial Banking and Private Corporate
M 14 Banking Markets Banking Centre Total
Footnotes $m $m $m $m $m $m
Net operating income before change in expected
credit losses and other credit impairment charges 26 21,935 14,885 15,512 1,785 (177) 53,940
- external 17,270 14,652 17,986 1,497 2,535 53,940
- inter-segment 4,665 233 (2,474) 288 (2,712) -
of which: net interest income/(expense) 15,822 10,666 5,259 888 (2,199) 30,436
Change in expected credit losses and other credit
impairment charges (1,177) (739) 26 8 115 (1,767)
Net operating income/(expense) 20,758 14,146 15,538 1,793 (62) 52,173
Total operating expenses (13,711) (6,477) (9,460) (1,449) (1,893) (32,990)
Operating profit/(loss) 7,047 7,669 6,078 344 (1,955) 19,183
Share of profit in associates and joint ventures 33 - - - 2,503 2,536
Adjusted profit before tax 7,080 7,669 6,078 344 548 21,719
% % % % % %
Share of HSBC's adjusted profit before tax 32.6 35.3 28.0 1.6 25 100.0
Adjusted cost efficiency ratio 62.5 43.5 61.0 81.2 (1,069.5) 61.2
Adjusted balance sheet data $m $m $m $m $m $m
Loans and advances to customers (net) 361,872 333,162 244,978 39,217 2,467 981,696
Interests in associates and joint ventures 397 - — - 22,010 22,407
Total external assets 476,784 360,216 1,012,272 43,790 665,062 2,558,124
Customer accounts 640,924 357,596 290,914 64,658 8,551 1,362,643
Adjusted risk-weighted assets (unaudited) 64 126,865 321,244 281,021 16,824 118,550 864,504
2017
Net operating income before loan impairment charges
and other credit risk provisions 26 20,220 13,247 15,285 1,723 1,186 51,661
- external 17,024 13,378 16,557 1,453 3,249 51,661
- inter-segment 3,196 (131) (1,272) 270 (2,063) —
of which: net interest income/(expense) 13,927 9,060 4,851 825 (481) 28,182
Loan impairment charges and other credit risk provisions/
(recoveries) (969) (465) (446) (16) 183 (1,713)
Net operating income 19,251 12,782 14,839 1,707 1,369 49,948
Total operating expenses (12,786) (5,953) (8,991) (1,411) (2,090) (31,231)
Operating profit/(loss) 6,465 6,829 5,848 296 (721) 18,717
Share of profit in associates and joint ventures 14 — — — 2,402 2,416
Adjusted profit before tax 6,479 6,829 5,848 296 1,681 21,133
% % % % % %
Share of HSBC's adjusted profit before tax 30.6 32.3 27.7 14 8.0 100.0
Adjusted cost efficiency ratio 63.2 449 58.8 81.9 176.2 60.5
Adjusted balance sheet data $m $m $m $m $m $m
Loans and advances to customers (net) 332,261 305,213 244,476 39,597 7,294 928,841
Interests in associates and joint ventures 363 — — — 21,656 22,019
Total external assets 451,516 336,163 946,747 46,247 662,364 2,443,037
Customer accounts 621,092 351,617 273,080 64,957 10,883 1,321,629
Adjusted risk-weighted assets (unaudited) 64 118,131 289,824 293,135 15,795 128,795 845,680

For footnotes, see page 67.
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HSBC adjusted profit before tax and balance sheet data (continued)

2016
Retail
Banking and Global Global
Wealth Commercial Banking and Private Corporate
Management Banking Markets Banking Centre Total
Footnotes $m $m $m $m $m $m
Net operating income before loan impairment charges
and other credit risk provisions 26 18,483 12,656 14,807 1,770 1,544 49,260
- external 16,050 12,656 17,488 1,512 1,554 49,260
— inter-segment 2,433 — (2,681) 258 (10) —
of which: net interest income 12,906 8,506 4,800 813 1,176 28,201
Loan impairment charges and other credit risk provisions (1,101) (986) (461) — (24) (2,672)
Net operating income 17,382 11,670 14,346 1,770 1,520 46,688
Total operating expenses (12,144) (5,747) (8,846) (1,484) (1,926) (30,147)
Operating profit/(loss) 5,238 5,923 5,500 286 (406) 16,541
Share of profit in associates and joint ventures 20 — — — 2,345 2,365
Adjusted profit before tax 5,258 5,923 5,500 286 1,939 18,906
% % % % % %
Share of HSBC's adjusted profit before tax 27.8 31.3 29.1 15 10.3 100.0
Adjusted cost efficiency ratio 65.7 45.4 59.7 83.8 124.7 61.2
Adjusted balance sheet data $m $m $m $m $m $m
Loans and advances to customers (net) 312,393 285,253 230,171 36,222 12,331 876,370
Interests in associates and joint ventures 391 — — — 19,635 20,026
Total external assets 421,559 309,905 949,732 43,663 692,740 2,417,599
Customer accounts 595,765 346,746 261,949 71,389 14,344 1,290,193
Adjusted risk-weighted assets (unaudited) 64 111,617 276,705 301,728 15,418 149,680 855,148
For footnotes, see page 67.
Reconciliation of reported and adjusted items
(Audited)
Adjusted results reconciliation
2018 2017 2016
Significant Currency Significant Currency  Significant
Adjusted items Reported Adjusted translation items  Reported Adjusted translation items  Reported
Footnotes $m $m $m $m $m $m $m $m $m $m $m
Revenue 26 53,940 (160) 53,780 51,661 (133) (83) 51,445 49,260 803 (2,097) 47,966
ECL (1,767) - (1,767) N/A N/A N/A N/A N/A N/A N/A N/A
LICs N/A N/A N/A (1,713) (56) — (1,769) (2,572) (24) (804) (3,400)
Operating expenses (32,990) (1,669) (34,659) (31,231) 143 (3,796) (34,884) (30,147) (361) (9,300) (39,808)
Share of profit in associates
and joint ventures 2,536 - 2,536 2,416 (41) — 2,375 2,365 (10) (1) 2,354
Profit/(loss) before tax 21,719 (1,829) 19,890 21,133 (87) (3,879) 17,167 18,906 408 (12,202) 7.112
For footnotes, see page 67.
Adjusted balance sheet reconciliation
2018 2017 2016
Reported and Currency Currency
adjusted Adjusted translation Reported Adjusted translation Reported
$m $m $m $m $m $m $m
Loans and advances to customers (net) 981,696 928,841 34,123 962,964 876,370 (14,866) 861,504
Interests in associates and joint ventures 22,407 22,019 725 22,744 20,026 3 20,029
Total external assets 2,558,124 2,443,037 78,734 2,521,771 2,417,599 (42,613) 2,374,986
Customer accounts 1,362,643 1,321,629 42,833 1,364,462 1,290,193 (17,807) 1,272,386
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Adjusted profit reconciliation

2018 2017 2016
Footnotes $m $m $m
Year ended 31 Dec
Adjusted profit before tax 21,719 21,133 18,906
Significant items (1,829) (3,879) (12,202)
— customer redress programmes (revenue) 53 (108) 2
— disposals, acquisitions and investment in new businesses (revenue) (113) 274 264
— fair value movements on financial instruments 65, 66 (100) (245) (2,453)
— costs of structural reform (361) (420) (223)
— costs to achieve - (3,002) (3,118)
— customer redress programmes (operating expenses) (146) (655) (559)
— disposals, acquisitions and investment in new businesses (operating expenses) (52), (53) (1,087)
— disposals, acquisitions and investment in new businesses (LICs) - — (748)
— gain on partial settlement of pension obligation - 188 —
— impairment of GPB - Europe goodwill - (3,240)
— past service costs of guaranteed minimum pension benefits equalisation (228) — —
— restructuring and other related costs (66), — —
— settlements and provisions in connection with legal and other regulatory matters (816) 198 (1,025)
— disposals, acquisitions and investment in new businesses (share of profit in associates and joint ventures) - — (1)
— currency translation on significant items (56) (14)
Currency translation (87) 408
Reported profit before tax 19,890 17,167 7,112
For footnotes, see page 67.
Reconciliation of reported and adjusted items - global businesses
Supplementary unaudited analysis of significant items by global business is presented below.
2018
Retail Banking Global Global
and Wealth Commercial Banking and Private Corporate
A it Banking Markets Banking Centre Total
Footnotes $m $m $m $m $m $m
Revenue 26
Reported 21,928 14,938 15,634 1,790 (510) 53,780
Significant items 7 (53) (122) (5) 333 160
— customer redress programmes - (53) - - — (53)
— disposals, acquisitions and investment in new businesses 7 - - (5)) 111 113
— fair value movements on financial instruments 65 - - (122) — 222 100
Adjusted 21,935 14,885 15,512 1,785 (177) 53,940
Change in expected credit losses and other credit
impairment charges
Reported (1,177) (739) 26 8 115 (1,767)
Adjusted (1,177) (739) 26 8 115 (1,767)
Operating expenses
Reported (13,902) (6,480) (9,348) (1,550) (3,379) (34,659)
Significant items 191 3 (112) 101 1,486 1,669
- costs of structural reform 2 8 a1 — 310 361
— customer redress programmes 173 (5) (22) — — 146
— disposals, acquisitions and investment in new businesses - - - 52 — 52
— past service costs of guaranteed minimum pension benefits
equalisation = = = - 228 228
— restructuring and other related costs - - - 7 59 66
- settlements and provisions in connection with legal and
regulatory matters 16 = (131) 42 889 816
Adjusted (13,711) (6,477) (9,460) (1,449) (1,893) (32,990)
Share of profit in associates and joint ventures
Reported 33 - - - 2,503 2,536
Adjusted 33 — — = 2,503 2,536
Profit/(loss) before tax
Reported 6,882 7,719 6,312 248 (1,271) 19,890
Significant items 198 (50) (234) 96 1,819 1,829
- revenue 7 (53) (122) (5) 333 160
— operating expenses 191 3 (112) 101 1,486 1,669
Adjusted 7,080 7,669 6,078 344 548 21,719
Loans and advances to customers (net)
Reported 361,872 333,162 244,978 39,217 2,467 981,696
Adjusted 361,872 333,162 244,978 39,217 2,467 981,696
Customer accounts
Reported 640,924 357,596 290,914 64,658 8,651 1,362,643
Adjusted 640,924 357,596 290,914 64,658 8,551 1,362,643

For footnotes, see page 67.
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Reconciliation of reported and adjusted items (continued)

2017
Retail
Banking and Global Global
Wealth Commercial Banking and Private Corporate
Management Banking Markets Banking Centre Total =
Footnotes $m $m $m $m $m $m 8
Revenue 26 £
Reported 20,519 13,120 14,617 1,723 1,466 51,445 2
Currency translation (67) 27 181 21 (29) 133 E
Significant items (232) 100 487 (21) (251) 83 g
— customer redress programmes 3 103 2 — — 108 n
— disposals, acquisitions and investment in new businesses (235) — 99 (20) (118) (274)
— fair value movements on financial instruments 65 — — 373 — (128) 245
- currency translation on significant items — (3) 13 (1) (5) 4
Adjusted 20,220 13,247 15,285 1,723 1,186 51,661
LICs
Reported (980) (496) (459) (16) 182 (1,769)
Currency translation 11 31 13 — 1 56
Adjusted (969) (465) (446) (16) 183 (1,713) %
Operating expenses S
Reported (13,734) (6,001) (8,723) (1,586) (4,840) (34,884) &
Currency translation 38 (6) (112) (18) (45) (143) _c__u
Significant items 910 54 (156) 193 2,795 3,796 2
— costs of structural reform 6 3 8 — 403 420 g
— costs to achieve 270 44 240 3 2,445 3,002 L
— customer redress programmes 637 16 2 — — 655
— disposals, acquisitions and investment in new businesses — — — 31 22 53
— gain on partial settlement of pension obligation (26) (9), (9), (3) (141) (188)
— settlements and provisions in connection with legal and
regulatory matters - - (376), 164 14 (198)
— currency translation on significant items 23 — (21), (2) 52 52
Adjusted (12,786) (5,953) (8,991) (1,411) (2,090) (31,231) 8
Share of profit in associates and joint ventures %
Reported 18 _ _ _ 2,357 2,375 =
Currency translation (4) — — — 45 41 B
Adjusted 14 — — — 2,402 2,416 o
Profit/(loss) before tax 2
Reported 5,823 6,623 5,435 121 (835) 17,167 o)
Currency translation (22) 52 82 3 (28) 87 g
Significant items 678 154 331 172 2,544 3,879 O
— revenue (232) 100 487 (21) (251), 83
— operating expenses 910 b4 (156) 193 2,795 3,796
Adjusted 6,479 6,829 5,848 296 1,681 21,133
Loans and advances to customers (net)
Reported 346,148 316,533 252,474 40,326 7,483 962,964
Currency translation (13,887) (11,320) (7,998) (729) (189) (34,123) 1]
Adjusted 332,261 305,213 244,476 39,5697 7,294 928,841 %
Customer accounts g
Reported 639,592 362,908 283,943 66,512 11,5607 1,364,462 E
Currency translation (18,500) (11,291) (10,863) (1,555) (624) (42,833) f
Adjusted 621,092 351,617 273,080 64,957 10,883 1,321,629 .g
c
For footnotes, see page 67. g
=
c
.2
=
©
£
o
=
=
)
o
o
<
[}
A
©
<
w

HSBC Holdings plc Annual Report and Accounts 2018 51



Report of the Directors | Global businesses

Reconciliation of reported and adjusted items (continued)

2016
Retail
Banking and Global Global
Wealth Commercial Banking and Private Corporate
Management Banking Markets Banking Centre Total
Footnotes $m $m $m $m $m $m

Revenue 26
Currency translation
Reported 20,338 13,405 15,213 1,745 (2,735) 47,966
Currency translation (374) (214) (89) 14 (140) (803)
Significant items (1,481) (535) (317) 11 4,419 2,097
— customer redress programmes — — — (2) — (2)
- disposals, acquisitions and investment in new businesses (1,413) (518) (268) 14 1,921 (264)
— fair value movements on financial instruments 65, 66 — — (26) — 2,479 2,453
— currency translation on significant items (68) (17) (23) (1) 19 (90)
Adjusted 18,483 12,656 14,807 1,770 1,544 49,260
LICs
Reported (1,633) (1,272) (471) 1 (25) (3,400)
Currency translation 33 (4) (5) (1) 1 24
Significant items 499 290 15 — - 804
- disposals, acquisitions and investment in new businesses 462 272 14 — — 748
— currency translation on significant items 37 18 1 — — 56
Adjusted (1,101) (986) (461) — (24) (2,572)
Operating expenses
Reported (14,138) (6,087) (9,302) (5,074) (5,207) (39,808)
Currency translation 249 83 16 (19) 32 361
Significant items 1,745 257 440 3,609 3,249 9,300
- costs of structural reform 2 1 — - 220 223
- costs to achieve 393 62 233 6 2,424 3,118
— customer redress programmes 497 34 28 — — 559
- disposals, acquisitions and investment in new businesses 805 165 82 18 27 1,087
— impairment of GPB — Europe goodwill — — - 3,240 - 3,240
— settlements and provisions in connection with legal and

regulatory matters — — 94 341 590 1,025
— currency translation on significant items 48 5 3 4 (12), 48
Adjusted (12,144) (5,747) (8,846) (1,484) (1,926) (30,147)
Share of profit in associates and joint ventures
Reported 20 — — — 2,334 2,354
Currency translation — — — — 10 10
Significant items — - — — 1 1
— disposals, acquisitions and investment in new businesses - — - — 1 1
— currency translation on significant items — — — — — —
Adjusted 20 — — — 2,345 2,365
Profit/(loss) before tax
Reported 4,587 6,046 5,440 (3,328) (5,633) 7.112
Currency translation (92) (135) (78) (6) (97) (408)
Significant items 763 12 138 3,620 7,669 12,202
- revenue (1,481) (535) (317) 11 4,419 2,097
- LICs 499 290 15 — - 804
— operating expenses 1,745 257 440 3,609 3,249 9,300
— share of profit in associates and joint ventures - — — — 1 1
Adjusted 5,258 5,923 5,600 286 1,939 18,906
Loans and advances to customers (net)
Reported 306,056 281,930 225,855 35,456 12,207 861,504
Currency translation 6,337 3,323 4,316 766 124 14,866
Adjusted 312,393 285,253 230,171 36,222 12,331 876,370
Customer accounts
Reported 590,502 341,729 256,095 69,850 14,210 1,272,386
Currency translation 5,263 5,017 5,854 1,639 134 17,807
Adjusted 595,765 346,746 261,949 71,389 14,344 1,290,193

For footnotes, see page 67.
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Reconciliation of reported and adjusted risk-weighted assets

At 31 Dec 2018

Retail
Banking and Global
Wealth Commercial Banking and Global Private Corporate
Management Banking Markets Banking Centre Total =
Footnotes $bn $bn $bn $bn $bn $bn 8
Risk-weighted assets é
Reported 126.9 321.2 281.0 16.8 119.4 865.3 %
Disposals - — — - (0.8) (0.8) Q
— operations in Brazil = = = = (0.8) (0.8) J
Adjusted 64 126.9 321.2 281.0 16.8 118.6 864.5 n
At 31 Dec 2017
Risk-weighted assets
Reported 121.5 301.0 299.3 16.0 1335 871.3
Currency translation (3.4) (11.2) (6.1) (0.2) (2.0) (22.9)
Disposals — — — — (2.7) (2.7)
— operations in Brazil — — — — (2.6) (2.6)
— operations in Lebanon — — — — (0.1) (0.1) %
Adjusted 64 118.1 289.8 293.2 15.8 128.8 845.7 S
&
At 31 Dec 2016 c__u
Risk-weighted assets 8
Reported 115.1 275.9 300.4 15.3 150.5 857.2 ‘E
Currency translation (0.1) 2.2 2.0 0.1 (0.1) 4.1 i
Disposals (3.4) (1.4) (0.7) — (0.7) (6.2)
— operations in Brazil (3.2) (1.0) (0.7) — (0.2) (5.1)
— operations in Lebanon (0.2) (0.4) — — (0.5) (1.1)
Adjusted 64 111.6 276.7 301.7 15.4 149.7 855.1

For footnotes, see page 67.

8
c
©
Supplementary tables for RBWM and GPB 5
>
o
A breakdown of RBWM by business unit is presented below to reflect the basis of how the revenue performance of the business units is O
assessed and managed. %
)
RBWM - adjusted profit before tax data S
Consists of O
Total Banking Insurance Asset
RBWM operations T facturing 1t
Footnotes $m $m $m $m
Year ended 31 Dec 2018
Net operating income before change in expected credit losses and other
credit impairment charges 26 21,935 19,053 1,816 1,066 2]
- net interest income 15,822 13,759 2,063 — 5
- net fee income/(expense) 5,198 4,723 (579) 1,054 g
— other income 915 571 332 12 E
ECL (1,177) (1,175) (2) = »
Net operating income 20,758 17,878 1,814 1,066 -g
Total operating expenses (13,711) (12,517) (472) (722) %
Operating profit 7,047 5,361 1,342 344 IE
Share of profit in associates and joint ventures 33 2 31 —
Profit before tax 7,080 5,363 1,373 344
Year ended 31 Dec 2017
Net operating income before loan impairment charges and other credit risk
provisions 26 20,220 17,182 1,971 1,067 c
— net interest income 13,927 11,914 2,013 — g
— net fee income/(expense) 5,150 4,628 (498) 1,020 E
— other income 1,143 640 456 47 o
LICs (969) (969) - - =
Net operating income 19,251 16,213 1,971 1,067 5
Total operating expenses (12,786) (11,681) (403) (702) o
Operating profit 6,465 4,532 1,568 365 LO
Share of profit in associates and joint ventures 14 4 10 — o
Profit before tax 6,479 4,536 1,678 365 =
w

For footnotes, see page 67.
RBWM insurance manufacturing adjusted revenue of $1,816m (2017: $1,97 1m) was disclosed within the management view of adjusted revenue on page 18, as follows:
Wealth Management $1,656m (2017: $1,870m) and Other $160m (2017: $101m).
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RBWM Insurance manufacturing adjusted results

The following table shows the results of our insurance
manufacturing operations by income statement line item. It shows

the results of insurance manufacturing operations for RBWM and
for all global business segments in aggregate, and separately the
insurance distribution income earned by HSBC bank channels.

Adjusted results of insurance manufacturing operations and insurance distribution income earned by HSBC bank channels®’

2018 2017
All global All global
RBWM  businesses RBWM businesses
Footnotes $m $m $m $m
Net interest income 2,063 2,227 2,013 2,193
Net fee income (579) (567) (498) (485)
— fee income 182 275 233 330
- fee expense (761) (842) (731) (815)
Net income from financial instruments held for trading or managed on a fair value basis 216 204 (37) 13
Net income/(expense) from assets and liabilities of insurance businesses, including related
derivatives, measured at fair value through profit or loss (1,562) (1,578) 2,878 2,837
Gains less losses from financial investments 59 58 23 31
Net insurance premium income 10,235 10,716 9,470 9,895
Other operating income 712 766 61 97
Of which: PVIF 640 681 11 21
Total operating income 11,144 11,826 13,910 14,581
Net insurance claims and benefits paid and movement in liabilities to policyholders (9,328) (9,786) (11,939) (12,391)
Net operating income before change in expected credit losses and other credit
impairment charges 1,816 2,040 1,971 2,190
Change in expected credit losses and other credit impairment charges (2) (2) — —
Net operating income 1,814 2,038 1,971 2,190
Total operating expenses (472) (491) (403) (434)
Operating profit 1,342 1,547 1,568 1,756
Share of profit in associates and joint ventures 31 31 10 10
Profit before tax of insurance manufacturing operations 68 1,373 1,578 1,578 1,766
Annualised new business premiums of insurance manufacturing operations 3,173 3,252 2,666 2,725
Insurance distribution income earned by HSBC bank channels 945 1,067 908 1,033

For footnotes, see page 67.

Insurance manufacturing

The following commentary, unless otherwise specified, relates to
the "All global businesses’ results.

HSBC recognises the present value of long-term in-force insurance
contracts and investment contracts with discretionary
participation features (‘PVIF’) as an asset on the balance sheet.
The overall balance sheet equity, including PVIF, is therefore a
measure of the embedded value in the insurance manufacturing
entities, and the movement in this embedded value in the period
drives the overall income statement result.

Adjusted profit before tax of $1.6bn decreased by $0.2bn or 11%.
This was mainly due to adverse market impacts of $0.3bn in 2018,
which primarily reflected unfavourable equity market performance.
This compared with favourable market impacts of $0.3bn in 2017.
This reduction was partly offset by a $0.2bn increase in the value
of new business written, as well as favourable actuarial
assumptions and methodology updates of $0.1bn (2017: $0.1bn
adverse).

Adjusted revenue was $0.2bn or 6.8% lower than 2017. This
reflected the following:

* ‘Net expense from assets and liabilities of insurance
businesses, including related derivatives, measured at fair value
through profit or loss’ of $1.6bn in 2018 compared with net
income of $2.8bn in 2017, due to unfavourable equity market
performance in Hong Kong and France in 2018 compared with
2017, resulting in revaluation losses on equity and unit trust
assets supporting insurance and investment contracts. This
negative movement resulted in a corresponding movement in
liabilities to policyholders and PVIF (see ‘Other operating
income’ below), reflecting the extent to which policyholders
participate in the investment performance of the associated
asset portfolio.

e Net insurance premium income of $10.7bn was $0.8bn higher.
This was driven by higher new business volumes, particularly in
Hong Kong and France, and lower reinsurance ceded in Hong
Kong.

e Other operating income of $0.8bn increased by $0.7bn, mainly
from favourable movements in PVIF. This reflected an increase
in ‘assumption changes and experience variances’ of $0.6bn,
primarily in Hong Kong, from the future sharing of investment
returns with policyholders. In addition, the value of new
business written increased by $0.2bn to $1.1bn. For further
details, please see Note 21 on the Financial Statements.

e Net insurance claims and benefits paid and movement in
liabilities to policyholders of $9.8bn were $2.6bn lower than
2017. This was primarily due to lower returns on financial
assets supporting contracts where the policyholder is subject
to part or all of the investment risk, partly offset by the impact
of higher new business volumes in Hong Kong and France, and
lower reinsurance ceded in Hong Kong.

Adjusted operating expenses of $0.5bn increased by $0.1bn or
13% compared with 2017, reflecting investment in core insurance
functions and capabilities.

Annualised new business premiums (‘ANP’) is used to assess new
insurance premium generation by the business. It is calculated as
100% of annualised first year regular premiums and 10% of single
premiums, before reinsurance ceded. Growth in ANP during the
period reflected new business growth, mainly in Hong Kong.

Insurance distribution income from HSBC channels included
$663m (2017: $642m) on HSBC manufactured products, for which
a corresponding fee expense is recognised within insurance
manufacturing, and $404m (2017: $391m) products manufactured
by third-party providers. The RBWM component of this distribution
income was $588m (2017: $571m) from HSBC manufactured
products and $357m (2017: $337m) from third-party products.
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For GPB, a key measure of business performance is client assets, which is presented below.

GPB - reported client assets®®

2018 2017 2016
$bn $bn $bn
At 1 Jan 330 298 349
Net new money 10 — (17)
— of which: areas targeted for growth 15 15 2
Value change (17) 21 (1)
Disposals - (10) (24)
Exchange and other (14) 21 (9)
At 31 Dec 309 330 298
GPB - reported client assets by geography
2018 2017 2016
Footnotes $bn $bn $bn
Europe 149 161 147
Asia 124 130 108
North America 36 39 40
Latin America — — 3
Middle East 70 - - -
At 31 Dec 309 330 298
For footnotes, see page 67.
Analysis of reported results by geographical regions
HSBC reported profit/(loss) before tax and balance sheet data
2018
North Latin Intra-HSBC
Europe Asia MENA America America items Total
Footnotes $m $m $m $m $m $m $m
Net interest income 6,841 16,108 1,763 3,521 2,020 236 30,489
Net fee income 3,996 5,676 607 1,854 498 (11) 12,620
Net income from financial instruments held for
trading or managed on a fair value basis 3,942 4,134 285 728 736 (294) 9,531
Net income from assets and liabilities of insurance
businesses, including related derivatives, measured
at fair value through profit and loss (789) (717) - - 18 - (1,488)
Changes in fair value of other financial instruments
mandatorily measured at fair value through profit or
loss 601 (26) (1 36 27 58 695
Other income 71 3,113 3,609 33 586 (237) (5,171) 1,933
Net operating income before change in
expected credit losses and other credit
impairment charges/recoveries 26 17,704 28,784 2,687 6,725 3,062 (5,182) 53,780
Change in expected credit losses and other credit
impairment charges/recoveries (609) (602) (209) 223 (570) - (1,767)
Net operating income 17,095 28,182 2,478 6,948 2,492 (5,182) 52,013
Total operating expenses (17,934) (12,466) (1,357) (6,149) (1,935) 5,182 (34,659)
Operating profit/(loss) (839) 15,716 1,121 799 557 — 17,354
Share of profit in associates and joint ventures 24 2,074 436 - 2 - 2,536
Profit/(loss) before tax (815) 17,790 1,557 799 559 — 19,890
% % % % % %
Share of HSBC's profit before tax (4.1) 89.5 7.8 4.0 2.8 100.0
Cost efficiency ratio 101.3 43.3 50.5 91.4 63.2 64.4
Balance sheet data $m $m $m $m $m $m $m
Loans and advances to customers (net) 373,073 450,545 28,824 108,146 21,108 - 981,696
Total assets 1,150,235 1,047,636 57,455 390,410 51,923 (139,535) 2,558,124
Customer accounts 503,154 664,824 35,408 133,291 25,966 — 1,362,643
Risk-weighted assets 72 298,056 363,894 56,689 131,582 38,341 - 865,318
For footnotes, see page 67.
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HSBC reported profit/(loss) before tax and balance sheet data (continued)

2017
North Intra-HSBC
Europe Asia MENA America Latin America items Total
Footnotes $m $m $m $m $m $m $m
Net interest income 6,970 14,153 1,752 3,441 2,098 (238) 28,176
Net fee income 4,161 5,631 619 1,880 520 — 12,811
Net income from financial instruments held for
trading or managed on a fair value basis 44, 45 4,066 2,929 180 527 486 238 8,426
Net income from assets and liabilities of insurance
businesses, including related derivatives, measured
at fair value through profit and loss 769 2,003 - - 64 - 2,836
Changes in fair value of other financial instruments
mandatorily measured at fair value through profit or
loss N/A N/A N/A N/A N/A N/A N/A
Other income/(expense) 45, 71 1,454 1,090 109 865 57 (4,379) (804)
Net operating income before loan impairment
charges and other credit risk provisions 26 17,420 25,806 2,660 6,713 3,225 (4,379) 51,445
Loan impairment charges and other credit
risk provisions (658) (570) (207) 189 (523) — (1,769)
Net operating income 16,762 25,236 2,453 6,902 2,702 (4,379) 49,676
Total operating expenses (18,665) (11,790) (1,394) (5,305) (2,109) 4,379 (34,884)
Operating profit/(loss) (1,903) 13,446 1,059 1,597 593 — 14,792
Share of profit/(loss) in associates and joint ventures 39 1,883 442 4 7 — 2,375
Profit/(loss) before tax (1,864) 15,329 1,501 1,601 600 — 17,167
0/0 O/O 0/0 O/O 0/0 0/0
Share of HSBC's profit before tax (10.8) 89.3 8.7 9.3 3.5 100.0
Cost efficiency ratio 107.1 457 52.4 79.0 65.4 67.8
Balance sheet data $m $m $m $m $m $m $m
Loans and advances to customers (net) 381,547 425,971 28,050 107,607 19,789 — 962,964
Total assets 1,169,515 1,008,498 57,469 391,292 48,413 (1563,416) 2,521,771
Customer accounts 505,182 657,395 34,658 143,432 23,795 — 1,364,462
Risk-weighted assets 72 311,612 357,808 59,196 131,276 36,372 — 871,337
2016
Net interest income 8,346 12,490 1,831 4,220 3,006 (80) 29,813
Net fee income 4,247 5,200 709 1,898 723 — 12,777
Net income from financial instruments held for
trading or managed on a fair value basis 44, 45 3,018 3,127 385 462 449 80 7,521
Net income from assets and liabilities of insurance
businesses, including related derivatives, measured
at fair value through profit and loss 454 445 - - 363 - 1,262
Changes in fair value of other financial instruments
mandatorily measured at fair value through profit or
loss N/A N/A N/A N/A N/A N/A N/A
Other income 45 71 (549) 2,058 44 485 (1,855) (3,590) (3,407)
Net operating income before loan impairment
charges and other credit risk provisions 26 15,516 23,320 2,969 7,065 2,686 (3,590) 47,966
Loan impairment charges and other credit
risk provisions (446) (677) (316) (732) (1,229) — (3,400)
Net operating income 15,070 22,643 2,653 6,333 1,457 (3,590) 44,566
Total operating expenses (21,845) (10,785) (1,584) (6,147) (3,037) 3,690 (39,808)
Operating profit (6,775) 11,858 1,069 186 (1,580) — 4,758
Share of profit/(loss) in associates and joint ventures 1 1,921 434 (1) (1) — 2,354
Profit before tax (6,774) 13,779 1,503 185 (1,581) — 7,112
% % % % % %
Share of HSBC's profit before tax (95.2) 193.7 21.1 2.6 (22.2) 100.0
Cost efficiency ratio 140.8 46.2 53.4 87.0 113.1 83.0
Balance sheet data $m $m $m $m $m $m $m
Loans and advances to customers (net) 336,670 365,430 30,740 111,710 16,954 — 861,504
Total assets 1,068,446 965,730 60,472 409,021 43,137 (171,820) 2,374,986
Customer accounts 446,615 631,723 34,766 138,790 20,492 — 1,272,386
Risk-weighted assets 72 298,384 333,987 59,065 150,714 34,341 — 857,181

For footnotes, see page 67.
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Reconciliation of reported and adjusted items - geographical regions

Reconciliation of reported and adjusted items

2018
North Latin *g
Europe Asia MENA America* America’ Total o
(0]
Footnotes $m $m $m $m $m $m o
Revenue 26 %
Reported 73 17,704 28,784 2,687 6,725 3,062 53,780 ]
Significant items 98 (38) (1) 95 6 160 g
— customer redress programmes (53)| — — — — (53), @
— disposals, acquisitions and investment in new businesses (5) - — 103 15 113
— fair value movements on financial instruments 65 156 (38), (1) (8) (9) 100
Adjusted 73 17,802 28,746 2,686 6,820 3,068 53,940
Change in expected credit losses and other credit impairment
charges
Reported (609) (602) (209) 223 (570) (1,767)
Adjusted (609) (602) (209) 223 (570) (1,767)
Operating expenses %
Reported 73 (17,934) (12,466) (1,357) (6,149) (1,935) (34,659) '%
Significant items 677 16 - 976 - 1,669 o
— costs of structural reform 352 9 - - - 361 ©
— customer redress programmes 146 - — - - 146 8
— disposals, acquisitions and investment in new businesses 52 - - - - 52 _E
— past service costs of guaranteed minimum pension benefits equalisation 228 - — - - 228 o=
— restructuring and other related costs 46 7 — 13 - 66
— settlements and provisions in connection with legal and regulatory matters (147), — - 963 — 816
Adjusted 73 (17,257) (12,450) (1,357) (5,173) (1,935) (32,990)
Share of profit in associates and joint ventures
Reported 24 2,074 436 - 2 2,536
Adjusted 24 2,074 436 — 2 2,536 ®
Profit/(loss) before tax g
Reported (815) 17,790 1,557 799 559 19,890 g
Significant items 775 (22) (1 1,071 6 1,829 o
- revenue 98 (38) (1) 95 6 160 B
— operating expenses 677 16 - 976 - 1,669 %
Adjusted 74 (40) 17,768 1,556 1,870 565 21,719 §
Loans and advances to customers (net) 8
Reported 373,073 450,545 28,824 108,146 21,108 981,696 e}
Adjusted 373,073 450,545 28,824 108,146 21,108 981,696 ©
Customer accounts
Reported 503,154 664,824 35,408 133,291 25,966 1,362,643
Adjusted 503,154 664,824 35,408 133,291 25,966 1,362,643
For footnotes, see page 67.
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Reconciliation of reported and adjusted items (continued)
2018
Hong Mainland
UK Kong China us* Mexico®

Footnotes $m $m $m $m $m
Revenue 26
Reported 13,597 18,231 2,888 4,741 2,294
Significant items 109 5 (1) 97 (7)
— customer redress programmes (53) - - — —
- disposals, acquisitions and investment in new businesses - - - 103 -
— fair value movements on financial instruments 65 162 5 (1) (6) (7))
Adjusted 13,706 18,236 2,887 4,838 2,287
Change in expected credit losses and other credit impairment charges
Reported (516) (214) (143) 199 (463)
Adjusted (516) (214) (143) 199 (463)
Operating expenses
Reported (14,502) (6,539) (1,920) (4,987) (1,303)
Significant items 531 16 - 919 -
— costs of structural reform 294 9 - — -
— customer redress programmes 146 - - — -
- disposals, acquisitions and investment in new businesses - - - — -
— past service costs of guaranteed minimum pension benefits equalisation 228 - - — -
— restructuring and other related costs 39 7 - 11 -
— settlements and provisions in connection with legal and regulatory matters (176) - - 908 -
Adjusted (13,971) (6,523) (1,920) (4,068) (1,303)
Share of profit in associates and joint ventures
Reported 25 36 2,033 — -
Adjusted 25 36 2,033 — —
Profit/(loss) before tax
Reported (1,396) 11,514 2,858 (47) 528
Significant items 640 21 (1 1,016 (7)
— revenue 109 5 (1) 97 (7)
— operating expenses 531 16 - 919 -
Adjusted (756) 11,535 2,857 969 521
Loans and advances to customers (net)
Reported 287,144 290,547 38,979 64,011 17,895
Adjusted 287,144 290,547 38,979 64,011 17,895
Customer accounts
Reported 399,487 484,897 45,712 82,523 19,936
Adjusted 399,487 484,897 45,712 82,523 19,936

*

For

Of which US (excluding CML run-off portfolio): adjusted revenue $4,792m (RBWM: $1,200m; CMB: $1,016m; GB&M $1,924m; GPB: $259m), adjusted ECL $199m;
adjusted operating expenses $(3,996)m, adjusted profit before tax (‘PBT’) $996m (RBWM.: $(180)m,; CMB: $473m,; GB&M $618m, GPB: $23m); adjusted RWAs (RBWM:

$10.6bn; CMB: $27.8bn; GB&M $45.5bn,; GPB: $4.1bn,; Corporate Centre: $10.2bn).

Of which Mexico: adjusted revenue $2,287m (RBWM: $1,508m,; CMB: $378m,; GB&M $321m), adjusted ECL $(463)m; adjusted operating expenses $(1,303)m;
adjusted PBT $521m (RBWM.: $194m,; CMB: $114m,; GB&M $189m); adjusted RWAs (RBWM: $7.0bn; CMB: $6.9bn; GB&M $10.6bn, Corporate Centre: $3.0bn).

footnotes, see page 67.

58

HSBC Holdings plc Annual Report and Accounts 2018




Reconciliation of reported and adjusted items (continued)

2017
North Lati
Europe Asia MENA America* America Total
Footnotes $m $m $m $m $m $m
—
Revenue 26 o
Reported 73 17,420 25,806 2,660 6,713 3,225 51,445 %
Currency translation 73 751 (130) (75) — (403) 133 %
Significant items 66 123 1 (93) (14) 83 )
— customer redress programmes 108 — — — — 108 %
— disposals, acquisitions and investment in new businesses (98) (27) — (130) (19) (274), %
— fair value movements on financial instruments 65 54 148 1 37 5 245
— currency translation on significant items 2 2 — — - 4
Adjusted 73 18,237 25,799 2,586 6,620 2,808 51,661
LICs
Reported (658) (570) (207) 189 (523) (1,769)
Currency translation 17 5 3 2 29 56
Adjusted (641) (565) (204) 191 (494) (1,713)
Operating expenses 2
Reported 73 (18,665) (11,790) (1,394) (5,305) (2,109) (34,884) K
Currency translation 73 (565) 65 60 — 287 (143) 5
Significant items 2,876 634 28 201 57 3,796 55
— costs of structural reform 420 — — — — 420 .g
— costs to achieve 1,908 623 34 371 66 3,002 (%
— customer redress programmes 655 — — — — 655 IE
— disposals, acquisitions and investment in new businesses 36 — — 17 — 53
— gain on partial settlement of pension obligation — — — (188) — (188)
— settlements and provisions in connection with legal and regulatory matters (215) 17 — — — (198)
- currency translation on significant items 72 (6) (6) 1 (9) 52
Adjusted 73 (16,354) (11,091) (1,306) (5,104) (1,765) (31,231)
Share of profit in associates and joint ventures
Reported 39 1,883 442 4 7 2,375 ©
Currency translation — 45 — — (4) 41 g
Adjusted 39 1,928 442 4 3 2,416 =
Profit/(loss) before tax g
Reported (1,864) 15,329 1,501 1,601 600 17,167 8
Currency translation 203 (15) (12) 2 (91) 87 o)
=
Significant items 2,942 757 29 108 43 3,879 ©
— revenue 66 123 1 (93) (14) 83 8
— operating expenses 2,876 634 28 201 57 3,796 8
Adjusted 1,281 16,071 1,518 1,711 552 21,133
Loans and advances to customers (net)
Reported 381,547 425,971 28,050 107,607 19,789 962,964
Currency translation (19,881) (8,138) (1,177) (3,194) (1,733) (34,123)
Adjusted 361,666 417,833 26,873 104,413 18,056 928,841
Customer accounts
Reported 505,182 657,395 34,658 143,432 23,795 1,364,462 *g
Currency translation (26,838) (8,991) (1,112) (3,619) (2,273) (42,833) g
Adjusted 478,344 648,404 33,546 139,813 21,522 1,321,629 o
o
©
For footnotes, see page 67. 1)
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Reconciliation of reported and adjusted items (continued)

2017
Hong Mainland
UK Kong China us* Mexico'

Footnotes $m $m $m $m $m
Revenue 26
Reported 12,922 16,117 2,379 4,876 2,160
Currency translation 550 (91) 58 — (45)
Significant items 55 (51) 101 (99) 5
— customer redress programmes 108 — — — —
- disposals, acquisitions and investment in new businesses (78) (126) 99 (130) —
— fair value movements on financial instruments 65 24 75 2 31 5
— currency translation on significant items 1 — — — —
Adjusted 13,627 15,975 2,638 4,777 2,120
LICs
Reported (492) (396) (67) 108 (473)
Currency translation 14 3 (3) — 9
Adjusted (478) (393) (70) 108 (464)
Operating expenses
Reported (15,086) (6,131) (1,687) (4,267) (1,297)
Currency translation (424) 34 (35) — 25
Significant items 2,537 306 71 119 45
- costs of structural reform 410 — — — —
— costs to achieve 1,766 291 69 290 46
— customer redress programmes 655 — — — —
— disposals, acquisitions and investment in new businesses — — — 17 —
— gain on partial settlement of pension obligation — — — (188) —
— settlements and provisions in connection with legal and regulatory matters (362) 17 — — —
— currency translation on significant items 68 (2) 2 — (1)
Adjusted (12,973) (5,791) (1,651) (4,148) (1,227)
Share of profit in associates and joint ventures
Reported 38 8 1,863 — —
Currency translation — — 45 — —
Adjusted 38 8 1,908 — —
Profit/(loss) before tax
Reported (2,618) 9,598 2,488 717 390
Currency translation 140 (54) 65 — (11)
Significant items 2,592 255 172 20 50
- revenue 55 (51) 101 (99) 5
— operating expenses 2,537 306 71 119 45
Adjusted 114 9,799 2,725 737 429
Loans and advances to customers (net)
Reported 295,538 268,966 40,686 65,168 15,172
Currency translation (16,216) (582) (2,194) — 27
Adjusted 279,322 268,384 38,492 65,168 15,199
Customer accounts
Reported 401,733 477,104 45,991 89,887 17,809
Currency translation (22,062) (1,033) (2,481) — 32
Adjusted 379,671 476,071 43,510 89,887 17,841

*  Of which US (excluding CML run-off portfolio): adjusted revenue $4,737m (RBWM: $1,194m; CMB: $947m,; GB&M $1,951m,; GPB: $317m), adjusted LICs $118m;
adjusted operating expenses $(3,936)m;, adjusted PBT $920m (RBWM: $(58)m; CMB: $432m, GB&M $527m,; GPB: $64m); adjusted RWAs (RBWM: $11.0bn; CMB:

$25.1bn; GB&M $45.2bn; GPB: $4.2bn, Corporate Centre: $10.0bn).

1 Of which Mexico: adjusted revenue $2,120m (RBWM: $1,413m; CMB: $342m; GB&M $277m); adjusted LICs $(464)m; adjusted operating expenses $(1,227)m;
adjusted PBT $429m (RBWM.: $143m,; CMB: $103m,; GB&M $158m),; adjusted RWAs (RBWM.: $7.0bn; CMB: $5.9bn; GB&M $8.3bn, Corporate Centre: $2.8bn).

For footnotes, see page 67.
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Reconciliation of reported and adjusted items (continued)

2016
North Latin
Europe Asia MENA America* America’ Total
Footnotes $m $m $m $m $m $m
Revenue 26 g
Reported 73 15,516 23,320 2,969 7,065 2,686 47,966 %
Currency translation 73 96 (166) (448) 37 (336) (803) %
Significant items 1,774 (10) (7) 155 185 2,097 )
— customer redress programmes (2) — — — — (2), 40—'(;
— disposals, acquisitions and investment in new businesses (547) (11) 21 273 (264), %
— fair value movements on financial investments 65, 66 2,289 (6)) — 134 36 2,453
— currency translation on significant items 34 (4) 4 — (124) (90)]
Adjusted 73 17,386 23,144 2,514 7,257 2,535 49,260
LICs
Reported (446) (677) (316) (732) (1,229) (3,400)
Currency translation — 1 59 (5) (31) 24
Significant items — — — — 804 804
— disposals, acquisitions and investment in new businesses — — — — 748 748
— currency translation on significant items — — — — 56 56 %
Adjusted (446) (676) (257) (737) (456) (2,572) E
Operating expenses E
Reported 73 (21,845) (10,785) (1,584) (6,147) (3,037) (39,808) -g
Currency translation 73 (109) 72 225 (20) 207 361 (%
Significant items 6,638 418 71 990 1,183 9,300 ,E
— costs of structural reform 223 - — - - 223
- costs to achieve 2,098 476 103 402 39 3,118
— customer redress programmes 559 — — — — 559
— disposals, acquisitions and investment in new businesses 28 — — — 1,059 1,087
— impairment of GPB — Europe goodwill 3,240 — - — — 3,240
— settlements and provisions in connection with legal and regulatory matters 484 (46), — 587 — 1,025
— currency translation on significant items 6 (12) (32)] 1 85 48 8
Adjusted 73 (15,316) (10,295) (1,288) (5,177) (1,647) (30,147) %
Share of profit in associates and joint ventures c
Reported 1 1,921 434 (1) (1) 2,354 2
Currency translation — 10 — — - 10 8
Significant items — — — — 1 1 8
— disposals, acquisitions and investment in new businesses — — — — 1 1 g
— currency translation on significant items — — — — — — o
Adjusted 1 1,931 434 (1) — 2,365 8
Profit/(loss) before tax
Reported (6,774) 13,779 1,503 185 (1,581) 7.112
Currency translation (13) (83) (164) 12 (160) (408)
Significant items 8,412 408 64 1,145 2,173 12,202
— revenue 1,774 (10) (7) 155 185 2,097
- LICs — — — — 804 804 »n
— operating expenses 6,638 418 71 990 1,183 9,300 %
— share of profit in associates and joint ventures — — — — 1 1 e
Adjusted 1,625 14,104 1,403 1,342 432 18,906 %
Loans and advances to customers (net) 5
Reported 336,670 365,430 30,740 111,710 16,954 861,504 ©
Currency translation 17,113 (481) (1,370) 697 (1,093) 14,866 8
Adjusted 353,783 364,949 29,370 112,407 15,861 876,370 E
Customer accounts o
Reported 446,615 631,723 34,766 138,790 20,492 1,272,386
Currency translation 21,775 (1,617) (1,450) 842 (1,743) 17,807
Adjusted 468,390 630,106 33,316 139,632 18,749 1,290,193
For footnotes, see page 67.
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Reconciliation of reported and adjusted items (continued)

2016
Hong Mainland
UK Kong China us* Mexico'

Footnotes $m $m $m $m $m
Revenue 26
Reported 10,893 14,014 2,343 5,239 1,963
Currency translation (209) (133) (10) — (56)
Significant items 1,834 (1) — 148 —
— customer redress programmes (2) — — — —
— disposals, acquisitions and investment in new businesses (441) — — 21 —
— fair value movements on financial instruments 65, 66 2,238 (1) — 127 —
— currency translation on significant items 39 — — — —
Adjusted 12,518 13,880 2,333 5,387 1,907
LICs
Reported (245) (321) (121) (631) (452)
Currency translation 12 3 — — 13
Adjusted (233) (318) (121) (631) (439)
Operating expenses
Reported (14,562) (5,646) (1,507) (5,079) (1,264)
Currency translation 106 54 (6) — 36
Significant items 2,660 181 54 879 29
- costs of structural reform 223 — — — —
— costs to achieve 1,838 229 54 292 30
— customer redress programmes 559 — — — —
— settlements and provisions in connection with legal and regulatory matters 50 (46) — 587 —
— currency translation on significant items (10), (2) — — (1)
Adjusted (11,796) (5,411) (1,459) (4,200) (1,199)
Share of profit in associates and joint ventures
Reported 1 22 1,892 — —
Currency translation — — 10 — —
Adjusted 1 22 1,902 — —
Profit/(loss) before tax
Reported (3,913) 8,069 2,607 (471) 247
Currency translation (91) (76) (6) — (7)
Significant items 4,494 180 54 1,027 29
— revenue 1,834 (1) — 148 —
— operating expenses 2,660 181 54 879 29
Adjusted 490 8,173 2,655 556 269
Loans and advances to customers (net)
Reported 264,098 230,629 33,303 74,596 12,876
Currency translation 11,660 (2,181) 133 — 548
Adjusted 275,758 228,448 33,436 74,596 13,424
Customer accounts
Reported 361,278 461,626 46,576 88,751 14,423
Currency translation 15,691 (4,370) 185 — 613
Adjusted 376,969 457,256 46,761 88,751 15,036

*  Of which US (excluding CML run-off portfolio): adjusted revenue $4,698m (RBWM: $1,161m,; CMB: $981m,; GB&M $1,979m; GPB: $303m), adjusted LICs $(503)m;
adjusted operating expenses $(3,808)m;, adjusted PBT $387m (RBWM: $(81)m; CMB: $341m,; GB&M $100m,; GPB: $67m); adjusted RWAs (RBWM: $11.0bn; CMB:

$26.8bn; GB&M $48.3bn; GPB: $4.1bn, Corporate Centre: $13.6bn).

1 Of which Mexico: adjusted revenue $1,907m (RBWM: $1,256m; CMB: $330m, GB&M $214m,; GPB: $13m); adjusted LICs $(439)m;, adjusted operating expenses
$(1,199)m, adjusted PBT $269m (RBWM: $97m,; CMB: $83m,; GB&M $78m, GPB: $5m), adjusted RWAs (RBWM: $6.4bn; CMB: $6.3bn; GB&M $6.7bn, Corporate

Centre: $1.7bn).

For footnotes, see page 67.
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Analysis of reported results by country/territory

Profit/(loss) before tax by country/territory within global businesses

Retail Banking Global Global

and Wealth Commercial Banking Private Corporate
Management Banking and Markets Banking Centre Total
Footnotes $m $m $m $m $m $m
Europe 440 2,289 690 (122) 4,112) (815)
- UK 476 1,901 409 23 (4,205) (1,396)
of which: HSBC Holdings 75 (644) (428) (394) (77) (888) (2,431)
- France (56) 170 8 16 (101) 37
— Germany 14 85 99 8 (5) 201
— Switzerland (1) 5 (1) (100) 20 (77)
— other 7 128 175 (69) 179 420
Asia 6,190 4,176 3,773 353 3,298 17,790
- Hong Kong 5,951 3,114 1,670 333 446 11,514
— Australia 115 120 185 (1) 44 463
- India 20 143 387 - 275 825
— Indonesia (1) 13 91 - 1 104
— mainland China (200) 262 566 (4) 2,234 2,858
— Malaysia 130 82 132 - 30 374
— Singapore 75 98 230 25 63 491
— Taiwan 55 23 117 - 30 225
— other 45 321 395 - 175 936
Middle East and North Africa 182 108 733 7 527 1,557
- Egypt 34 54 202 - 43 333
- UAE 112 58 296 7 - 473
- Saudi Arabia - - - — 436 436
— other 36 (4) 235 - 48 315
North America (96) 968 738 11 (822) 799
- US (205) 473 624 23 (962) (47)
- Canada 55 455 139 - 116 765
— other 54 40 (25) (12) 24 81
Latin America 166 178 378 (1 (162) 559
— Mexico 194 114 197 - 23 528
— other (28) 64 181 (1) (185) 31
Year ended 31 Dec 2018 6,882 7,719 6,312 248 (1,271) 19,890
Europe (159) 1,899 777 (231) (4,150) (1,864)
- UK (177), 1,539 192 (23) (4,149) (2,618)
of which: HSBC Holdings 75 (658) (372) (739) (89) (3.308) (5,166)
— France (12) 204 228 5 (156) 269
- Germany 21 61 141 9 39 271
— Switzerland (2) 7 1 (192) 2 (184),
— other 11 88 215 (30) 114 398
Asia 5,372 3,394 3,135 285 3,143 15,329
- Hong Kong 5,039 2,460 1,357 257 485 9,698
— Australia 122 101 108 (1) 35 365
- India 21 159 362 — 374 916
— Indonesia (24) 76 98 — 30 180
— mainland China (44) 161 387 (4) 1,988 2,488
- Malaysia 85 50 162 — 28 325
— Singapore 69 94 202 34 64 463
— Taiwan 43 10 107 (1) 40 199
— other 61 283 352 — 99 795
Middle East and North Africa 144 199 593 — 565 1,501
- Egypt 26 69 164 - 46 305
- UAE 110 53 268 — 48 479
— Saudi Arabia — - — — 441 441
— other 8 77 161 - 30 276
North America 305 932 671 67 (374) 1,601
- Us 166 435 494 66 (444) 717
- Canada 61 453 132 — 43 689
— other 78 44 45 1 27 195
Latin America 161 199 259 — (19) 600
- Mexico 139 105 158 - (12) 390
— other 22 94 101 — (7) 210
Year ended 31 Dec 2017 5,823 6,623 5,435 121 (835) 17,167
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Profit/(loss) before tax by country/territory within global businesses (continued)

Retail Banking Global

and Wealth Commercial Banking Global Private Corporate
Management Banking and Markets Banking Centre Total
Footnotes $m $m $m $m $m $m
Europe 524 2,129 1,009 (3,695) (6,741) (6,774)
- UK 338 1,834 385 86 (6,556) (3,913)
of which: HSBC Holdings 75,76 (676), (379) (425) (63) (3,748) (5,291)
- France 147 198 289 9 (53) 590
- Germany 23 68 142 7 13 253
- Switzerland - 9 - (493) 7 (491)
- other 16 20 193 (3,304) (138) (3,213)
Asia 4,115 2,920 3,211 268 3,265 13,779
- Hong Kong 3,796 2,191 1,298 221 563 8,069
- Australia 108 74 156 — 31 369
- India 15 123 355 10 240 743
- Indonesia 9) 66 110 — 11 178
- mainland China (72) 68 456 (3) 2,158 2,607
- Malaysia 65 65 172 — 53 355
— Singapore 107 43 170 42 77 439
- Taiwan 24 10 102 (1) 13 148
- other 81 280 392 (1) 119 871
Middle East and North Africa 20 290 652 — 541 1,503
- Egypt 58 104 213 — 79 454
- UAE 83 94 298 — 5 480
- Saudi Arabia 1 — — — 434 435
- other (122) 92 141 — 23 134
North America 64 648 259 90 (876) 185
~ US (28) 336 86 67 (932) (471)
- Canada 46 292 155 — 47 540
- other 46 20 18 23 9 116
Latin America (136) 59 309 9 (1,822) (1,581)
- Mexico 94 84 79 5 (15) 247
— other (230) (25) 230 4 (1,807) (1,828)
— of which: Brazil (281), (139) 176 4 (1,836) (2,076)
Year ended 31 Dec 2016 4,587 6,046 5,440 (3,328) (5,633) 7,112

For footnotes, see page 67.
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Funds under management and assets held
in custody
Funds under management
2018 2017
Footnotes $bn $bn
Funds under management 77
At 1 Jan 943 831
Net new money 22 2
Value change (37) 77
Exchange and other (29) 33
Disposals - —
At 31 Dec 899 943
Funds under management by
business
Global Asset Management 444 462
Global Private Banking 241 258
Affiliates 4 4
Other 210 219
At 31 Dec 899 943

For footnotes, see page 67.

Funds under management (‘FuM’) represents assets managed,
either actively or passively, on behalf of our customers. At

31 December 2018, FuM amounted to $899bn, a decrease of 5%
primarily reflecting adverse market performance together with
adverse foreign exchange movements.

Global Asset Management FuM decreased by 4% to $444bn
compared with 31 December 2017. The reduction primarily
reflected adverse foreign exchange movements, together with
adverse market performance of $14bn. This was partly offset by
net new money, primarily from money market solutions across all
regions.

GPB FuM decreased by 7% to $241bn compared with

31 December 2017. The reduction reflected adverse market
movements of $17bn, together with adverse foreign exchange.
This was partly offset by positive net new money, mainly in Hong
Kong.

Other FuM, of which the main element is a corporate trust
business in Asia, decreased by 4% to $210bn.

Assets held in custody77 and under administration

Custody is the safekeeping and servicing of securities and other
financial assets on behalf of clients. At 31 December 2018, we
held assets as custodian of $7.4tn, 4% lower than the $7.7tn held
at 31 December 2017. This decrease was mainly driven by adverse
foreign exchange movements in Europe and Asia together with
adverse market movements in Asia, which was partly offset by
incremental assets under custody in North America.

Our Assets Under Administration business, which includes the
provision of bond and loan administration services and the
valuation of portfolios of securities and other financial assets on
behalf of clients, complements the custody business.

At 31 December 2018, the value of assets held under
administration by the Group amounted to $3.5tn, which was 2%
lower than the $3.6tn held at 31 December 2017. This decrease
was mainly driven by adverse foreign exchange movements which
were partly offset by a net inflow of new assets in Europe and
Asia.

Taxes paid by region and country/territory

The following table reflects a geographical view of HSBC's
operations.

Taxes paid by HSBC relate to HSBC's own tax liabilities including
tax on profits earned, employer taxes, bank levy and other
duties/levies such as stamp duty. Numbers are reported on a cash
flow basis.

Taxes paid by country/territory

2018 2017 2016

$m $m $m

Europe 3,398 3,340 3,151
- UK 2,693 2,654 2,385
of which: HSBC Holdings 832 1,078 1,253

- France 536 530 563
— Germany 111 140 124
— Switzerland 13 (67) 34
— other 45 83 55
Asia 2,742 2,277 2,755
— Hong Kong 1,398 1,043 1,488
— Australia 140 142 147
— mainland China 235 227 241
- India 384 297 315
— Indonesia 44 84 46
— Malaysia 94 81 99
— Singapore 88 64 85
— Taiwan 53 42 35
— other 306 297 299
Middle East and North Africa 234 419 293
— Saudi Arabia - 170 60
- UAE 67 101 89
— Egypt 104 58 97
— other 63 90 47
North America 399 317 276
- Us 162 134 135
— Canada 240 182 141
— other (3) 1 —
Latin America 281 443 965
- Mexico 20 129 79
— other 191 314 886
of which: Brazil 28 36 658
Year ended 31 Dec 7,054 6,796 7,440
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Conduct-related matters

Conduct-related costs included in significant items

2018 2017 2016
$m $m $m

Income statement
Net interest income/(expense) 53 (108) 2
— customer redress programmes 53 ‘ (108)‘ 2 ‘
Operating expenses (780) (457) (1,584)
- legal proceedings and regulatory matters (634) 198 (1,025)
— customer redress programmes (146) (655) (559)
Total charge for the year relating to significant items (727) (565) (1,582)
Total provisions utilised during the year 1,759 1,136 2,265
Balance sheet at 31 Dec
Total provisions 1,526 2,595 3,056
- legal proceedings and regulatory matters 872 1,248 2,060
— customer redress programmes 654 1,347 996
Accruals, deferred income and other liabilities 8 20 106

The table above provides a summary of conduct-related costs
included in significant items (see pages 38 and 43).

The HSBC approach to conduct is designed to ensure that through
our actions and behaviours we deliver fair outcomes for our
customers, and do not disrupt the orderly and transparent
operation of financial markets. The Board places a strong
emphasis on conduct, requiring adherence to high behavioural
standards and the HSBC Values. The Board oversight of conduct
matters was transitioned to the Group Risk Committee following
the demise of the Conduct & Values Committee during the first
half of 2018. Additionally the Remuneration Committee also
considers conduct and compliance-related matters relevant to
remuneration. These committees’ reports may be found on
pages 161 to 164. For information on initiatives implemented in
2018 to raise our standards in relation to the conduct of our
business, see page 84 under ‘Conduct of business’.

Provisions relating to significant items raised for conduct costs in
2018 resulted from the ongoing consequences of a small number
of historical events.

Operating expenses included significant items related to conduct
matters in respect of legal proceedings and regulatory matters of
$634m and customer remediation costs mainly in respect of the
mis-selling of payment protection insurance of $172m. For further
details on payment protection insurance and legal proceedings
and regulatory matters, see Notes 27 and 35 on the Financial
Statements, respectively.

Carbon dioxide emissions

We report our carbon emissions with reference to the GHG
Protocol including the amendments to Scope 2 Guidance, which
incorporate market-based emission methodology. We report
carbon dioxide emissions resulting from energy use in our
buildings and employees’ business travel.

In 2018, we collected data on energy use and business travel for
our operations in 28 countries and territories, which accounted for
approximately 93% of our full-time employees ('FTEs’). To estimate
the emissions of our operations in countries and territories where
we have operational control and a small presence, we scale up the
emissions data from 93% to 100%.

We then apply emission uplift rates to reflect uncertainty
concerning the quality and coverage of emission measurement
and estimation. The rates are 4% for electricity, 10% for other
energy and 6% for business travel. This is consistent both with the
Intergovernmental Panel on Climate Change's Good Practice
Guidance and Uncertainty Management in National Greenhouse
Gas Inventories and our internal analysis of data coverage and
quality.

Carbon dioxide emissions in tonnes

2018 2017
Total 559,000 580,000
From energy 437,000 473,000
From travel 122,000 107,000
Carbon dioxide emissions in tonnes per FTE

2018 2017
Total 2.39 2.49
From energy 1.87 2.03
From travel 0.52 0.46

The reduction in our carbon emissions continues to be

driven by energy efficiency initiatives, as well as our procurement
of electricity from renewable sources under power purchase
agreements. Travel emissions increased due to improved business
travel data collection.

Our greenhouse gas reporting year runs from October to
September. For the year from 1 October 2017 to 30 September
2018, carbon dioxide emissions from our global operations were
559,000 tonnes. Independent assurance of our carbon dioxide
emissions will be available in the first half of 2019 on our website.

66 HSBC Holdings plc Annual Report and Accounts 2018



Footnotes to strategic report, financial
summary, global businesses, geographical
regions and other information

7 The Group has adopted the EU’s regulatory transitional arrangements for
IFRS 9 ‘Financial Instruments’. These apply to reported and adjusted RWASs,
regulatory capital and related ratios for 2018 throughout the Annual Report
and Accounts, unless otherwise stated.

Full-time equivalent staff.
Recognised by Euromoney Awards for Excellence 2018.

Source: Greenwich Associates — Large Corporate Banking,; percentage of
large corporates choosing HSBC as their lead international bank.

5 Revenue from international clients is derived from an allocation of adjusted
revenue based on internal management information. International clients are
businesses and individuals with an international presence.

6 Adjusted basis, geographical view,; Group total and regional percentage
composition excludes Holdings, regional percentage composition calculated
with regional figures that include intra-Group revenue.

7 Our wealth business in Asia includes our asset management business in
Asia, our insurance business in Asia, our private banking business Asia and
the wealth portion of our RBWM business in Asia.

Source for market data is Bank of England mortgage data.

9 Both digital metrics include the following markets: the UK (excluding M&S
Bank and John Lewis Finance customers), Hong Kong (excluding Hang
Seng customers), Mexico, Malaysia, Singapore, UAE, mainland China,
Canada, Australia, the US, France, India, Indonesia, Turkey, Egypt,
Argentina, and Taiwan. Digital sales also include M&S Bank customers in
the UK. Digitally active customers are defined as percentage of customers
who have logged on to HSBC digital channels at least once in the last 90
days. Percentage of sales include the sales of loans and deposits through
digital channels.

10  Eight scale markets are UK, Hong Kong, Pearl River Delta, Singapore,
Malaysia, Mexico, UAE and Saudi Arabia.

11 Commitment by 2025.

12 Excluding market impact in Insurance, which constitutes P&L impacts
resulting from changes in financial market factors as compared with
economic conditions in place at the start of the year.

13 Market shares: Saudi Arabia as of September 2018; UAE as of October
2018; HK, Mexico, PRD and Singapore as of November 2018, UK and
Malaysia as of December 2018.

14 Revenue growth from international network includes transaction banking
revenue growth and international client revenue growth.

15 Transaction banking includes GLCM, GTRF, Securities Services, and FX.
16 Market share data is as of 3Q 2018.

17 Top-three rank or improvement by two ranks; measured by customer
recommendation for RBWM and customer satisfaction for CMB among
relevant competitors.

18  Customer satisfaction metrics for Pearl River Delta will be available from
2019, therefore they have been excluded from the assessment. Surveys are
based on a relevant and representative subset of the market. Data provided
by Kantar.

19 Customer satisfaction metrics for Pearl River Delta will be available from
2019, therefore they have been excluded from the assessment. In HK,
Singapore, Malaysia, Mexico and UAE, 2017 CMB performance is based on
the bank that the customer defines as their main bank, whereas 2018 CMB
performance for these markets is based on the bank that the customer
defines as the most important. Surveys are based on a relevant and
representative subset of the market. Data provided by RFi Group, Kantar
and another third-party vendor.

20  Both digital metrics include the following markets: the UK (excluding M&S
Bank and John Lewis Finance customers), Hong Kong (excluding Hang
Seng customers), Mexico, Malaysia, Singapore, UAE, mainland China,
Canada, Australia, the US, France, India, Indonesia, Turkey, Egypt,
Argentina, and Taiwan. Digital sales also include M&S Bank customers in
the UK. Digitally active customers are defined as percentage of customers
who have logged on to HSBC digital channels at least once in the last 90
days. Percent of sales include the sales of loans and deposits through digital
channels.

21  Based on Sustainalytics.

22  Costs relating to ‘Settlements and provisions in connection with legal and
regulatory matters’, a significant item in 2018 includes a 1Q18 provision in
relation to the US Department of Justice’s (‘DoJ’) civil claims relating to its
investigation of HSBC's legacy residential mortgage-backed securities
origination and securitisation activities from 2005 to 2007. Refer to Note 35
‘Legal proceedings and regulatory matters’ for further details.

23 ‘Other personal lending’ includes personal non-residential closed-end loans
and personal overdrafts.

24

25

26

27

28

29

30

31

32

33

34

35
36

37

38

‘Investment distribution’ includes Investments, which comprises mutual
funds (HSBC manufactured and third party), structured products and
securities trading, and Wealth Insurance distribution, consisting of HSBC
manufactured and third-party life, pension and investment insurance
products.

‘Other’ mainly includes the distribution and manufacturing (where
applicable) of retail and credit protection insurance.

Net operating income before change in expected credit losses and other
credit impairment charges/Loan impairment charges and other credit risk
provisions, also referred to as revenue.

Adjusted return on average risk-weighted assets (‘Adjusted RoRWA’) is a
measure used to assess the performance of RBWM, CMB, GB&M and GPB.
Adjusted RoRWA is calculated using profit before tax and reported average
risk-weighted assets at constant currency adjusted for the effects of
significant items.

‘Markets products, Insurance and Investments and Other’ includes revenue
from Foreign Exchange, insurance manufacturing and distribution, interest
rate management and global banking products.

From 1 January 2018, the qualifying components according to IFRS 7
‘Financial Instruments: Disclosures’ of fair value movements relating to
changes in credit spreads on structured liabilities, were recorded through
other comprehensive income. The residual movements remain in credit and
funding valuation adjustments, and comparatives have not been restated.

‘Other’ in GB&M includes net interest earned on free capital held in the
global business not assigned to products, allocated funding costs and gains
resulting from business disposals. Within the management view of adjusted
revenue, notional tax credits are allocated to the businesses to reflect the
economic benefit generated by certain activities which is not reflected
within operating income; for example, notional credits on income earned
from tax-exempt investments where the economic benefit of the activity is
reflected in tax expense. In order to reflect the total operating income on an
IFRS basis, the offsets to these tax credits are included within ‘Other’.

Under the old revenue allocation, the 2017 results would have been: Global
Markets: $6,840m;, FICC: $5,555m,; FX: $2,5687m, Rates:$2,037m;, Credit:
$931m;, Equities: $1,285m;, Securities Services: $1,762m, Global Banking:
$3,858m,; GLCM: $2,199m; GTRF: $703m, Principal Investments: $322m;,
Credit and funding valuation adjustments: $(267)m;, Other revenue:
$(132)m. 2016 numbers have not been re-presented on the new basis.

Corporate Centre comprises Central Treasury, including Balance Sheet
Management (‘BSM’), our legacy businesses, interests in our associates and
Jjoint ventures, central stewardship costs and the UK bank levy.

Central Treasury includes revenue relating to BSM of $2.5bn (2017: $2.7bn;
2016: $3.0bn), interest expense of $1,267m (2017: $888m, 2016: $707m)
and adverse valuation differences on issued long-term debt and associated
swaps of $313m (2017: gain of $120m, 2016: loss of $271m). Revenue
relating to BSM includes other internal allocations, including notional tax
credits to reflect the economic benefit generated by certain activities, which
is not reflected within operating income, for example notional credits on
income earned from tax-exempt investments where the economic benefit of
the activity is reflected in tax expense. In order to reflect the total operating
income on an IFRS basis, the offsets to these tax credits are included in
other Central Treasury.

Other miscellaneous items in Corporate Centre includes internal allocations
relating to Legacy Credit.

Complaint figures for 2017 restated and weighted by country volumes.

OECD, IEA, Investing in Climate, Investment in Growth, July 2017. The
OECD estimates that for infrastructure to be consistent with a 2°C scenario,
investment needs to amount to $6.9tn per year in the next 15 years, an
increase of about 10% in total infrastructure investment from the reference
estimate of $6.3tn.

Amounts shown in table include green and other sustainable finance loans,
which support the transition to the low-carbon economy. The methodology
for the quantification of our exposure to higher transition risk sectors will
evolve over time as more data becomes available and is incorporated in our
risk management systems and processes.

Counterparties are allocated to the higher transition risk sectors via a two-
step approach:

1 - Where the main business of a group of connected counterparties is in a
higher transition risk sector all lending to the group is included irrespective
of the sector of each individual obligor within the group.

2 - Where the main business of a group of connected counterparties is not
in a higher transition risk sector only lending to individual obligors in the
higher transition risk sectors is included.

60% of the 2012 annual incentive for Stuart Gulliver and lain Mackay
disclosed in the 2012 Directors’ remuneration report was deferred for five
years. The vesting of these awards was subject to a service condition and
satisfactory completion of the five-year deferred prosecution agreement
("AML DPA') with the US Department of Justice ('DoJ’). The AML DPA
condlition was satisfied in March 2018 and the awards were released to the
executive Directors. For Marc Moses the value of the award attributable to
services provided as an executive Director between 1 January 2014 and the
vesting date has been included in the table.
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39 The first long-term incentive (‘LTl’) award was made in February 2017, with 59  Net of impairment allowances.
ap erformance P gr/od gndmg in 2013. Vesfmg of the first L.T/ awfard will be 60  Capital resources are regulatory capital, the calculation of which is set out
included in the single figure of remuneration table for the financial year on page 148.
ending 31 December 2079. 67 Including perpetual preferred securities, details of which can be found in

40  John Flint succeeded Stuart Gulliver as Group Chief Executive with effect Note 28 on the Financial Statements.
from 21 February 2018 and his remuneration in the single figure table of . " . ,

I . N > . 62  The definition of net asset value per ordinary share is total shareholders
remuneration is in respect of services provided as an executive Director. For y f . " C
services rendered between 1 January 2018 and 20 February 2018, he equity, less non—cumqlat/ve prefen_ange shares anq capital securities, divided
received salary of £97,138, fixed pay allowance of £130,236, cash in lieu of by the number afordmary shares in issue exc/udln_g shares the company has
pension of £27,999 and an annual incentive award of £272,000. I urchase: ana/’_are hg;d Z’ trsa;ug{. The comparative for 2015 have been re-

41  Stuart Gulliver stepped down from the Board on 20 February 2018 and presentz_e' foa lgn wit _t /s definition. i i i
retired from the Group on 11 October 2018. His remuneration in the single 63  Others include items with no currency information qva//ab/e ($ ZO, 351m for
figure table of remuneration is in respect of services provided as an loans to banks, $64,999m for loans to customers, nil for deposits by banks
executive Director. and $29m for customer accounts).

42 lain Mackay stepped down as executive Director and Group Finance 64 Adjusted risk-weighted assets are calculated using reported risk-weighted
Director on 31 December 2018, assets adjusted for the effects of currency translation differences and

43  To meet regulatory deferral requirements for 2018, 60% of the annual significant items.
incentive award of Stuart Gulliver and lain Mackay will be deferred in 65  Excludes items where there are substantial offsets in the income statement
awards linked to HSBC's shares and and will vest in five equal instalments for the same year.
between the third and seventh anniversary of the grant date. On vesting, the 66  ‘Fair value movements on financial instruments’ includes the fair value
awards will be subject to a one-year retention period. The deferred awards movements on our long-term debt attributable to credit spread where the
are subject to the executive Director maintaining a good leaver status during net result of such movements will be zero upon maturity of the debt (‘own
the deferral period. credit spread’). This does not include fair value changes due to own credit

44 Prior to 2018, foreign exchange exposure on some financial instruments risk in respect of trading liabilities or derivative liabilities. From 1 January
designated at fair value was presented in the same line in the income 2017, HSBC adopted, in its consolidated financial statements, the
statement as the underlying fair value movement on these instruments. In requirements of IFRS 9 ‘Financial Instruments’ relating to the presentation
2018, we grouped the entire effect of foreign exchange exposure in the of gains and losses on financial liabilities designated at fair value. As a result,
profit and loss and presented it within ‘Net trading activities’ in ‘Net income the effects of changes in those liabilities’ credit risk is presented in other
from financial instruments held for trading or managed on a fair value comprehensive income. These requirements were adopted in the separate
basis’. Comparative data has been re-presented. There is no net impact on financial statements of HSBC Holdings plc on 1 January 2016. Refer to
total operating income and the impact on ‘changes in fair value of long-term HSBC Holdings plc Annual Report and Accounts 2077 ‘Compliance with
debt and related derivatives’ in 2017 was $(517)m, 2016: $1,978m, 2015: International Financial Reporting Standards’ on page 186 for further detail.
$110m and 2014: $130m. . . )

67  The results presented for insurance manufacturing operations are shown

45  The classification and measurement requirements under IFRS 9, which was before elimination of intercompany transactions with HSBC non-insurance
adopted from 1 January 2018, are based on an entity’s assessment of both operations.
the businzs"s; model for managing the assets and'the contrefc?tua'/ cash f'/ow 68  The effect on the Insurance manufacturing operations of applying
characteristics of the‘ assets.' The standard conta/'ns a c/assn‘/cat/or] for items hyperinflation accounting in Argentina resulted in a reduction in adjusted
measured mandatorily at fair value through profit or loss as a residual revenue in 2018 of $29m and a reduction in PBT in 2018 of $27m. These
category. Given its residual nature, the p(esenltat/o/? of the income ‘sratement effects are recorded in “all global businesses’, within Corporate Centre.
has been updated to separately present items in this category, which are of g , . .

i PP . P . ) - 69 Client assets’ are translated at the rates of exchange applicable for their
a dissimilar nature or function, in line with IAS 1 ‘Presentation of financial . i - .

, N ; . respective period-ends, with the effects of currency translation reported
statements’ requirements. Comparative data has been re-presented. There is separately. The components of client assets were funds under management
m? ,_76t impact on tot_a/ oper"?t/ng {ncome. - . ($241bn at 31 December 2018), which were not reported on the Group's

46 Dividends recorded in the financial statements are dividends per ordinary balance sheet, and customer deposits ($68bn at 31 December 2018), of
share declared in a year and are not dividends in respect of, or for, that year. which $65bn was reported on the Group’s balance sheet and $3bn were

47 Dividends per ordinary share expressed as a percentage of basic earnings off-balance sheet deposits.
per share. 70  Client assets related to our Middle East clients are booked across to various

48  Return on average risk-weighted assets is calculated using profit before tax other regions, primarily in Europe.
and reported average risk-weighted assets. 71  ‘Other income’ in this context comprises where applicable net income/

49  Gross interest yield is the average annualised interest rate earned on expense from other financial instruments designated at fair value, gains less
average interest-earning assets (‘AIEA’). losses from financial investments, dividend income, net insurance premium

. X . . income and other operating income less net insurance claims and benefits

50  Net interest spread is the difference between the average annualised paid and movement in liabilities to policyholders.
interest rate earned on AIEA, net of amortised premiums and loan fees, and
the average annualised interest rate payable on average interest-bearing 72 Risk-weighted assets are non-additive across geographical regions due to
liabilities. market risk diversification effects within the Group.

51 Net interest margin is net interest income expressed as an annualised 73 Amounts are non-additive across geographical regions due to intercompany
percentage of AIEA. transactions within the Group.

52 Interest income on trading assets is reported as ‘Net income/(expense) from 74 Europe’s adjusted 2018 loss of $40m includes a number of /{erns /ncgrred
financial instruments held for trading or managed on a fair value basis’ in centrally on behalf of the Group as a whole, but which are disclosed in the
the consolidated income statement. Europe segment, including consolidation adjustments and Holdings costs

such as interest costs on Group debt and the UK bank levy.

53 Interest /'ncomg on ﬁna{)cial assets designa_ted and otherwise mano_’atoril_y 75  Excludes intra-Group dividend income.
measured at fair value is reported as ‘Net income/(expense) from financial . .
instruments designated at fair value’ in the consolidated income statement. 76 For the purposes of the analysis of reported results by country/territory

table, HSBC Holdlings profit/(loss) is presented excluding the effect of the

54 Including interest-bearing bank deposits only. early adoption of the requirements of IFRS 9 ‘Financial Instruments’ relating

55 Interest expense on financial liabilities designated at fair value is reported as to 'the P relsenta‘t/on of gains and /ossgs on financial //ap///r/e:s designated at
‘Net income on financial instruments designated at fair value’ in the fair value’, Wh’Ch was ea':r/y adopted mn the Sep. ara?‘e financial statements of

g
N . p P HSBC Holdings but not in the consolidated financial statements of HSBC.
consolidated income statement, other than interest on own debt, which is
reported in ‘Interest expense’. 77 Funds under management and assets held in custody are not reported on
L . the Group’s balance sheet, except where it is deemed that we are acting as
56 Including interest-bearing customer accounts only. - - .
principal rather than agent in our role as investment manager, and these

57 Trading income also includes movements on non-qualifying hedges. These assets are consolidated as Structured entities (see Note 20 on the Financial
hedges are derivatives entered into as part of a documented interest rate Statements).
management strategy for which hedge accounting was not, nor could be,
applied. They are principally cross-currency and interest rate swaps used to
economically hedge fixed-rate debt issued by HSBC Holdings, and up until
May 2016 to economically hedge floating rate debt issued by HSBC
Finance. The size and direction of the changes in the fair value of non-
qualifying hedges that are recognised in the income statement can be
volatile from year-to-year, but do not alter the cash flows expected as part of
the documented interest rate management strategy for both the instruments
and the underlying economically hedged assets and liabilities if the
derivative is held to maturity.

58 2018 ECL are prepared on an IFRS 9 basis and 2017/2016 LICs are
prepared on an IAS 39 basis and are not comparable.
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Our conservative risk appetite

Throughout its history, HSBC has maintained an evolving
conservative risk profile. This is central to our business and
strategy.

The following principles guide the Group’s overarching risk

appetite and determine how its businesses and risks are managed.

Financial position

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

e Liquidity and funding management for each operating entity,
on a stand-alone basis.

Operating model

* Ambition and capability to generate returns in line with a
conservative risk appetite and strong risk management
capability.

e Ambition and capability to deliver sustainable earnings and
consistent returns for shareholders.

Business practice

e Zero tolerance for knowingly engaging in any business, activity
or association where foreseeable reputational risk or damage
has not been considered and/or mitigated.

* No appetite for deliberately or knowingly causing detriment to
consumers, or incurring a breach of the letter or spirit of
regulatory requirements.

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

Enterprise-wide application

Our risk appetite encapsulates consideration of financial and non-
financial risks and is expressed in both quantitative and qualitative
terms. It is applied at the global business level, at the regional
level, and to material operating entities.

Top and emerging risks

Our approach to identifying and monitoring top and emerging
risks is described on page 76. During 2018, we made a number of
changes to our top and emerging risks to reflect our assessment
of the issues facing HSBC. Our current top and emerging risks are
as follows.

Externally driven

Economic outlook and capital flows

Economic activity diverged across the global economy during
2018. The US benefited from a fiscal stimulus that helped to drive
GDP growth above its long-term trend. The growth rate in trade-
dependent regions like the European Union (‘EU’) declined on the
back of a slowing Chinese economy, and trade and geopolitical
tensions. Tightening global financial conditions alongside the
tapering off of fiscal stimulus in the US is expected to lead to more
moderate growth in global economic activity in 2019. Oil prices
will likely remain volatile as contrasting supply and demand
factors prevail in turn.

The stand-off between the US and China on a variety of economic
and technological issues is likely to continue in 2019, although
further liberalising initiatives in a vein similar to the
Comprehensive and Progressive Agreement for Trans-Pacific
Partnership (‘CPTPP’) and the EU-Japan trade deal, as well as
some re-organisation of global supply chains, could partly offset
rising protectionism. Nevertheless, the net impact on trade flows
could be negative, and may damage HSBC's traditional lines of
business.

Emerging markets are set to face challenging cross-currents. The
reduction in global liquidity and consequent increase in the cost of
external funding could expose vulnerabilities that spread more
broadly. However, China has pledged to enact some stimulus to
offset the effects of tariff hikes. This should help emerging markets
achieve reasonable growth rates even in the face of headwinds,
though downside risks abound.

US midterm elections brought in a divided Congress, while two of
Latin America’s largest economies, Mexico and Brazil, elected new
presidents. In Europe, populist parties have made political gains
and could make further breakthroughs. In conjunction with
continuing significant uncertainty around the ultimate shape of the
UK'’s exit from the EU, as well as developments in countries such
as ltaly, severe bouts of economic and financial turbulence could
spread beyond Europe. We believe HSBC's strong UK and
European franchises are well placed to weather risks, but would
nevertheless be affected by severe shocks.

Mitigating actions

e \\We actively assess the impact of economic developments
in key markets on specific customer segments and portfolios
and take appropriate mitigating actions. These actions include
revising risk appetite and/or limits, as circumstances evolve.

e \We use internal stress testing and scenario analysis, as well as
regulatory stress test programmes, to evaluate the potential
impact of macroeconomic shocks on our businesses and
portfolios. Our approach to stress testing is described on
page 76.

e \We have carried out detailed reviews and stress tests of our
wholesale credit, retail credit and trading portfolios to
determine those sectors and customers most vulnerable to the
UK’s exit from the EU, in order to proactively manage and
mitigate this risk.

Geopolitical risk

Our operations and portfolios are exposed to risks associated with
political instability, civil unrest and military conflict, which could
lead to disruption to our operations, physical risk to our staff and/
or physical damage to our assets. In addition, rising protectionism
and the increasing trend of using trade and investment policies as
diplomatic tools may also adversely affect global trade flows.
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Geopolitical risk remained heightened throughout 2018. The
growing presence of populist parties means political systems
across Europe are increasingly fragmented, volatile and less
predictable. Political uncertainty remains high in the UK as its
departure from the EU continues to dominate the political agenda
in 2019 (see 'Process of UK withdrawal from the European Union’
on page 73).

In the Middle East, the US has reinstated components of its Iran
sanctions regime that were previously lifted to implement the Iran
Nuclear Deal. The US is also putting pressure to end the war in
Yemen and the boycott of Qatar. In Turkey, which has local
elections in March 2019, the president may face increasing
pressure to solve economic challenges after the Turkish lira came
under pressure in 2018.

In Asia, US-China competition and confrontation across multiple
dimensions will likely continue, including concerning economic
power and technology leadership. US investment and export
restrictions on Chinese imports could disrupt investment
decisions, leading to a slow decoupling of the US and Chinese
technology sectors.

Key presidential votes in HSBC markets Mexico and Brazil have
changed the political status quo. A major source of uncertainty for
Mexico was removed with the negotiation of the United States-
Mexico-Canada Agreement (‘USMCA’), which replaces NAFTA as
a key driver of the Mexican economy, but still must be ratified. In
Argentina, elections due in October 2019 will be shaped by
economic factors and potential further market volatility. Corruption
and security dynamics will continue to shape voter preferences.

Mitigating actions

We continually monitor the geopolitical outlook, in particular in
countries where we have material exposures and/or a physical
presence. We have also established dedicated forums to monitor
geopolitical developments.

e \We use internal stress tests and scenario analysis as well as
regulatory stress test programmes, to adjust limits and
exposures to reflect our risk appetite and mitigate risks as
appropriate. Our internal credit risk ratings of sovereign
counterparties take into account geopolitical developments that
could potentially disrupt our portfolios and businesses.

e \We continue to carry out contingency planning for the UK’s exit
from the EU and we are assessing the potential impact on our
portfolios, operations and staff. This includes the increased
possibility of an exit with no transition agreement.

e \We have taken steps to enhance physical security in those
geographical areas deemed to be at high risk from terrorism
and military conflicts.

The credit cycle

Steadily rising US interest rates and the looming end of the ECB's
quantative easing programme, alongside the uncertainty caused
by trade and geopolitical tensions, caused a correction in stock
indices and a widening in corporate bond spreads in the fourth
quarter of 2018. The Bank for International Settlements ('BIS’)
estimates that 80% of US leveraged loans are ‘covenant-lite’.
Pressures in this segment could come to a head and spill over to
other asset classes. The International Monetary Fund deems that
thin liquidity coverage ratios (‘'LCRs’) and stable funding ratios
(‘SFRs’) for international banks’ US dollar positions could cause
offshore dollar liquidity to tighten abruptly during periods of high
volatility, possibly affecting HSBC's positions.

After reining in excess leverage during 2018, China has pledged
renewed stimulus in 2019 to counter various adverse effects on
economic activity. This could lead to renewed global concerns
about Chinese debt levels. In addition, debt-servicing burdens are
high in some emerging markets, making them vulnerable to
shocks.

Mitigating actions

e We closely monitor economic developments in key markets
and sectors and undertake scenario analysis. This helps enable
us to take portfolio actions where necessary, including

enhanced monitoring, amending our risk appetite and/or
reducing limits and exposures.

e \We stress test portfolios of particular concern to identify
sensitivity to loss under a range of scenarios, with
management actions being taken to rebalance exposures and
manage risk appetite where necessary.

e \We undertake regular reviews of key portfolios to help ensure
that individual customer or portfolio risks are understood and
our ability to manage the level of facilities offered through any
downturn is appropriate.

Cyber threat and unauthorised access to systems

HSBC and other organisations continue to operate 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 customer
accounts, advanced malware attacks and distributed denial of
service (‘DDOS’) attacks.

Destructive malware (including ransomware), DDOS attacks and
organised cyber criminals targeting payments are increasingly
dominant threats across the industry. In 2018, the Group was
subjected to a small number of DDOS attacks on our external
facing websites, which were successfully mitigated across the
Group with no destructive malware (including ransomware) or
payment infrastructure attacks reported.

Mitigating actions

e \We continue to strengthen and significantly invest in both
business and technical controls in order to prevent, detect and
respond to an increasingly hostile cyber threat
environment. We continually evaluate the threat environment
for the most prevalent attack types and their potential
outcomes to determine the most effective controls to mitigate
those threats.

e Specifically, we continue to enhance our controls to protect
against advanced malware, data leakage, infiltration of
payment systems and denial of service attacks as well as
enhance our ability to quickly detect and respond to
increasingly sophisticated cyber-attacks. Ensuring our staff
continue to be ‘cyber aware’ is a key element of our defence
strategy.

e Cyber risk is a priority area for the Board and is routinely
reported at Board level to ensure appropriate visibility,
governance and executive support for our ongoing
cybersecurity programme.

Regulatory developments including conduct, with
adverse impact on business model and profitability

Financial service providers continue to face stringent regulatory
and supervisory requirements, particularly in the areas of capital
and liquidity management, conduct of business, financial crime,
internal control frameworks, the use of models and the integrity of
financial services delivery. The competitive landscape in which the
Group operates may be significantly altered by future regulatory
changes and government intervention. Regulatory changes,
including any resulting from the UK’s exit from the EU, may affect
the activities of the Group as a whole, or of some or all of its
principal subsidiaries. This would include the loss of passporting
rights and free movement of services, which are likely to arise in
the event of the UK leaving the EU without an exit deal. Changes
to business models and structures will be necessary to
accommodate any such restrictions. For further details, see page
73.

Additionally, as described in Note 35 on the Financial Statements,
we continue to be subject to a number of material legal
proceedings, regulatory actions and investigations, including, for
example, our January 2018 deferred prosecution agreement with
the US DoJ arising from its investigation into HSBC's historical
foreign exchange activities (the 'FX DPA’).
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Mitigating actions

e \We are fully engaged, wherever possible, with governments
and regulators in the countries in which we operate, to help
ensure that new requirements are considered properly by
regulatory authorities and the financial sector and can be
implemented effectively. Significant regulatory programmes are
overseen by the Group Change Committee.

* We hold regular meetings with all relevant authorities to
discuss strategic contingency plans covering a wide range of
scenarios relating to the UK’s exit from the EU. In the absence
of an agreement on the terms of the UK's withdrawal from the
EU, these discussions increasingly focus on no deal scenarios
and our plans to navigate the restrictions that are likely to arise
regarding our ability to access EU markets and customers from
the UK if passporting rights are withdrawn.

e We have invested significant resources and have taken, and will
continue to take, a number of steps to improve our compliance
systems and controls relating to our activities in global markets.
These included enhancements to trade, voice and audio
surveillance and the implementation of algorithmic trading for
benchmark orders. For further details, see ‘Regulatory
compliance risk management’ on page 84.

Financial crime risk environment

Financial institutions remain under considerable regulatory
scrutiny regarding their ability to prevent and detect financial
crime. Financial crime threats continue to evolve, often in tandem
with geopolitical developments. The highly speculative, volatile
and opaque nature of virtual currencies, as well as the pace of
new currencies and associated technological developments,
create challenges in effectively managing financial crime risks. The
evolving regulatory environment continues to present execution
challenge. An increasing trend towards greater data privacy
requirements may affect our ability to effectively manage financial
crime risks.

In December 2012, among other agreements, HSBC Holdings plc
("HSBC Holdings’) consented to a cease-and-desist order with the
US Federal Reserve Board (‘FRB’) and agreed to an undertaking
with the UK Financial Conduct Authority (‘FCA’) to comply with
certain forward-looking anti-money laundering ("AML’) and
sanctions-related obligations. HSBC Holdings also agreed to retain
an independent compliance monitor — who is for FCA purposes a
‘Skilled Person’ under section 166 of the Financial Services and
Markets Act, and for FRB purposes an ‘Independent Consultant’ —
to produce periodic assessments of the Group’s AML and
sanctions compliance programme. In December 2012, HSBC
Holdings also entered into an agreement with the Office of Foreign
Assets Control ('OFAC’) regarding historical transactions involving
parties subject to OFAC sanctions. The Skilled Person/Independent
Consultant will continue to conduct country reviews and provide
periodic reports for a period of time at the FCA's and FRB's
discretion. The role of the Skilled Person/Independent Consultant
is discussed on page 85b.

Mitigating actions

* We continued to enhance our financial crime risk management
capabilities. We are investing in the next generation of tools to
fight financial crime through the application of advanced
analytics and artificial intelligence.

* \We are developing procedures and controls to manage the
risks associated with direct and indirect exposure to virtual
currencies.

e \We continue to work with jurisdictions and relevant
international bodies to address data privacy challenges through
international standards, guidance, and legislation to enable
effective management of financial crime risk.

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

Ibor transition

Interbank offered rates (‘lbors’) are used to set interest rates on
hundreds of trillions of US dollars’ worth of different types of
financial transactions and are used extensively for valuation
purposes, risk measurement and performance benchmarking.

Following the recommendations of the Financial Stability Board, a
fundamental review and reform of the major interest rates
benchmarks, including Ibors, are underway across the world’s
largest financial markets. In some cases, the reform will include
replacing interest rate benchmarks with alternative risk-free rates
(‘RFRs’). This replacement process is at different stages, and is
progressing at different speeds, across several major currencies.
There is therefore uncertainty as to the basis, method and timing
of transition and their implications on the participants in the
financial markets.

HSBC has identified a number of potential prudential, conduct and
systemic risks associated with the transition.

Mitigating actions

* \We have established a global programme across all of our
global businesses to coordinate HSBC's transition activities and
to assess the potential risks and impacts of any transition.

e \We will continue to engage with industry participants and the
official sector to support an orderly transition.

Climate-related risks

Climate change can create physical risks such as severe weather
events of increasing severity and/or frequency. The move to a low-
carbon economy also creates transition risks both at idiosyncratic
and systemic levels, such as through policy, regulatory and
technological changes. These physical and transition risks create
potential financial impacts for HSBC through higher risk-weighted
assets (‘RWAs), greater transactional losses and increased capital
requirements.

There is potential for a rapid deterioration of credit quality in
sectors and/or countries most exposed to transition risks,
particularly if policy changes are radical or quickly enacted. HSBC
could be significantly impacted by increased credit RWAs and
losses through exposure to pools of stranded assets if the Group
does not adequately respond to the changing landscape.

Physical risks from natural disasters, such as floods and
hurricanes, could also impact credit RWAs, while the financial
losses caused by these events could impair asset values and the
creditworthiness of customers.

Mitigating actions

e We are increasingly incorporating climate-related risk, both
physical and transition, into how we manage and oversee risks
internally and with our customers.

e A programme of work to measure and monitor the transition
risk of our portfolio is underway. This includes identifying those
customers that need to adapt most rapidly to a transition to a
low-carbon economy and integrating climate change risk
considerations into credit risk analysis, decision making and
credit policies.

e We have a number of sustainability risk policies covering
sectors that have particular risks and/or public exposure. In
2018, we updated our energy policy to limit the financing of
high-carbon intensity energy projects, while still supporting
energy customers on their transition to a low-carbon economy.

* We continue to expand our thinking with regards to stress
testing of climate risks. Over time, we will articulate narratives
for a baseline and a number of alternative scenarios, as well as
undertake portfolio-specific sensitivity tests. We expect to learn
more about the impacts of climate risk as scenario analysis and
stress testing evolves.

e Our enterprise risk management framework continues to be
enhanced to develop and embed the measurement, monitoring
and management of climate-related risks.
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¢ An internal Climate Risk Council provides oversight by seeking
to develop policy and limit frameworks in order to achieve
desired portfolios over time, and protect the Group from
climate-related risks that are outside of risk appetite.

Internally driven

IT systems infrastructure and resilience

We continue to invest in the reliability and resilience of our IT
systems and critical services. We do so to help prevent disruption
to customer services, which could result in reputational and
regulatory damage.

Mitigating actions

* \We continue to invest in transforming how software solutions
are developed, delivered and maintained, with a particular
focus on providing high-quality, stable and secure services. As
part of this, we are concentrating on materially improving
system resilience and service continuity testing. We have
enhanced the security features of our software development life
cycle and improved our testing processes and tools.

e \We continue to upgrade our IT systems, simplify our service
provision and replace older IT infrastructure and applications.
Enhancements have led to continued global improvements in
service availability for both our customers and employees.

Risks associated with workforce capability, capacity
and environmental factors with potential impact on
growth

Our success in delivering our strategic priorities, as well as
proactively managing the regulatory environment, depends on the
development and retention of our leadership and high-performing
employees. The ability to continue to attract, train, motivate and
retain highly qualified professionals in an employment market
where expertise is often mobile and in short supply is critical,
particularly as our business lines execute their strategic business
outlooks. This may be affected by external and environmental
factors, such as the UK’s exit from the EU, changes to immigration
policies and regulations and tax reforms in key markets that
require active responses. Although potential people impacts
related to the UK's exit from the EU have not yet materialised, we
continue to monitor retention trends and the recruitment of key
roles.

Mitigating actions

e HSBC University is focused on developing opportunities and
tools for current and future skills, personal skills and leaders to
create an environment for success.

* \We continue to develop succession plans for key management
roles, with actions agreed and reviewed on a regular basis by
the Group Management Board.

e \We actively respond to immigration changes through the global
immigration programme. Other political and regulatory
challenges are being closely monitored to minimise the impact
on the attraction and retention of talent and key performers.

e HSBC is building the healthiest human system where
colleagues can thrive. A number of initiatives have been
launched to improve our ways of working and encourage an
open and positive culture (e.g. simplifying processes and
governance, and adopting new behaviours). We also promote a
diverse and inclusive workforce and provide active support
across a wide range of health and well-being activities.

Risks arising from the receipt of services from
third parties

We utilise third parties for the provision of a range of services, in
common with other financial service providers. Risks arising from
the use of third-party service providers may be less transparent
and therefore more challenging to manage or influence. It is
critical that we ensure we have appropriate risk management
policies, processes and practices. These should include adequate
control over the selection, governance and oversight of third
parties, particularly for key processes and controls that could
affect operational resilience. Any deficiency in our management of

risks arising from the use of third parties could affect our ability to
meet strategic, regulatory or client expectations.

Mitigating actions

e We continued to embed our delivery model in the first line of
defence through a dedicated team. Processes, controls and
technology to assess third-party service providers against key
criteria and associated control monitoring, testing and
assurance have been deployed.

e A dedicated oversight forum in the second line of defence
monitors the embedding of policy requirements and
performance against risk appetite. In the fourth quarter of 2018,
regional second line of defence oversight capabilities were
established in the major markets.

Enhanced model risk management expectations

We use models for a range of purposes in managing our business,
including regulatory capital calculations, stress testing, credit
approvals, financial crime risk management and financial
reporting. Internal and external factors have had a significant
impact on our approach to model risk management. Moreover,
the adoption of more sophisticated modelling techniques and
technology across the industry could also lead to increased

model risk.

Mitigating actions

e \We established a model risk management sub-function in the
second line of defence to strengthen governance and oversight
of this risk type.

e \We further strengthened model oversight by reconfiguring the
Global Model Oversight Committee, which is chaired by the
Group Chief Risk Officer and attended by CEOs of the global
businesses.

e \We incorporated model risk-specific metrics within the Group
risk appetite statement as part of the embedding of model risk
as a risk discipline.

* We enhanced our model risk governance framework while
partnering with the business to help enable more effective
management of model risk in a commercial context. As we
adopt new modelling technologies, we are updating our model
risk management framework and governance standards to help
drive the evolution of the overall governance framework to
ensure best practice.

e \We are refreshing the existing model risk controls to enable
better understanding of control objectives and to provide the
modelling areas with implementation guidance to enhance
effectiveness.

Data management

The Group uses a large number of systems and applications to
support key business processes and operations. As a result, we
often need to reconcile multiple data sources, including customer
data sources, to reduce the risk of error. HSBC, along with other
organisations, also needs to meet external/regulatory obligations
such as the General Data Protection Regulation (‘GDPR’), which
requires implementation of data privacy and protection capabilities
across our customer data systems.

Mitigating actions

e \We continue to improve data quality across a large number of
systems globally. Our data management, aggregation and
oversight continues to strengthen and enhance the
effectiveness of internal systems and processes. We are
implementing data controls for critical processes in the front-
office systems to improve our data capture at the point of entry.
We have achieved our objectives of meeting a ‘largely
compliant’ rating in support of the Basel Committee for
Banking Supervision (BCBS 239) principles.

e Through our global data management framework, we have
commenced embedding governance processes to monitor
proactively the quality of critical customer, product and
transaction data and resolving associated data issues in a
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timely manner. We continue to implement controls to improve
the reliability of data used by our customers and staff.

e We are leveraging our investment in the GDPR initiative to roll
out and implement a global and consistent data privacy
framework.

Areas of special interest

During 2018, a number of areas have been identified and
considered as part of our top and emerging risks because of the
effect they may have on the Group. We have placed particular
focus on the UK withdrawal from the European Union (‘EU’) in this
section.

Process of UK withdrawal from the
European Union

The UK is due to formally leave the EU in March 2019. Before
then, the UK and the EU have to finalise the Article 50 Withdrawal
Agreement, which will need to be approved by their respective
parliaments. A comprehensive trade deal will not be concluded
within this time frame. A period of transition until 31 December
2020 has been agreed between the UK and the EU. However,
there will be no legal certainty until this is enshrined in the
Withdrawal Agreement. To ensure continuity of service,
independent of the outcome of negotiations, our contingency plan
is based on the assumption of a scenario whereby the UK exits the
EU without the existing passporting or regulatory equivalence
framework that supports cross-border business.

Our programme to manage the impact of the UK leaving the EU
was set up in 2017 and now has in excess of 1,000 employees
covering all businesses and functions. It focuses on four main
components: legal entity restructuring; product offering; customer
migrations; and employees.

Legal entity restructuring

The Group currently has branches in seven European Economic
Area ('"EEA’) countries (Belgium, the Netherlands, Luxembourg,
Spain, ltaly, Ireland and Czech Republic), which rely on
passporting out of the UK. Assuming a UK departure from the EU
without the existing passporting or regulatory equivalence
framework that supports cross-border business, this will no longer
be possible. As a result, we have now completed the
establishment of new branches of HSBC France (‘HBFR’), our
primary banking entity authorised in the EU, after receiving
regulatory approval in 2018. We are on track to complete the
business transfer in the first quarter of 2019, and are making good
progress on the operational integration of our EEA branch network
into HBFR.

Product offering

To accommodate for customer migrations and new business after
the UK’s departure from the EU, we are expanding and enhancing
our existing product offering in France, the Netherlands and
Ireland. HBFR's euro clearing capabilities are now available and
further product launches are planned during the first quarter of
2019.

Customer migrations

The UK's departure from the EU is likely to have an impact on our
clients’ operating models, including their working capital
requirements, investment decisions and financial markets
infrastructure access. Our priority is to provide continuity of
service, and while our intention is to minimise the level of change
for our customers, we will be required to migrate some EEA-
incorporated clients from the UK to HBFR, or another EEA entity.
We are in active dialogue with affected clients to make the
transition as smooth as possible. We are organising client events
and communications to provide clients with a better
understanding of these implications.

Employees

The migration of EEA-incorporated clients will require us to
strengthen our local teams in the EU, and France in particular. We
expect the majority of roles to be filled through hires and we have
started a recruitment process. Throughout, our objective is to
minimise the level of change for our people and ensure any
transition is as smooth as possible.

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

Looking beyond the transfer of roles to the EU, we are also
providing support to our UK employees resident in EEA countries
and EEA employees resident in the UK (e.g. on settlement
applications).

Nevertheless, London will continue to be an important global
financial centre and the best location for our global headquarters.
As at 31 December 2018, HSBC employed approximately 39,000
people in the UK.

Across the programme, we have made good progress in terms of
ensuring we are prepared for the UK leaving the EU in the first
quarter of 2019 under the terms described above. However, there
remain execution risks, many of them linked to the uncertain
outcome of negotiations and potentially tight timelines to
implement significant changes to our UK and European operating
models. If these risks materialise, HSBC's clients and employees
are likely to be affected. The exact impact on our clients will
depend on their individual circumstances and, in a worst case
scenario, could include disruption to the provision of products and
services.

We have carried out detailed reviews of our credit portfolios to
determine those sectors and customers most vulnerable to the
UK'’s exit from the EU. For further details, please see ‘Impact of UK
economic uncertainty on ECL’ on page 98.

Risk management

This section describes the enterprise-wide risk management
framework, and the significant policies and practices employed by
HSBC in managing its material risks, both financial and non-
financial.

Our risk management framework

We use an enterprise-wide risk management framework across
the organisation and across all risk types, underpinned by our risk
culture.

The framework fosters continuous monitoring, promotes risk
awareness and encourages sound operational and strategic
decision making. It also ensures a consistent approach to
monitoring, managing and mitigating the risks we accept
and incur in our activities.

The following diagram and descriptions summarise key aspects of
the framework, including governance and structure, our risk
management tools and our risk culture, which together help align
employee behaviour with our risk appetite.
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Key components of our risk management framework

HSBC Values and risk culture

Non-executive risk governance

Risk governance

Executive risk governance

The Board approves the Group's risk appetite, plans and performance
targets. It sets the ‘tone from the top’ and is advised by the Group Risk
Committee and the Financial System Vulnerabilities Committee (see
page 158).

Our executive risk governance structure is responsible for the enterprise-
wide management of all risks, including key policies and frameworks for
the management of risk within the Group (see pages 75 and 77).

Roles and

P Three lines of defence model
responsibilities

Our ‘three lines of defence’ model defines roles and responsibilities for
risk management. An independent Global Risk function helps ensure the
necessary balance in risk/return decisions (see page 75).

Risk appetite

Pieeessss anel tanlls Enterprise-wide risk management tools

Active risk management: identification/assessment,

monitoring, management and reporting

The Group has several processes to identify/assess, monitor, manage
and report risks to ensure we remain within our risk appetite (see pages
74 to0 77).

Policies and procedures

Control activities
Internal controls

Systems and infrastructure

Policies and procedures define the minimum requirements for the
controls required to manage our risks.

The operational risk management framework defines minimum
standards and processes for managing operational risks and internal
controls (see page 84).

The Group has systems and/or processes that support the identification,
capture and exchange of information to support risk management
activities.

Systems and tools

Our risk culture

Risk culture refers to HSBC's norms, attitudes and behaviours
related to risk awareness, risk taking and risk management.

HSBC has long recognised the importance of a strong risk culture,
the fostering of which is a key responsibility of senior executives.
Our risk culture is reinforced by the HSBC Values and our Global
Standards programme. It is instrumental in aligning the behaviours
of individuals with our attitude to assuming and managing risk,
which helps to ensure that our risk profile remains in line with our
risk appetite.

We use clear and consistent employee communication on risk

to convey strategic messages and to set the tone from senior
management and the Board. We also deploy mandatory training
on risk and compliance topics to embed skills and understanding
in order to strengthen our risk culture and reinforce the attitude to
risk in the behaviour expected of employees, as described in our
risk policies.

We operate a global whistleblowing platform, HSBC Confidential,
allowing staff to report matters of concern confidentially. We
also maintain an external email address for concerns about
accounting and internal financial controls or auditing matters
(accountingdisclosures@hsbc.com). The Group has a strict policy
prohibiting retaliation against those who raise their concerns.

All allegations of retaliation reported are escalated to senior
management. For further details on whistleblowing, see page 25.
For details on the governance of our whistleblowing procedures,
see page 158.

Our risk culture is also reinforced by our approach to
remuneration. Individual awards, including those for senior
executives, are based on compliance with the HSBC Values and
the achievement of financial and non-financial objectives,
which are aligned to our risk appetite and global strategy.

For further information on remuneration, see the Directors’ remuneration
report on page 172.

Risk governance

The Board has ultimate responsibility for the effective
management of risk and approves HSBC's risk appetite. It is
advised on risk-related matters by the Group Risk Committee
("GRC’) and the Financial System Vulnerabilities Committee
("FSVC’).

Executive accountability for the ongoing monitoring, assessment
and management of the risk environment and the effectiveness of
the risk management framework resides with the Group Chief Risk
Officer. He is supported by the Risk Management Meeting of the
Group Management Board (‘RMM’).

The management of financial crime risk resides with the Group
Chief Compliance Officer. He is supported by the Financial Crime
Risk Management Meeting, as described under ‘Financial crime
risk management’ on page 85.

Day-to-day responsibility for risk management is delegated

to senior managers with individual accountability for decision
making. All employees have a role to play in risk management.
These roles are defined using the three lines of defence model,
which takes into account the Group's business and functional
structures as described in the following commentary, under '‘Our
responsibilities’.

We use a defined executive risk governance structure to help
ensure appropriate oversight and accountability of risk, which
facilitates reporting and escalation to the RMM. This structure is
summarised in the following table.
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Governance structure for the management of risk

Authority

Risk Management Meeting
of the Group Management
Board

Membership

Group Chief Risk Officer

Chief Legal Officer

Group Chief Executive

Group Chief Financial Officer

All other Group Managing Directors

ies include:

Supporting the Group Chief Risk Officer in exercising Board-delegated risk
management authority

Overseeing the implementation of risk appetite and the enterprise risk
management framework

Forward-looking assessment of the risk environment, analysing possible risk
impacts and taking appropriate action

Monitoring all categories of risk and determining appropriate mitigating action
Promoting a supportive Group culture in relation to risk management and conduct

Global Risk Management
Board

Group Chief Risk Officer

Chief Risk Officers of HSBC's
global businesses and regions
Heads of Global Risk sub-functions

Supporting the Group Chief Risk Officer in providing strategic direction for the
Global Risk function, setting priorities and providing oversight

Overseeing a consistent approach to accountability for, and mitigation of, risk
across the Global Risk function

Global business/regional
risk management meetings

Global business/regional Chief
Risk Officer

Global business/regional Chief
Executive

Global business/regional Chief
Financial Officer

Global business/regional heads

Supporting the Chief Risk Officer in exercising Board-delegated risk management
authority

Forward-looking assessment of the risk environment, analysing the possible risk
impact and taking appropriate action

Implementation of risk appetite and the enterprise risk management framework
Monitoring all categories of risk and determining appropriate mitigating actions
Embedding a supportive culture in relation to risk management and controls

of global functions

The Board committees with responsibility for oversight of risk-related matters are set out on page 158.

Our responsibilities

All employees are responsible for identifying and managing
risk within the scope of their role as part of the three lines of
defence model.

Three lines of defence

To create a robust control environment to manage risks, we use an
activity-based three lines of defence model. This model delineates
management accountabilities and responsibilities for risk
management and the control environment.

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

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

e The second line of defence sets the policy and guidelines
for managing specific risk areas, provides advice and guidance
in relation to the risk, and challenges the first line of defence on
effective risk management.

e The third line of defence is our Internal Audit function,
which provides independent and objective assurance of
the adequacy of the design and operational effectiveness of the
Group's risk management framework and control governance
process.

Global Risk function

We have a Global Risk function, headed by the Group Chief Risk
Officer, which is responsible for the Group’s risk management
framework. This responsibility includes establishing global policy,
monitoring risk profiles, and forward-looking risk identification and
management. Global Risk is made up of sub-functions covering all
risks to our operations. Global Risk forms part of the second line of
defence. It is independent from the global businesses, including
sales and trading functions, to provide challenge, appropriate
oversight and balance in risk/return decisions.

Enterprise-wide risk management tools

The Group uses a range of tools to identify, monitor and manage
risk. The key enterprise-wide risk management tools are as
follows:

Risk appetite

The risk appetite statement (‘RAS’) sets out the aggregate level
and types of risk that HSBC is willing to accept to achieve its
business objectives. It provides a benchmark for business

decisions that are based on balancing risk and return, and making
the best use of our capital. The Group RAS is interlinked with the
Group's strategic and financial plans, as well as remuneration, and
is therefore forward-looking in describing the Group’s desired risk
appetite profile. The RAS consists of qualitative statements and
quantitative metrics, covering financial and non-financial risks and
is formally approved by the Board every six months on the
recommendation of the GRC. It is fundamental to the development
of business line strategies, strategic and business planning, and
senior management balanced scorecards.

At a Group level, performance against the RAS is reported to the
GRMM on a monthly basis so that any actual performance that
falls outside the approved risk appetite is discussed and
appropriate mitigating actions are determined. This reporting
allows risks to be promptly identified and mitigated, and informs
risk-adjusted remuneration to drive a strong risk culture.

Global businesses, regions and strategically important countries
are required to have their own RASs, which are monitored to
ensure they remain aligned with the Group’s. All RASs and
business activities are guided and underpinned by qualitative
principles. Additionally, for key risk areas, quantitative metrics are
defined along with appetite and tolerance thresholds.

Risk map

The Group risk map provides a point-in-time view of the risk
profiles of countries, regions and global businesses across HSBC's
risk taxonomy. It assesses the potential for these risks to have a
material impact on the Group's financial results, reputation and
the sustainability of its business. Risks that have an ‘amber’ or
‘red’ risk rating require monitoring and mitigating action plans to
be either in place or initiated to manage the risk down to
acceptable levels.

Descriptions of our material banking and insurance risks are set out
on page 77.

Top and emerging risks

We use a top and emerging risks process to provide a forward-
looking view of issues with the potential to threaten the execution
of our strategy or operations over the medium to long term.

We proactively assess the internal and external risk environment,
as well as review the themes identified across our regions and
global businesses, for any risks that may require global escalation,
updating our top and emerging risks as necessary.

We define a "top risk’ as a thematic issue that may form and
crystallise in between six months and one year, and that has
the potential to materially affect the Group’s financial results,
reputation or business model. It may arise across any combination
of risk types, regions or global businesses. The impact may be well
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understood by senior management and some mitigating actions
may already be in place. Stress tests of varying granularity may
also have been carried out to assess the impact.

An ‘emerging risk’ is a thematic issue with large unknown
components that may form and crystallise beyond a one-year time
horizon. If it were to materialise, it could have a material effect on
the Group's long-term strategy, profitability and/or reputation.
Existing mitigation plans are likely to be minimal, reflecting the
uncertain nature of these risks at this stage. Some high-level
analysis and/or stress testing may have been carried out to assess
the potential impact.

Our current top and emerging risks are discussed on page 69.
Stress testing

HSBC operates a wide-ranging stress testing programme that
supports our risk management and capital planning. It includes
execution of stress tests mandated by our regulators. Our stress
testing is supported by dedicated teams and infrastructure, and is
overseen at the most senior levels of the Group.

Our stress testing programme assesses our capital strength
through a rigorous examination of our resilience to external
shocks. It also helps us understand and mitigate risks and informs
our decisions about capital levels. As well as undertaking
regulatory-driven stress tests, we conduct our own internal stress
tests.

Many of our regulators — including the Bank of England (‘BoE’),
the Federal Reserve Board ('FRB’) and the Hong Kong Monetary
Authority ("HKMA') — use stress testing as a prudential regulatory
tool, and the Group has focused significant governance and
resources to meet their requirements.

Bank of England stress test results for 2018

The annual cyclical scenario ("ACS’) used in the BoE's 2018 stress
test was the same as that used in 2017 to allow the BoE to isolate
the impact on the stress results of the introduction of IFRS 9 in
2018. The scenario specified a global downturn with severe effects
in the UK, US, Hong Kong and mainland China, which accounted
for approximately two-thirds of HSBC's RWAs at the end of 2017.
We estimated that the economic shock to global GDP in this
scenario was about as severe as in the global financial crisis of
2007-2009, but with a greater impact on emerging markets. In
this scenario for example, there was a 1.2% contraction in the
Chinese economy in the first year. In addition, the ACS featured a
32% depreciation of sterling in the first year and a rise of UK base
rates to 4%.

The assumed GDP growth rates are detailed in the following table.

2017 2018 2019 2020

% % % %

UK 1.6 4.7) 0.7 1.4
us 25 (3.5) 0.7 14
Mainland China 6.8 (1.2) 3.7 5.0
Hong Kong 3.3 (7.9) 1.1 2.3

Source: Bank of England.
PRA assumed GDP growth rates are shown in terms of fourth quarter on fourth
quarter annual changes

In 2018, the results for HSBC as published by the BoE showed that
our capital ratios, after taking account of CRD IV restrictions and
strategic management actions, exceeded the BoE's requirements
on both an IFRS 9 transitional and non-transitional basis.

This outcome reflected our strong capital position, conservative
risk appetite and diversified geographical and business mix.

The following table shows the results of the stress test for the past
three years, and reflects HSBC's resilience. From a starting CET1
ratio of 14.6% at the end of 2017, the BoE's 2018 stress test
results showed a projected minimum stressed CET1 ratio of 9.1%
on an IFRS 9 transitional basis, after the impact of strategic
management actions.

Results of Bank of England stress tests for the past three years

2018 2017 2016

% % %

CET1 ratio at scenario start point 14.6 13.6 11.9
Minimum stressed CET1 ratio after

strategic management actions 9.1 8.9 9.1

Fall in CET1 ratio 5.5 4.7 2.8

Source: Bank of England.
Data is presented in terms of the minimum CET1 ratio on an IFRS 9 transitional
basis, reached net of strategic management actions.

Internal stress tests are an important element in our risk
management and capital management frameworks. Our capital
plan is assessed through a range of stress scenarios that explore
risks identified by management. They include potential adverse
macroeconomic, geopolitical and operational risk events, and
other potential events that are specific to HSBC. The selection of
scenarios reflects our top and emerging risks identification
process and our risk appetite. Stress testing analysis helps
management understand the nature and extent of vulnerabilities to
which the Group is exposed. Using this information, management
decides whether risks can or should be mitigated through
management actions or, if they were to crystallise, should be
absorbed through capital. This in turn informs decisions about
preferred capital levels.

A particular area of focus during the year has been the analysis of
the potential impact of a range of outcomes relating to the UK'’s
exit from the EU. As part of our internal stress testing programme,
a number of internal macroeconomic and event-driven scenarios
were considered to support management’s planning for, and
assessment of, the impact of the UK'’s exit. In addition, the BoE
judged the severity of the 2018 ACS sufficient to encompass
outcomes based on a disorderly departure from the EU.

We conduct reverse stress tests each year at Group and, where
required, subsidiary entity level in order to understand which
potential extreme conditions would make our business model non-
viable. Reverse stress testing identifies potential stresses and
vulnerabilities we might face, and helps inform early warning
triggers, management actions and contingency plans designed to
mitigate risks.

In addition to the Group-wide stress testing scenarios, each major
HSBC subsidiary conducts regular macroeconomic and event-
driven scenario analyses specific to its region. They also
participate, as required, in the regulatory stress testing
programmes of the jurisdictions in which they operate, such as the
Comprehensive Capital Analysis and Review and Dodd-Frank Act
stress test programmes in the US, and the stress tests of the
HKMA. Global functions and businesses also perform bespoke
stress testing to inform their assessment of risks in potential
scenarios.

The Group stress testing programme is overseen by the GRC and
results are reported, where appropriate, to the RMM and GRC.
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Our material banking and insurance risks

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

Description of risks — banking operations

Arising from Measurement, monitoring and management of risk e
Credit risk (see page 79) 8
Credit risk is the risk of financial Credit risk arises Credit risk is: £
loss if a customer or counterparty principally from direct e measured as the amount that could be lost if a customer or counterparty fails to K}
fails to meet an obligation under a  lending, trade finance and make repayments; g
contract. leasing business, but also  ® monitored using various internal risk management measures and within limits b

from certain other approved by individuals within a framework of delegated authorities; and =]

products such as * managed through a robust risk control framework, which outlines clear 2

guarantees and and consistent policies, principles and guidance for risk managers.

derivatives.

Liquidity and funding risk (see page 80)
Liquidity risk is the risk that we do  Liquidity risk arises from Liquidity and funding risk is:

not have sufficient financial mismatches in the timing e measured using a range of metrics, including liquidity coverage ratio and net stable

resources to meet our obligations of cash flows. funding ratio;

as they fall due or that we can only Funding risk arises when e assessed through the internal liquidity adequacy assessment process (‘ILAAP’);

do so at an excessive cost. illiquid asset positions * monitored against the Group's liquidity and funding risk framework; and

Funding risk is the risk that funding cannot be funded at the * managed on a stand-alone basis with no reliance on any Group entity (unless pre- %
considered to be sustainable, and expected terms and when committed) or central bank unless this represents routine established business-as- S
therefore used to fund assets, is required. usual market practice. g
not sustainable over time. =
Market risk (see page 81) g
Market risk is the risk that Exposure to market risk is  Market risk is: g
movements in market factors, such separated into two * measured using sensitivities, value at risk ("VaR’) and stress testing, giving a detailed ir

as foreign exchange rates, interest ﬁg;t_ft?ggis,;gad'ng and picture of potential gains and losses for a range of market movements and scenarios,

rates, credit spreads, equity prices  parket risk exposures as well as tail risks over specified time horizons;

and commodity prices, will reduce arising from our insurance  ® monitored using VaR, stress testing and other measures, including the sensitivity of

our income or the value of our operations are discussed net interest income and the sensitivity of structural foreign exchange; and

portfolios. on page 145. * managed using risk limits approved by the RMM and the risk management meeting
in various global businesses.

Operational risk (see page 84)

Operational risk is the risk to Operational risk arises Operational risk is: 8
achieving our strategy or objectives from day-to-day operations ® measured using the risk and control assessment process, which assesses the level of %
as a result of inadequate or failed or external events, and is risk and the effectiveness of controls, and is also measured for economic capital =
internal processes, people and relevant to every aspect of management using risk event losses and scenario analysis; g
systems or from external events. our business. * monitored using key indicators and other internal control activities; and o
Regulatory compliance risk ® managed primarily by global business and functional managers who identify and o
and financial crime assess risks, implement controls to manage them and monitor the effectiveness of %
compliance risk are these controls using the operational risk management framework. 5
discussed below. 2
Regulatory compliance risk (see page 84) 8
Regulatory compliance risk is the Regulatory compliance risk Regulatory compliance risk is:
risk that we fail to observe the is part of operational risk, e measured by reference to identified metrics, incident assessments, regulatory
letter and spirit of all relevant laws, and arises from the risks feedback and the judgement and assessment of our regulatory compliance teams;
codes, rules, regulations and associated with breaching e monitored against the first line of defence risk and control assessments, the results of
standards of good market practice, our duty to clients and the monitoring and control assurance activities of the second line of defence
and incur fines and penalties and other counterparties, functions, and the results of internal and external audits and regulatory inspections;
suffer damage to our business as inappropriate market and %)
a consequence. conduct and breaching * managed by establishing and communicating appropriate policies and procedures, g
other regulatory training employees in them, and monitoring activity to help ensure their observance. =
requirements. Proactive risk control and/or remediation work is undertaken where required. Q
@©
=
Financial crime risk (see page 85) f
Financial crime risk is the risk that ~ Financial crime risk is part ~ Financial crime risk is: .g
we knowingly or unknowingly help of operational risk and * measured by reference to identified metrics, incident assessments, regulatory c
parties to commit or to further arises from day-to-day feedback and the judgement and assessment of our financial crime risk teams; g
potentially illegal activity through banking operations. * monitored against our financial crime risk appetite statements and metrics, the [
HSBC. results of the monitoring and control activities of the second line of defence
functions, and the results of internal and external audits and regulatory inspections;
and
* managed by establishing and communicating appropriate policies and procedures,
training employees in them, and monitoring activity to help ensure their observance.
Proactive risk control and/or remediation work is undertaken where required. -
.©
=
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=
=
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Description of risks — banking operations (continued)

Arising from

Measurement, monitoring and management of risk

Other material risks

Reputational risk (see page 86)

Reputational risk is the risk of Primary reputational risks
failing to meet stakeholder arise directly from an
expectations as a result of any action or inaction by
event, behaviour, action or HSBC, its employees or
inaction, either by HSBC, our associated parties that are
employees or those with whom we not the consequence of
are associated. another type of risk.

Secondary reputational
risks are those arising
indirectly and are a result
of a failure to control any
other risks.

Reputational risk is:

* measured by reference to our reputation as indicated by our dealings with all relevant
stakeholders, including media, regulators, customers and employees;

e monitored through a reputational risk management framework that is integrated into
the Group's broader risk management framework; and

* managed by every member of staff, and covered by a number of policies and
guidelines. There is a clear structure of committees and individuals charged with
mitigating reputational risk.

Pension risk (see page 87)

Pension risk is the risk of increased Pension risk arises from

costs to HSBC from offering post-  investments delivering an

employment benefit plans to its inadequate return, adverse

employees. changes in interest rates
or inflation, or members
living longer than
expected. Pension risk
also includes operational
and reputational risk of
sponsoring pension plans.

Pension risk is:

* measured in terms of the scheme’s ability to generate sufficient funds to meet the
cost of their accrued benefits;

* monitored through the specific risk appetite that has been developed at both Group
and regional levels; and

* managed locally through the appropriate pension risk governance structure and
globally through the Global Pensions Oversight Forum and ultimately the RMM.

Sustainability risk (see page 87)
Sustainability risk is the risk that Sustainability risk arises
financial services provided to from the provision of
customers by the Group indirectly  financial services to
result in unacceptable impacts on ~ companies or projects that
people or the environment. indirectly result
in unacceptable impacts
on people or on the
environment.

Sustainability risk is:

* measured by assessing the potential sustainability effect of a customer’s activities
and assigning a sustainability risk rating to all high-risk transactions;

* monitored quarterly by the RMM and monthly by the Group's sustainability risk
function; and

* managed using sustainability risk policies covering project finance lending and
sector-based sustainability policies for sectors and themes with potentially large
environmental or social impacts.

Our insurance manufacturing subsidiaries are regulated separately Group oversight. Our insurance operations are also subject to
from our banking operations. Risks in our insurance entities are some of the same risks as our banking operations, which are

managed using methodologies and processes that are subj

ect to covered by the Group's risk management processes.

Description of risks — insurance manufacturing operations

Financial risk (see page 145)

Measurement, monitoring and management of risk

Our ability to effectively match Exposure to financial risk Financial risk is:

liabilities arising under insurance arises from: e measured (i) for credit risk, in terms of economic capital and the amount that
contracts with the asset portfolios e market risk affecting the fair could be lost if a counterparty fails to make repayments; (ii) for market risk, in
that back them is contingent on values of financial assets or terms of economic capital, internal metrics and fluctuations in key financial

the management of financial risks their future cash flows; variables; and (iii) for liquidity risk, in terms of internal metrics including stressed
and the extent to which these are e credit risk; and operational cash flow projections;

borne by policyholders. e liquidity risk of entities e monitored through a framework of approved limits and delegated authorities; and

being unable to
make payments to
policyholders as they
fall due.

* managed through a robust risk control framework, which outlines clear and
consistent policies, principles and guidance. This includes using product design,
asset liability matching and bonus rates.

Insurance risk (see page 146)

Insurance risk is the risk that, over  The cost of claims and benefits Insurance risk is:

time, the cost of insurance policies can be influenced by many

e measured in terms of life insurance liabilities and economic capital allocated to

written, including claims and factors, including mortality and insurance underwriting risk;

benefits, may exceed the total morbidity experience, as well
amount of premiums and as lapse and surrender rates.
investment income received.

e monitored through a framework of approved limits and delegated authorities; and

* managed through a robust risk control framework, which outlines clear and
consistent policies, principles and guidance. This includes using product design,
underwriting, reinsurance and claims-handling procedures.
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Credit risk management

Details of changes in our credit risk profile in 2018 can be found on page 88,
in ‘Key developments and risk profile in 2018".

There were no material changes to the policies and practices
for the management of credit risk in 2018.

Adoption of IFRS 9 ‘Financial Instruments’

HSBC adopted the requirements of IFRS 9 ‘Financial Instruments’
on 1 January 2018, with the exception of the provisions relating to
the presentation of gains and losses on financial liabilities
designated at fair value, which were adopted on 1 January 2017.

The adoption of IFRS 9 did not result in any significant change to
HSBC's business model, or that of our four global businesses. This
included our strategy, country presence, product offerings and
target customer segments.

We have established credit risk management processes and we
actively assess the impact of economic developments in key
markets on specific customers, customer segments or portfolios. If
we foresee changes in credit conditions, we take mitigating action,
including the revision of risk appetites or limits and tenors, as
appropriate. In addition, we continue to evaluate the terms under
which we provide credit facilities within the context of individual
customer requirements, the quality of the relationship, local
regulatory requirements, market practices and our local market
position.

As a result of IFRS 9 adoption, management has additional insight
and measures not previously utilised which, over time, may
influence our risk appetite and risk management processes.

IFRS 9 process

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

Modelling and data

Prior to the implementation of IFRS 9, the Risk function had pre-
existing Basel and behavioural scorecards in most geographies.
These were then enhanced or supplemented to address the IFRS 9
requirements, with the appropriate governance and independent
review.

Implementation

A centralised impairment engine performs the expected credit loss
(‘ECL’) calculation using data, which is subject to a number of
validation checks and enhancements, from a variety of client,
finance and risk systems. Where possible, these checks and
processes are performed in a globally consistent and centralised
manner.

Governance

A series of regional management review forums has been
established in key sites and regions in order to review and approve
the impairment results. Regional management review forums have
representatives from Credit Risk and Finance. The key site and
regional approvals are reported up to the global business
impairment committee for final approval of the Group’s ECL for
the period. Required members of the committee are the global
heads of Wholesale Credit, Market Risk, and Retail Banking and
Wealth Management (‘RBWM') Risk, as well as the global
business CFOs and the Group Chief Accounting Officer.

Credit risk sub-function
(Audited)

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

The principal objectives of our credit risk management are:

e to maintain across HSBC a strong culture of responsible
lending, and robust risk policies and control frameworks;

e to both partner and challenge our businesses in defining,
implementing and continually re-evaluating our risk appetite
under actual and scenario conditions; and

® to ensure there is independent, expert scrutiny of credit risks,
their costs and their mitigation.

Concentration of exposure
(Audited)

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. We use a number of controls and measures to
minimise undue concentration of exposure in our portfolios across
industries, countries and global businesses. These include portfolio
and counterparty limits, approval and review controls, and stress
testing.

Credit quality of financial instruments
(Audited)

Our risk rating system facilitates the internal ratings-based
approach under the Basel framework adopted by the Group to
support the calculation of our minimum credit regulatory capital
requirement.

The five credit quality classifications each encompass a range of
granular internal credit rating grades assigned to wholesale and
retail lending businesses, and the external ratings attributed by
external agencies to debt securities.

For debt securities and certain other financial instruments,
external ratings have been aligned to the five quality classifications
based upon the mapping of related customer risk rating (‘CRR’) to
external credit rating.

Wholesale lending

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

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

Retail lending

Previously, we disclosed retail lending credit quality under IAS 39,
which was based on expected-loss percentages. Now, retail
lending credit quality is disclosed on an IFRS 9 basis, which is
based on a 12-month point-in-time (‘PIT’) probability-weighted
probability of default (‘"PD’).
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Credit quality classification

Sovereign debt Other debt
securities securities Wholesale lending
and bills and bills and derivatives Retail lending
12-month Basel 12 month
External credit External credit Internal credit probability of Internal credit probability-
Footnotes rating rating rating default % rating weighted PD %
Quality classification

Strong 1,2 BBB and above A- and above CRR 1 to CRR 2 0-0.169 Band 1 and 2 0.000 - 0.500
Good BBB- to BB BBB+ to BBB- CRR 3 0.170 - 0.740 Band 3 0.501 - 1.500

BB- to B and BB+ to B and
Satisfactory unrated unrated CRR 4 to CRR 5 0.741-4.914 Band 4 and 5 1.501 - 20.000
Sub-standard B-to C B-to C CRR6to CRR8 4.915-99.999 Band 6 20.001 - 99.999
Credit impaired Default Default CRR 9 to CRR 10 100 Band 7 100

For footnotes, see page 147.

Quality classification definitions

e ‘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 demonstrate a good capacity to meet financial commitments, with low default risk.
e ‘Satisfactory’ exposures require closer monitoring and demonstrate an average-to-fair capacity to meet financial commitments, with moderate default

risk.

* ‘Sub-standard’ exposures require varying degrees of special attention and default risk is of greater concern.
e ‘Credit-impaired’ exposures have been assessed as described on Note 1.2(d) on the Financial Statements.

Renegotiated loans and forbearance
(Audited)

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

A loan is classed as ‘renegotiated’ when we modify the
contractual payment terms on concessionary terms because we
have significant concerns about the borrowers’ ability to meet
contractual payments when due.

Non-payment-related concessions (e.g. covenant waivers), while
potential indicators of impairment, do not trigger identification as
renegotiated loans.

Loans that have been identified as renegotiated retain this
designation until maturity or derecognition.

For details of our policy on derecognised renegotiated loans, see
Note 1.2(d) on the Financial Statements.

Credit quality of renegotiated loans

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

Those loans that are considered credit impaired retain this
classification for a minimum of one year. Renegotiated loans will
continue to be disclosed as credit impaired until there is sufficient
evidence to demonstrate a significant reduction in the risk of non-
payment of future cash flows (the evidence typically comprises a
history of payment performance against the original or revised
terms), and there is no other objective evidence of credit
impairments. For retail lending generally, renegotiated loans retain
this classification until maturity or write-off.

Renegotiated loans and recognition of expected credit
losses

(Audited)

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

Impairment assessment
(Audited)

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

Write-off of loans and advances
(Audited)

For details of our policy on the write-off of loans and advances,
see Note 1.2(d) on the Financial Statements.

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

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

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

There are exceptions in a few countries where local regulation or
legislation constrain earlier write-off, or where the realisation of
collateral for secured real estate lending takes more time. In the
event of bankruptcy or analogous proceedings, write-off may
occur earlier than the maximum periods stated above. Collection
procedures may continue after write-off.

Liquidity and funding risk management

Details of HSBC's liquidity and funding risk management framework ("LFRF’)
can be found in the Group’s Pillar 3 Disclosures at 31 December 2018.

Liquidity and funding risk management framework

The LFRF aims to allow us to withstand very severe liquidity
stresses. It is designed to be adaptable to changing business
models, markets and regulations. The Group Treasurer, who
reports to the Group Chief Financial Officer, has responsibility for
the oversight of the LFRF. Asset, Liability and Capital Management
("ALCM’) teams are responsible for the application of the LFRF at a
local operating entity level. This comprises the following elements:
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* stand-alone management of liquidity and funding by operating
entity;

e minimum liquidity coverage ratio ('LCR’) requirement;
e minimum net stable funding ratio (‘NSFR’) requirement;
* legal entity depositor concentration limit;

e three-month and 12-month cumulative rolling term contractual
maturity limits covering deposits from banks, deposits from
non-bank financial institutions and securities issued;

e annual individual liquidity adequacy assessment by principal
operating entity;

e minimum LCR requirement by currency;

e management and monitoring of intra-day liquidity;
e liquidity funds transfer pricing; and

e forward-looking funding assessments.

Risk governance and oversight

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

e Group, regional and entity level Asset and Liability
Management Committees (‘ALCOs’).

e Annual internal liquidity adequacy assessment process
(‘ILAAP’) for principal operating entities used to validate risk
tolerance and set risk appetite.

Liquidity and funding are predominantly managed at an entity
level. Where appropriate, management may be expanded to cover
a consolidated group of legal entities or narrowed to a principal
office (branch) of a wider legal entity to reflect the management
under internal or regulatory definitions.

The RMM reviews and agrees annually the list of countries, legal
entities or consolidated groups it directly oversees and the
composition of these entities. This list forms the basis of liquidity
and funding risk disclosures.

There were no material changes to the policies and practices for
the management of liquidity and funding risk in 2018.

HSBC Holdings

HSBC Holdings’ primary sources of liquidity are dividends received
from subsidiaries, interest on and repayment of intra-Group loans
and securities, and interest earned on its own liquid funds. HSBC
Holdings also raises funds in the debt capital markets to meet the
Group’s minimum requirement for own funds and eligible
liabilities. HSBC Holdings uses this liquidity to meet its obligations,
including interest and principal repayments on external debt
liabilities, operating expenses and collateral on derivative
transactions.

HSBC Holdings is also subject to contingent liquidity risk by virtue
of credit-related commitments and guarantees and similar
contracts issued relating to its subsidiaries. Such commitments
and guarantees are only issued after due consideration of HSBC
Holdings’ ability to finance the commitments and guarantees and
the likelihood of the need arising.

HSBC Holdings actively manages the cash flows from its
subsidiaries to optimise the amount of cash held at the holding
company level. During 2018, consistent with the Group’s capital
plan, the Group's subsidiaries did not experience any significant
restrictions on paying dividends or repaying loans and advances.
Also, there are no foreseen restrictions envisaged with regard to
planned dividends or payments. However, the ability of
subsidiaries to pay dividends or advance monies to HSBC
Holdings depends on, among other things, their respective local
regulatory capital and banking requirements, exchange controls,
statutory reserves, and financial and operating performance.

HSBC Holdings currently has sufficient liquidity to meet its present
requirements.

Market risk management

Details of changes in our market risk profile in 2018 can be found on page 88,
in ‘Key developments and risk profile in 2018’

There were no material changes to our policies and practices for
the management of market risk in 2018.

Market risk in global businesses

The following diagram summarises the main business areas where
trading and non-trading market risks reside, and the market risk
measures used to monitor and limit exposures.

Trading risk Non-trading risk

* Foreign exchange and
commodities

* Interest rates
e Credit spreads
e Equities

e Structural foreign
exchange

* Interest rates®
e Credit spreads

Risk types

GB&M, BSM*, GPB, CMB

4
GB&M and BSM 'and RBWM

Global business

VaR | Sensitivity | Stress

VaR | Sensitivity | Stress
testing i

Risk measure
testing

For footnotes, see page 147.

Where appropriate, we apply similar risk management policies and
measurement techniques to both trading and non-trading
portfolios. Our objective is to manage and control market risk
exposures to optimise return on risk while maintaining a market
profile consistent with our established risk appetite.

The nature of the hedging and risk mitigation strategies performed
across the Group corresponds to the market risk management
instruments available within each operating jurisdiction. These
strategies range from the use of traditional market instruments,
such as interest rate swaps, to more sophisticated hedging
strategies to address a combination of risk factors arising at the
portfolio level.

HSBC Holdings plc Annual Report and Accounts 2018 81

Strategic Report

2
ks
>
()
oc
©
(O]
=
@©
=
L

Corporate Governance

Financial Statements

Shareholder Information



Report of the Directors | Risk

Market risk governance
(Audited)

Market risk is managed and controlled through limits approved by the RMM for HSBC Holdings. These limits are allocated across

business lines and to the Group's legal entities.

HSBC Holdings Board

Group Chairman/
Group Chief Executive

General
measures
Risk Management
Meeting of the GMB e Jeife
supervision of the local ALCO.
Group traded risk
Entity risk management of our in-house risk models.
committee
Specific o .
measures s e e the Markets MOC.

Business/desk/trader

GB&M manages market risk, where the majority of HSBC's total VaR (excluding insurance) and almost all
trading VaR resides, using risk limits approved by the RMM. VaR limits are set for portfolios, products and risk
types, with market liquidity being a primary factor in determining the level of limits set. Global Risk is
responsible for setting market risk management policies and measurement techniques.

Each major operating entity has an independent market risk management and control sub-function, which
is responsible for measuring market risk exposures, monitoring and reporting these exposures against the
prescribed limits on a daily basis. The market risk limits are governed according to the framework illustrated to

Each operating entity is required to assess the market risks arising on each product in its business and to
transfer them to either its local GB&M unit for management, or to separate books managed under the

Model risk is governed through Model Oversight Committees (‘MOCs’) at the regional and global Wholesale
Credit and Market Risk levels. They have direct oversight and approval responsibility for all traded risk models
used for risk measurement and management and stress testing. We are committed to the ongoing development

The Markets MOC reports into the Group MOC, which oversees all model risk types at Group level. The
Group MOC informs the RMM about material issues at least twice a year. The RMM is the Group's ‘Designated
Committee’, according to regulatory rules, and has delegated day-to-day governance of all traded risk models to

Global Risk enforces trading in permissible instruments approved for each site, new product approval
procedures, restricting trading in the more complex derivative products (which are only allowed in offices with
appropriate levels of product expertise), and robust control systems.

Market risk measures
Monitoring and limiting market risk exposures

Our objective is to manage and control market risk exposures
while maintaining a market profile consistent with our risk
appetite.

We use a range of tools to monitor and limit market risk exposures
including sensitivity analysis, VaR and stress testing.

Sensitivity analysis

Sensitivity analysis measures the impact of individual market
factor movements on specific instruments or portfolios, including
interest rates, foreign exchange rates and equity prices, such as
the effect of a one basis point change in yield. We use sensitivity
measures to monitor the market risk positions within each risk
type. Sensitivity limits are set for portfolios, products and risk
types, with the depth of the market being a principal factor in
determining the level.

Value at risk
(Audited)

Value at risk (‘VaR’) is a technique for estimating potential losses
on risk positions as a result of movements in market rates and
prices over a specified time horizon and to a given level of
confidence. The use of VaR is integrated into market risk
management and calculated for all trading positions regardless of
how we capitalise them. Where there is not an approved internal
model, we use the appropriate local rules to capitalise exposures.
In addition, we calculate VaR for non-trading portfolios to have a
complete picture of risk. Where we do not calculate VaR explicitly,
we use alternative tools as summarised in the ‘Stress testing’
section below.

Our models are predominantly based on historical simulation that
incorporates the following features:

e historical market rates and prices, which are calculated with
reference to foreign exchange rates, commodity prices, interest
rates, equity prices and the associated volatilities;

e potential market movements utilised for VaR, which are
calculated with reference to data from the past two years; and

¢ VaR measures, which are calculated to a 99% confidence level
and use a one-day holding period.

The models also incorporate the effect of option features on the
underlying exposures. The nature of the VaR models means that
an increase in observed market volatility will lead to an increase in
VaR without any changes in the underlying positions.

VaR model limitations

Although a valuable guide to risk, VaR should always be viewed in
the context of its limitations. For example:

e Use of historical data as a proxy for estimating future events
may not encompass all potential events, particularly extreme
ones.

e The use of a holding period assumes that all positions can
be liquidated or the risks offset during that period, which may
not fully reflect the market risk arising at times of severe
illiquidity, when the holding period may be insufficient to
liquidate or hedge all positions fully.

e The use of a 99% confidence level does not take into account
losses that might occur beyond this level of confidence.

e VaR is calculated on the basis of exposures outstanding at the
close of business and therefore does not necessarily reflect
intra-day exposures.

Risk not in VaR framework

The risks not in VaR ('RNIV’) framework aims to capture and
capitalise material market risks that are not adequately covered in
the VaR model.

Risk factors are reviewed on a regular basis and are either
incorporated directly in the VaR models, where possible, or
quantified through the VaR-based RNIV approach or a stress test
approach within the RNIV framework. The outcome of the VaR-
based RNIV approach is included in the overall VaR calculation but
excluded from the VaR measure used for regulatory back-testing.
In addition, a stressed VaR RNIV is computed for the risk factors
considered in the VaR-based RNIV approach.

Stress-type RNIVs include a gap risk exposure measure, to capture
risk on non-recourse margin loans, and a de-peg risk measure, to
capture risk to pegged and heavily-managed currencies.

Stress testing

Stress testing is an important procedure that is integrated into our
market risk management framework to evaluate the potential
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impact on portfolio values of more extreme, although plausible,
events or movements in a set of financial variables. In such
scenarios, losses can be much greater than those predicted by
VaR modelling.

Stress testing is implemented at legal entity, regional and overall
Group levels. A set of scenarios is used consistently across all
regions within the Group. Scenarios are tailored to capture the
relevant potential events or market movements at each level. The
risk appetite around potential stress losses for the Group is set and
monitored against referral limits.

Market risk reverse stress tests are designed to identify
vulnerabilities in our portfolios by looking for scenarios that lead to
loss levels considered severe for the relevant portfolio. These
scenarios may be quite local or idiosyncratic in nature, and
complement the systematic top-down stress testing.

Stressed VaR and stress testing, together with reverse stress
testing and the management of gap risk, provide management
with insights regarding the ‘tail risk’ beyond VaR, for which
HSBC's appetite is limited.

Trading portfolios
Back-testing

We routinely validate the accuracy of our VaR models by back-
testing them against both actual and hypothetical profit and loss
against the corresponding VaR numbers. Hypothetical profit and
loss excludes non-modelled items such as fees, commissions and
revenue of intra-day transactions.

We would expect, on average, to see two or three profits and two
or three losses in excess of VaR at the 99% confidence level over a
one-year period. The actual number of profits or losses in excess
of VaR over this period can therefore be used to gauge how well
the models are performing.

We back-test our VaR at various levels of our Group entity
hierarchy.

Structural foreign exchange exposures

Structural foreign exchange exposures represent net investments
in subsidiaries, branches and associates, the functional currencies
of which are currencies other than the US dollar. An entity’s
functional currency is normally that of the primary economic
environment in which the entity operates.

Exchange differences on structural exposures are recognised in
‘Other comprehensive income’. We use the US dollar as our
presentation currency in our consolidated financial statements
because the US dollar and currencies linked to it form the major
currency bloc in which we transact and fund our business. Our
consolidated balance sheet is, therefore, affected by exchange
differences between the US dollar and all the non-US dollar
functional currencies of underlying subsidiaries.

Our structural foreign exchange exposures are managed with the
primary objective of ensuring, where practical, that our
consolidated capital ratios and the capital ratios of individual
banking subsidiaries are largely protected from the effect of
changes in exchange rates. We hedge structural foreign exchange
exposures only in limited circumstances.

For further details of our structural foreign exchange exposures,
please see page 139.

Interest rate risk in the banking book
Overview

Interest rate risk in the banking book is the risk of an adverse
impact to earnings or capital due to changes in market interest
rates. It is generated by our non-traded assets and liabilities,
specifically loans, deposits and financial instruments that are not
held for trading intent or that are held in order to hedge positions
held with trading intent. This risk is monitored and controlled by
the ALCM function. Interest rate risk in the banking book is
transferred to and managed by Balance Sheet Management
(‘BSM’), and also monitored by Wholesale Market Risk, Product
Control and ALCM functions with reference to established risk
appetites.

Governance and structure

The ALCM function monitors and controls non-traded interest rate
risk. This includes reviewing and challenging the business prior to
the release of new products and in respect of proposed
behavioural assumptions used for hedging activities. The ALCM
function is also responsible for maintaining and updating the
transfer pricing framework, informing the ALCO of the Group’s
overall banking book interest rate risk exposure and managing the
balance sheet in conjunction with BSM.

BSM manages the banking book interest rate positions transferred
to it within the market risk limits approved by RMM. Effective
governance of BSM is supported by the dual reporting lines it has
to the Chief Executive Officer of GB&M and to the Group
Treasurer, with Risk acting as a second line of defence. The global
businesses can only transfer non-trading assets and liabilities to
BSM provided BSM can economically hedge the risk it receives.
Hedging is generally executed through interest rate derivatives or
fixed-rate government bonds. Any interest rate risk that BSM
cannot economically hedge is not transferred and will remain
within the global business where the risks originate.

Measurement of interest rate risk in the banking book

The ALCM function uses a number of measures to monitor and
control interest rate risk in the banking book, including:

* non-traded VaR;

® net interest income sensitivity; and
e economic value of equity (‘"EVE’).
Non-traded VaR

Non-traded VaR uses the same models as those used in the
trading book and excludes both HSBC Holdings and the elements
of risk that are not transferred to BSM.

NII sensitivity

A principal part of our management of non-traded interest rate risk
is to monitor the sensitivity of expected net interest income (‘NII’)
under varying interest rate scenarios (i.e. simulation modelling),
where all other economic variables are held constant. This
monitoring is undertaken at an entity level by local ALCOs, where
entities forecast both one-year and five-year net interest income
sensitivities across a range of interest rate scenarios.

Projected net interest income sensitivity figures represent the
effect of pro forma movements in projected yield curves based on
a static balance sheet size and structure. The exception to this is
where the size of the balances or repricing is deemed interest rate
sensitive, for example, non-interest-bearing current account
migration and fixed-rate loan early prepayment. These sensitivity
calculations do not incorporate actions that would be taken by
BSM or in the business units to mitigate the effect of interest rate
movements.

The net interest income sensitivity calculations assume that
interest rates of all maturities move by the same amount in the
‘up-shock’ scenario. Rates are not assumed to become negative in
the ‘down-shock’ scenario unless the central bank rate is already
negative. In these cases, rates are not assumed to go further
negative, which may, in certain currencies, effectively result in
non-parallel shock. In addition, the net interest income sensitivity
calculations take account of the effect of anticipated differences in
changes between interbank and internally determined interest
rates, where the entity has discretion in terms of the timing and
extent of rate changes.

Tables showing our calculations of net interest income sensitivity
can be found on page 139.

Economic value of equity

Economic value of equity (‘EVE’) represents the present value of
the future banking book cash flows that could be distributed to
equity providers under a managed run-off scenario. This equates
to the current book value of equity plus the present value of future
net interest income in this scenario. EVE can be used to assess the
economic capital required to support interest rate risk in the
banking book ('IRRBB’). An EVE sensitivity is the extent to which
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the EVE value will change due to a pre-specified movements in
interest rates, where all other economic variables are held
constant. Operating entities are required to monitor EVE sensitivity
as a percentage of capital resources.

HSBC Holdings

As a financial services holding company, HSBC Holdings has
limited market risk activities. Its activities predominantly involve
maintaining sufficient capital resources to support the Group's
diverse activities; allocating these capital resources across the
Group's businesses; earning dividend and interest income on its
investments in the businesses; payment of operating expenses;
providing dividend payments to its equity shareholders and
interest payments to providers of debt capital; and maintaining a
supply of short-term liquid assets for deployment under
extraordinary circumstances.

The main market risks to which HSBC Holdings is exposed

are banking book interest rate risk and foreign currency risk.
Exposure to these risks arises from short-term cash balances,
funding positions held, loans to subsidiaries, investments in long-
term financial assets and financial liabilities including debt capital
issued. The objective of HSBC Holdings' market risk management
strategy is to reduce exposure to these risks and minimise
volatility in capital resources, cash flows and distributable
reserves. Market risk for HSBC Holdings is monitored by Holdings
ALCO in accordance with its risk appetite statement.

HSBC Holdings uses interest rate swaps and cross-currency
interest rate swaps to manage the interest rate risk and foreign
currency risk arising from its long-term debt issues.

Operational risk management

Details of our operational risk profile in 2018 can be found on page 142, in
‘Operational risk exposures in 2018".

Overview

The objective of our operational risk management is to manage
and control operational risk in a cost-effective manner within
targeted levels of operational risk consistent with our risk appetite,
as defined by the GMB.

Key developments in 2018

During 2018, we continued to strengthen our approach to
managing operational risk, as set out in the operational risk
management framework ('ORMF’). The approach sets out the
governance, appetite and provides a single view of non-financial
risks that matter the most and associated controls. It incorporates
a risk management system to help active risk management. The
enhancement and embedding of the risk appetite framework for
non-financial risk and the improvement of the consistency of the
adoption of the end-to-end risk and control assessment processes
were a particular focus in 2018. While there remains more to do,
we made progress in strengthening the control environment and
the management of non-financial risk.

Activity to strengthen the three lines of defence model continued
to be a key focus in 2018. It sets our roles and responsibilities for
managing operational risk on a daily basis.

Further information on the three lines of defence model can be found in the
‘Our risk management framework’ section on page 73.

Governance and structure

The ORMF defines minimum standards and processes, and the
governance structure for the management of operational risk and
internal control in our geographical regions, global businesses and
global functions. The ORMF has been codified in a high-level
standards manual, supplemented with detailed policies, which
describes our approach to identifying, assessing, monitoring and
controlling operational risk and gives guidance on mitigating
action to be taken when weaknesses are identified.

We have a dedicated Global Operational Risk sub-function within
our Global Risk function. It is responsible for establishing and
maintaining the ORMF, monitoring the level of operational losses
and the internal control environment supported by their second
line of defence functions. It supports the Group Chief Risk Officer

and the Global Operational Risk Committee, which meets at least
quarterly to discuss key risk issues and review implementation of
the ORMF. The sub-function is also responsible for preparation of
operational risk reporting at Group level, including reports for
consideration by the RMM and Group Risk Committee. A formal
governance structure provides oversight of the sub-function’s
management.

Key risk management processes

Business managers throughout the Group are responsible

for maintaining an acceptable level of internal control
commensurate with the scale and nature of operations, and

for identifying and assessing risks, designing controls and
monitoring the effectiveness of these controls. The ORMF helps
managers to fulfil these responsibilities by defining a standard risk
assessment methodology and providing a tool for the systematic
reporting of operational loss data.

A Group-wide risk management system is used to record the
results of the operational risk management process. Operational
risk and control self-assessments, along with issue and action
plans, are entered and maintained by business units. Business and
functional management monitor the progress of documented
action plans to address shortcomings. To help ensure that
operational risk losses are consistently reported and monitored at
Group level, all Group companies are required to report individual
losses when the net loss is expected to exceed $10,000, and to
aggregate all other operational risk losses under $10,000. Losses
are entered into the Group-wide risk management system and
reported to governance on a monthly basis.

Continuity of business operations

Every department within the organisation undertakes business
continuity management, which incorporates the development of a
plan including a business impact analysis assessing risk when
business disruption occurs.

The Group maintains a number of dedicated work area recovery
sites globally. Regular testing of these facilities is carried out with
representation from each business and support function, to ensure
business continuity plans remain accurate, relevant and fit for
purpose. Where possible, the Group has ensured that its critical
business systems are not co-located with business system users,
thereby reducing concentration risk.

Regulatory compliance risk management
Overview

The Regulatory Compliance sub-function provides independent,
objective oversight and challenge, and promotes a compliance-
orientated culture that supports the business in delivering fair
outcomes for customers, maintaining the integrity of financial
markets and achieving HSBC's strategic objectives.

Key developments in 2018

There were no material changes to the policies and practices for
the management of regulatory compliance risk in 2018, except for
the following:

e The Board oversight of conduct matters was transitioned to the
Group Risk Committee following the demise of the Conduct &
Values Committee during the first half of 2018.

* We implemented a number of initiatives to raise our standards
in relation to the conduct of our business, as described below
under ‘Conduct of business’.

e The reporting line of the Global Head of Regulatory Compliance
was changed from reporting to the Group Chief Risk Officer to
reporting to the Group Chief Compliance Officer from 1
November.

Governance and structure

Regulatory Compliance and Financial Crime Risk were integrated
into a new Compliance function from 1 November, which is
headed by the Group Chief Compliance Officer. Regulatory
Compliance continues to be structured as a global function with
regional and country Regulatory Compliance teams, which
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support and advise each global business and global function.
Key risk management processes

We regularly review our policies and procedures. Global policies
and procedures require the prompt identification and escalation of
any actual or potential regulatory breach to Regulatory
Compliance. Reportable events are escalated to the RMM and the
Group Risk Committee, as appropriate. Matters relating to the
Group's regulatory conduct of business are reported to the Group
Risk Committee.

Conduct of business

In 2018, we continued to highlight conduct requirements as a
global principle and elsewhere within the risk management
framework, reflecting the individual responsibility and
accountability we have for the delivery of fair conduct outcomes
for customers and market integrity. Other key activities in 2018
included:

e the inclusion of an annual conduct objective in performance
management scorecards for executive Directors, Group
Managing Directors, Group general managers and country
CEOs across all regions, business lines, global functions and
HSBC Operations Services and Technology. Executive Directors
are also now subject to a new separate conduct-focused long-
term incentive measure;

e further development of digital products and supporting
processes to ensure our digital offerings deliver fair outcomes
for customers. Governance and controls continue to be
strengthened to ensure they remain fit for purpose as new
technology is introduced;

* enhanced global policy requirements helping customers who
are, or may become, vulnerable. Business line-led initiatives in
specific markets have addressed support for appointed
representatives of vulnerable customers, customers in financial
distress, financial inclusion, and a pilot programme of training
to help customers with or affected by cancer or dementia; and

e the delivery of our fourth annual global mandatory training
course on conduct for all employees. This is complemented by
an ongoing programme of newsletter, intranet and live-
streamed communications, internal surveys of staff sentiment
regarding progress in delivering good conduct, and conduct
awareness campaigns.

The Board maintains oversight of conduct matters through the
Group Risk Committee.
Further details can be found under the ‘Our conduct’ section of

www.hsbc.com/our-approach/risk-and-responsibility. For conduct-related
costs relating to significant items, see page 66.

Financial crime risk management
Overview

HSBC continued to embed a sustainable financial crime risk
management capability across the Group. We are making good
progress with enhancing our financial crime control framework,
with the three-year programme that began in 2017 to further
strengthen the management of anti-bribery and corruption risk.
We continue to take further steps to refine and strengthen our
defences against financial crime by applying advanced analytics
and artificial intelligence.

Key developments in 2018

During 2018, HSBC continued to increase its efforts to strengthen
its ability to combat financial crime. We integrated into our day-to-
day operations the majority of the financial crime risk core
capabilities delivered through the Global Standards programme,
which we set up in 2013 to enhance our risk management
policies, processes and systems. The programme infrastructure is
expected to close in 2019.

We began several initiatives to define the next phase of financial
crime risk management. We invested in the use of artificial
intelligence and advanced analytics techniques to develop an
intelligence-led financial crime risk management framework for
the future.

Working in partnership with the public and private sector is vital to
managing financial crime risk. HSBC is a strong proponent of
public-private partnerships and information-sharing initiatives.
During 2018, we created new alliances in Hong Kong and
Singapore and continued to develop existing partnerships, which
include UK Joint Money Laundering Intelligence Task Force, US
AML Consortium, and partnerships in Australia and Canada in
order to bring further benefit to the Group by enhancing the
understanding of financial crime risks.

Key risk management processes

At a Group level, the Financial System Vulnerabilities Committee
continues to report to the Board on matters relating to financial
crime. Throughout 2018, the committee, which is attended by the
Group Chief Compliance Officer, received regular reports on
actions being taken to address issues and vulnerabilities. We
established an anti-bribery and corruption transformation
programme to further enhance the policies and controls around
identifying and managing the risks of bribery and corruption
across our business. We also introduced a transformation
programme to strengthen the anti-fraud capabilities of the Group,
and have deployed anti-tax-evasion controls. We continue to
strengthen our governance and policy frameworks, and improve
our management information on standardised financial crime
controls. We are investing in the next generation of capabilities to
fight financial crime by applying advanced analytics and artificial
intelligence. Our commitment to enhance our risk assessment
capabilities remains, aiming to deliver more proactive risk
management and improve the customer experience.

Skilled Person/Independent Consultant

Following expiration in December 2017 of the anti-money
laundering deferred prosecution agreement entered into with the
with the DoJ, the then Monitor has continued to work in his
capacity as a Skilled Person under Section 166 of the Financial
Services and Markets Act under the Direction issued by the UK
Financial Conduct Authority (‘FCA’) in 2012. He has also continued
to work in his capacity as an Independent Consultant under the
2012 Cease and Desist Order issued by the US Federal Reserve
Board (‘FRB’). The Skilled Person and the Independent Consultant
will continue working for a period of time at the FCA’s and FRB's
discretion.

The Skilled Person has assessed HSBC's progress towards being
able to effectively manage its financial risk on a business-as-usual
basis. The Skilled Person issued five country reports and two
quarterly reports in 2018. The Skilled Person has noted that HSBC
continues to make material progress towards its financial crime
risk target end state in terms of key systems, processes and
people. Nonetheless, the Skilled Person has identified some areas
that require further work before HSBC reaches a business-as-usual
state.

The Independent Consultant completed his fifth annual
assessment. The Independent Consultant concluded that HSBC
continues to make significant strides toward establishing an
effective sanctions compliance programme, commending HSBC
on a largely successful affiliates remediation exercise. He has,
however, determined that certain areas within HSBC’s sanctions
compliance programme require further work. The Independent
Consultant has commenced his sixth annual assessment, which is
due to conclude in March 2019.

Throughout 2018, the FSVC received regular reports on HSBC's
relationship with the Skilled Person and Independent Consultant.
The FSVC received regular updates on the Skilled Person’s and
Independent Consultant’s reviews and has received the Skilled
Person’s country and quarterly reports and the Independent
Consultant’s fifth annual assessment report.
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Insurance manufacturing operations risk
management

Details of changes in our insurance manufacturing operations risk profile in
2018 can be found on page 143, under ‘Insurance manufacturing operations
risk profile”.

There were no material changes to our policies and practices for
the management of risks arising in our insurance manufacturing
operations in 2018.

Governance
(Audited)

Insurance risks are managed to a defined risk appetite, which

is aligned to the Group’s risk appetite and risk management
framework, including its three lines of defence model. For details
of the Group’s governance framework, see page 73. The Global
Insurance Risk Management Meeting oversees the control
framework globally and is accountable to the RBWM Risk
Management Meeting on risk matters relating to the insurance
business.

The monitoring of the risks within our insurance operations is
carried out by insurance risk teams. Specific risk functions
(including Wholesale Credit and Market Risk, Operational Risk,
Information Security Risk, and Compliance) support Insurance Risk
teams in their respective areas of expertise.

Stress and scenario testing
(Audited)

Stress testing forms a key part of the risk management framework
for the insurance business. We participate in local and Group-wide
regulatory stress tests, including the Bank of England stress test of
the banking system, the Hong Kong Monetary Authority stress
test, the European Insurance and Occupational Pensions Authority
stress test, and individual country insurance regulatory stress
tests.

These have highlighted that a key risk scenario for the insurance
business is a prolonged low interest rate environment. In order to
mitigate the impact of this scenario, the insurance operations have
taken a number of actions, including repricing some products to
reflect lower interest rates, launching less capital intensive
products, investing in more capital efficient assets and developing
investment strategies to optimise the expected returns against the
cost of economic capital.

Management and mitigation of key risk types

Market risk
(Audited)

All our insurance manufacturing subsidiaries have market risk
mandates that specify the investment instruments in which they
are permitted to invest and the maximum quantum of market risk
that they may retain. They manage market risk by using, among
others, some or all of the techniques listed below, depending on
the nature of the contracts written:

e \We are able to adjust bonus rates to manage the liabilities to
policyholders for products with discretionary participating
features (‘DPF’). The effect is that a significant portion of the
market risk is borne by the policyholder.

* \We use asset and liability matching where asset portfolios are
structured to support projected liability cash flows. The Group
manages its assets using an approach that considers asset
quality, diversification, cash flow matching, liquidity, volatility
and target investment return. It is not always possible to match
asset and liability durations, due to uncertainty over the receipt
of all future premiums, the timing of claims and because the
forecast payment dates of liabilities may exceed the duration of
the longest dated investments available. WWe use models to
assess the effect of a range of future scenarios on the values of
financial assets and associated liabilities, and ALCOs employ
the outcomes in determining how best to structure asset
holdings to support liabilities.

* \We use derivatives to protect against adverse market
movements to better match liability cash flows.

* For new products with investment guarantees, we consider the
cost when determining the level of premiums or the price
structure.

e We periodically review products identified as higher risk, such
as those that contain investment guarantees and embedded
optionality features linked to savings and investment products,
for active management.

e \We design new products to mitigate market risk, such as
changing the investment return sharing portion between
policyholders and the shareholder.

* We exit, to the extent possible, investment portfolios whose
risk is considered unacceptable.

* \We reprice premiums charged to policyholders.

Credit risk
(Audited)

Our insurance manufacturing subsidiaries are responsible for the
credit risk, quality and performance of their investment portfolios.
Our assessment of the creditworthiness of issuers and
counterparties is based primarily upon internationally recognised
credit ratings and other publicly available information.

Investment credit exposures are monitored against limits by our
insurance manufacturing subsidiaries and are aggregated and
reported to the Group Insurance Credit Risk and Group Credit Risk
functions. Stress testing is performed on investment credit
exposures using credit spread sensitivities and default
probabilities.

We use a number of tools to manage and monitor credit risk.
These include a credit report containing a watch-list of
investments with current credit concerns, primarily investments
that may be at risk of future impairment or where high
concentrations to counterparties are present in the investment
portfolio. Sensitivities to credit spread risk are assessed and
monitored regularly.

Liquidity risk
(Audited)

Risk is managed by cash flow matching and maintaining sufficient
cash resources, investing in high credit-quality investments with
deep and liquid markets, monitoring investment concentrations
and restricting them where appropriate, and establishing
committed contingency borrowing facilities.

Insurance manufacturing subsidiaries complete quarterly liquidity
risk reports and an annual review of the liquidity risks to which
they are exposed.

Insurance risk

HSBC Insurance primarily uses the following techniques to
manage and mitigate insurance risk:

e aformalised product approval process covering product design,
pricing and overall proposition management (for example,
management of lapses by introducing surrender charges);

e underwriting policy;
e claims management processes; and

e reinsurance which cedes risks above our acceptable thresholds
to an external reinsurer thereby limiting our exposure.

Reputational risk management
Overview

Reputational risk is the risk of failing to meet stakeholder
expectations as a result of any event, behaviour, action or inaction,
either by HSBC, our employees or those with whom we are
associated. Any material lapse in standards of integrity,
compliance, customer service or operating efficiency may
represent a potential reputational risk. Stakeholder expectations
constantly evolve, and so reputational risk is dynamic and varies
between geographical regions, groups and individuals. We have
an unwavering commitment to operate at the high standards we
set for ourselves in every jurisdiction.
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Key developments in 2018

In the second half of 2018, as part of a revised enterprise risk
management framework, it was agreed that reputational risk
would be considered as a single risk type that spans both financial
and non-financial risk categories. The oversight of reputational risk
as a single risk type was transitioned to the Group Chief Risk
Officer. He is supported by the Group Reputational Risk

Committee and a new reputational risk framework, which will be
embedded during 2019. The governance structure, however,
remains unchanged.

Governance and structure

The development of policies and an effective control environment
for the identification, assessment, management and mitigation of
reputational risk, are considered by the Group Reputational Risk
Committee, which is chaired by the Group Chief Risk Officer. The
focus of the Group Reputational Risk Committee is to consider
matters arising from clients or transactions that either present a
serious potential reputational risk to the Group or merit a Group-
led decision to ensure a consistent risk management approach
across the regions, global businesses and global functions. The
committee is responsible for keeping the RMM apprised of areas
and activities presenting significant reputational risk and, where
appropriate, for making recommendations to the RMM to mitigate
such risk.

Key risk management processes

Our Reputational Risk and Client Selection team oversees the
identification, management and control of significant reputational
risks across the Group. It is responsible for setting policies to
guide the Group's reputational risk management, devising
strategies to protect against reputational risk, and advising the
global businesses and global functions to help them identify,
assess and mitigate such risks, where possible. It is led by a
central team supported by teams in each of the global businesses
and regions. Each global business has an established reputational
risk management governance process. The global functions
manage and escalate reputational risks within established
operational risk frameworks.

Our policies set out our risk appetite and operational procedures
for all areas of reputational risk, including financial crime
prevention, regulatory compliance, conduct-related concerns,
environmental impacts, human rights matters and employee
relations.

For further details of our financial crime risk management and
regulatory compliance risk management, see ‘Financial crime risk
management’ on page 85 and ‘Regulatory compliance risk
management’ on page 84 respectively.

Further details can be found under the ‘Reputational risk” section of
www.hsbc.com/our-approach/risk-and-responsibility.

Sustainability risk management
Overview

Assessing the environmental and social impacts of providing
finance to our customers is integral to our overall risk
management processes.

Key developments in 2018

We periodically review our Sustainability Risk policies. In 2018, we
issued a revised energy policy to further support the transition to a
low-carbon economy in line with the global ambition of the 2015
Paris Agreement of limiting climate change. We seek to ensure
that our customers continue to have access to the capital required
to develop their businesses, invest in more efficient technology
and reduce their greenhouse gas emissions, although there are
certain specific long-term assets that HSBC may choose not to
finance.

Governance and structure

The Global Risk function is mandated to manage sustainability risk
globally, working with the global businesses, global functions and
local offices as appropriate. Sustainability risk managers have
regional or national responsibilities for advising on and managing
environmental and social risks.

Key risk management processes

The Global Risk function’s responsibilities in relation to
sustainability risk include:

e formulating sustainability risk policies. This includes work
in several key areas: overseeing our sustainability risk
standards; overseeing our application of the Equator Principles,
which provide a framework for banks to assess and manage
the social and environmental impact of large projects to which
they provide financing; overseeing our application of our
sustainability policies, covering agricultural commodities,
chemicals, defence, energy, forestry, mining and metals,
UNESCO World Heritage Sites and the Ramsar Convention on
Wetlands; undertaking reviews of transactions where
sustainability risks are assessed to be high; and supporting our
operating companies to assess similar risks of a lesser
magnitude;

¢ building and implementing systems-based processes to help
ensure consistent application of policies, and improving the
efficiency of the sustainability risk review process. We also aim
to capture management information to measure and report on
the effect of our lending and investment activities on
sustainable development; and

e providing training and capacity building within our operating
companies to ensure sustainability risks are identified and
mitigated consistently to appropriate standards.

Pension risk management

There were no material changes to our policies and practices
for the management of pension risk in 2018.

Governance and structure

A global pension risk framework and accompanying global
policies on the management of risks related to defined benefit and
defined contribution plans are in place. Pension risk is managed by
a network of local and regional pension risk forums. The Global
Pensions Oversight Forum is responsible for the governance and
oversight of all pension plans sponsored by HSBC around the
world.

Key risk management processes

Our global pensions strategy is to move from defined benefit
to defined contribution plans, where local law allows and it is
considered competitive to do so.

In defined contribution pension plans, the contributions that HSBC
is required to make are known, while the ultimate pension benefit
will vary, typically with investment returns achieved by investment
choices made by the employee. While the market risk to HSBC of
defined contribution plans is low, the Group is still exposed to
operational and reputational risk.

In defined benefit pension plans, the level of pension benefit is
known. Therefore, the level of contributions required by HSBC will
vary due to a number of risks, including:

* investments delivering a return below that required to provide
the projected plan benefits;

e the prevailing economic environment leading to corporate
failures, thus triggering write-downs in asset values (both
equity and debt);

* achange in either interest rates or inflation expectations,
causing an increase in the value of plan liabilities; and

* plan members living longer than expected (known as longevity
risk).

Pension risk is assessed using an economic capital model
that takes into account potential variations in these factors.

HSBC Holdings plc Annual Report and Accounts 2018 87

Strategic Report

2
ks
>
()
oc
©
(O]
=
@©
=
L

Corporate Governance

Financial Statements

Shareholder Information



Report of the Directors | Risk

The impact of these variations on both pension assets and pension
liabilities is assessed using a one-in-200-year stress test. Scenario
analysis and other stress tests are also used to support pension
risk management.

To fund the benefits associated with defined benefit plans,
sponsoring Group companies, and in some instances employees,
make regular contributions in accordance with advice from
actuaries and in consultation with the plan’s trustees where
relevant. These contributions are normally set to ensure that there
are sufficient funds to meet the cost of the accruing benefits for
the future service of active members. However, higher
contributions are required when plan assets are considered
insufficient to cover the existing pension liabilities. Contribution
rates are typically revised annually or once every three years,
depending on the plan.

The defined benefit plans invest contributions in a range of
investments designed to limit the risk of assets failing to meet

a plan’s liabilities. Any changes in expected returns from the
investments may also change future contribution requirements. In
pursuit of these long-term objectives, an overall target allocation
of the defined benefit plan assets between asset classes is
established. In addition, each permitted asset class has its own
benchmarks, such as stock-market or property valuation indices.
The benchmarks are reviewed at least once every three to five
years and more frequently if required by local legislation or
circumstances. The process generally involves an extensive asset
and liability review.

Key developments and risk profile in 2018

Key developments in 2018

In 2018, HSBC undertook a number of initiatives to enhance
its approach to the management of risk. These included:

e \We continued to strengthen the controls that manage our
operational risks, as described on page 72 under ‘Operational
risk profile'.

e The Board oversight of conduct matters and whistleblowing
arrangements were transitioned from the Conduct & Values
Committee following its demise in the first half of 2018. The
Group Risk Committee was given responsibility for the
oversight of conduct matters and the Group Audit Committee
has the overall responsibility for the Group’s whistleblo