The Hongkong and Shanghai Banking Corporation Limited

Incorporated in the Hongkong SAR with limited liability

HSBC Holdings plc
Consolidated Income Statement Consolidated Statement of Cash Flows Consolidated Balance Sheet
For the year ended 31 December 2018 2017
v US$S m US$ m For the year ended 31 December 2018 2017 As at 31 December 2018 2017
Net interest income 30,489 28,176 US$ m US$ m Uss m US$ m

—interest income 49,609 40,995 .

— interest expense (19,120) (12,819) Profit before tax 19,890 17,167 Assets
Net fee income 12,620 12,811 Adj for h items:

- Iee income ‘ :35;02: ‘ ‘ (13568252?; ‘ Depreciation and amortisation 1,033 1.862 Cash and balances at central banks 162,843 180,624

- fee expense < 2 i i i Items in th rse of collection from other bank: 787 2
Net income from financial instruments held for trading or managed Net (gain)/loss from investing activities (126) (1,152) tems in the course of collection from other banks 5.78 6,628
on a fair value basis 9,531 8,426 Share of profits in associates and joint ventures (2,536) (2,375) Hong Kong Government certificates of indebtedness 35,859 34,186
Net income/(expense) from assets and liabilities of insurance (Gain)/loss on disposal of subsidiaries, businesses, associates and joint ventures - (79) i
businesses, including related dervatives, measured at fair value ch . ted credit| ¢ . d oth diti . tch 2,280 N/A Trading assets 238,130 287,995
through profit or loss (1,488) 2,836 ange In expected crecit losses gross of racovaries and othor crecit Impairment charges ’ Financial assets designated and otherwise mandatorily measured at fair

— Changes in fair value of long-term debt and related derivatives (97) 155 Loan impairment losses gross of recoveries and other credit risk provisions N/A 2,603 X

- Changes in fair value of other financial instruments mandatorily Provisions including pensions 1,944 917 value through profit or loss 41,11 N/A

measured at fair value through profit or loss 695 N/A | I share-based payment expense 450 500 Financial assets designated at fair value N/A 29,464
Gains less losses from financial investments 218 1,150 3 X X )
Dividend income 75 106 Other non-cash items included in profit before tax (1,303) (381) Derivatives 207,825 219,818
Net |nsurancg pr'emlum income 10,659 9,779 Elimination of exchange differences 7,299 (21,289) Loans and advances to banks 72,167 90,393
Other operating income/(expense) 885 337 Changes in operating assets and liabilities
Total operating income 63,587 63,776 ch . ¢ tradi it d derivati 10,716 (10,901) Loans and advances to customers 981,696 962,964
Net insurance claims and benefits paid and movement in ange in net trading securities and derivatives ‘ " .
liabilities to policyholders (9,807) (12,331) Change in loans and advances to banks and customers (44,071) (108,984) Reverse repurchase agreements - non-trading 242,804 201,553
Net operating income before change in expected credit losses and Change in reverse repurchase agreements - non-trading (40,499) (37,281) Financial investments 407,433 389,076
other credit impairment charges/Loan impairment charges and e : : . : . .
other credit risk provisions 53,780 51,445 Change \nflnanmal assets designated and otherwise mandatorily measured at fair value (1,515) (5,303) Prepayments, accrued income and other assets 110,571 67,191
Change in expected credit losses and other credit impairment charges (1,767) N/A Change in other assets 4,047 (6,570) Current tax assets 684 1,006
Loan impairment charges and other credit risk provisions N/A (1,769) Change in deposits by banks and customer accounts (5,745) 102,211 i K . !
get clhperating income_ b . (1572%07133) (1479:,36175? Change in repurchase agreements - non-trading 35,882 41,044 Interests in associates and joint ventures 22,407 22,744

mployee compensation and benefits E ) . L ; ) )

General and administrative expenses (15.353) (15.707) Change in debt securities in issue 18,806 (1,369) Goodwill and intangible assets 24,357 23,453
Depreciation and impairment of property, plant and equipment (1,119) (1,166) Change in financial liabilities designated at fair value 4,500 8,508 Deferred tax assets 4,450 4,676
Amortization and impairment of intangible assets (814) (696) Change in other liabilities (2,644) 13,514
Goodwill impairment of Global Private Banking - Europe - - . . . Total assets 2,558,124 2,521,771
Total operating expenses (34,659) (34,884) Dmdénds- recelv-ed from -assomates. 910 740
Operating profit 17,354 14,792 Contributions paid to defined benefit plans (332) (685) Liabilities and equity
Share of profit in associates and joint ventures 2,536 2,375 Tax paid (3.417) (3,175)
Profit before tax 19,890 17,167 Liabilities
Tax expense (4,865) (5,288) Net cash from operating activities 6,469 (10,478)
Profit for the year 15,025 11,879 Hong Kong currency notes in circulation 35,859 34,186

i . Purchase of financial investments (383,454) (357,264) ;
Attributable to: S Deposits by banks 56,331 69,922

— ordinary shareholders of the parent company 12,608 9,683 Proceeds from the sale and maturity of financial investments 370,357 418,352

- ptrﬁferenct'e‘ s:arlzholders of the parent company 1 ogg ; Ogg Net cash flows from the purchase and sale of property, plant and equiptment (1,196) (1,167) Customer accounts 1,362,643 1,364,462

— other equr olders : ’ .

_ non,cogtmﬁing interest 1,298 1,081 Net cash inflow from disposal of customer and loan portfolios (204) 6,756 Repurchase agreements - non-trading 165,884 130,002
Profit for the year 15,025 11,879 Net investment in intangible assets (1,848) (1,285) Items in the course of transmission to other banks 5,641 6,850
Basi ) " N o sg o 4: Net cash flow on disposal of st ies, businesses, associates and joint ventures 4 165 Trading liabilities 84,431 184,361
D?ISIC Zarnlngs per or |;_ary S ar:e 063 048 Net cash from investing activities (16,341) 65,557

ted earnings per ordinary share . R i ial liabiliti i i
nu rnings per ordinary ! Issue of ordinary share capital and other equity instruments 6,001 5,196 Financial liabilities designated at fair value 148,505 94,429
Cancellation of shares (1,998) (3,000) Derivatives 205,835 216,821
Consolidated Statement of Comprehensive Income Net sales/(purchases) of own shares for market-making and investment purposes 133 (67) Debt securities in issue 85,342 64,546
For th ded 31 D b 2018 2017 - — . e
orthe year ende ecember USS m US$ m Purchase of treasury shares Accruals, deferred income and other liabilities 97,380 45,907
. Redemption of preference shares and other equity instruments (6,078) - L
Profit for the year 15,025 11,879 i o Current tax liabilities 718 928
Other comprehensive income/(expense) Subordinated loan capital issued - - Liabiliti deri tract 87.330 85,667
. f f iabilities under insurance contracts ) X
Items that will be reclassified subsequently to profit or loss when specific Subordinated loan capital repaid (4,077) (3,574)
conditions are met: Dividends paid to shareholders of the parent company and non-controlling interests (10,762) (9,005) Provisions 2,920 4,011
fx;:iurlz:’lzlli—;o;—asizl: investments x;: ] ;;g Net cash from financing activities (16,781) (10,450) Deferred tax liabilities 2,619 1,982
~ fair value gains reclassified to the income statement ) N/A (1,033) Net increase/(decrease) in cash and cash equivalents (26,653) 44,629 Subordinated liabilities 22,437 19,826
— amounts reclassified to the income statement in respect of impairment losses N/A 93 Cash and cash equivalents at 1 Jan 337.412 274550
—income taxes N/A (141) ) . . ’ ’ o
Debt instruments at fair value through other comprehensive income (243) N/A Exchange differences in respect of cash and cash equivalents (9,677) 18,233 Total liabilities 2,363,875 2,323,900
— fair value losses (168) N/A Cash and cash equivalents at 31 Dec 301,082 337,412
— fair value gain transferred to the income statement on disposal (95) N/A Cash and h ivalent mprise: Equity
— expected credit losses recognised in the income statement (94) N/A ash a cash equivalents comprise:
~ income taxes 114 N/A - Cash and balances at central banks 162,843 180,624 Called up share capital 10,180 10,160
Cash flow hedges 19 (192) - items in the course of collection from other banks 5,787 6,628 i
tair value losses @67) 17,046) Share premium account 13,609 10,177
— fair value losses reclassified to the income statement 317 833 - loans and advances to banks of one month or less 47,878 82,771 Other equity instruments 22,367 22,250
~income taxes and other movements (31) 21 - reverse repurchase agreements with banks of one month or less 59,602 58,850 oth 906 o6
Share of other comprehensive income/(expense) of associates and joint ventures (64) (43) _ . . e : ther reserves 1. 7,664
 share for the year N @] treasury bills, other bills and certificates of deposit less than three months 30,613 15,389 : )
Exchange differences (7.156) (9.077) — less: items in the course of transmission to other banks (5,641) (6,850) Retained earnings 138,191 139,999
- iorei_gn EXCha?ge gains reclassified to income statement on disposal of a Cash and cash equivalents at 31 Dec 301,082 337,412 Total shareholders’ equity 186,253 190,250
oreign operation - =
— other exchange differences (7,156) (8,939) N trolli int " 7.996 7621
_ i i - " S " . . . . " on-controlling interests , /

Income tax attributable to exchange differences 138 S y of f | instruments to which the impairment requirments in IFRS 9 are applied 9

Items that will not be reclassified subsequently to profit or loss: :
Remeasurement of defined benefit asset/liability (329) 2,419 2018 2018 Total equity 194,249 197,871
— before income taxes ‘ (388) ‘ 3,440 ‘ As at As at
- income taxes 59 (1.021) 31 December 1 January Total liabilities and equity 2,558,124 | 2,521,771
Changes in fair value of financial liabilities designated at fair value upon Allowance for Allowance for
initial recognition arising from changes in own credit risk 2,847 (2,024) ECL ECL
— before income taxes ‘ 3,606 ‘ ‘ (2,409) ‘ UsS$ m UsS$ m
—income taxes (759) 385 " .
Equity instruments designated at fair value through other comprehensive income (27) N/A Loans and advances to customers at amortised cost (8,625) (9.343) Customers Accounts - by Business
— fair value losses ‘ 71) ‘ ‘ N/A ‘ - personal (2,947) (3,047)
—income taxes 44 N/A - coporate and commercial (5,552) (6,053) For the year ended 31 December 2018 2017
Effects of hyperinflation 283 N/A - non-bank financial institutions (126) (243) US$ m Us$ m
Other comprehensive income/(expense) for the year, net of tax (4,670) 9,383 Loans and advances to banks at amortised cost (13) (23)
Total comprehensive income/(expense) for the year 10,355 21,262 i i
Attributabre to: P v Other financial assets measured at amortised cost (55) (114) Retail banking and wealth management 640,924 639,592
— ordinary shareholders of the parent company 8,083 18,914 — cash and balances at central banks 2) (3) Commercial Banking 357,596 362,908
- f h hol f th i
- gc'ﬁ:rrsgf.if he;rlzecrnsders of the parent company 1,022 1,022 _items in the course of collection from other banks _ _ Global Ba}nkmg andlMarkets 290,914 283,943
- non-controlling interests 1,153 1,233 - Hong Kong Government certificates of indebtedness - - Global Private Banking 64,658 66,512
Total compr ive i /( ) for the year 10,355 21,262 - reverse repurchase agreements — non-trading - - Other 8,551 11,507
- financial investments (18) (16) Total 1,362,643 1,364,462
L d ad : " (net) - By busi — prepayments, accrued income and other assets (35) (95)
oans and advances to customers (net) - By business Total gross carrying amount on-balance sheet (8,693) (9,480)
For the year ended 31 December 2018 2017 Loans and other credit-related commitments (325) (376) Group Perfomance Ratios (%)
- personal 13 14,
US$ m US$ m P i (13) 14 2018 2017
— corporate and commercial (305) (355) As at As at
Retail banking and wealth management 361,872 332,261 - non-bank financial institutions @ @ 31 December | 31 December
. . Financial guarantees 93 97 ity ti i . .
Commercial Banking 333,162 305,213 ? ((1: 1(4; Common equity tier 1 ratio 14.0 14.5
. — persona Tier 1 ratio 16.6 16.4
Global Banking and Markets 244,978 244,476 . ) i
Global Private Banki 29217 29597 — corporate and commercial (85) (89) Total capital ratio 19.4 18.3
obal Private Bankin , i _ . ) e . )
. . 9 946 2 non-bank financial institutions U] (4) Pre-tax return on average risk-weighted assets 2.3 2.0
orporate Centre ,467 7,294 i - . . .
P Total nominal amount off-balance sheet (418) (473) Return on average ordinary shareholder’s equity 7.7 5.9
Total 981.696 928,841 (9,111) (9,953) Return on average tangible equity 8.6 6.8
- . . Analysis of Financial Assets and Liabilities by Measurement Basis
Consolidated Statement of Changes in Equity for the year ended 31 December As at 31 December 2018
Other Reserves Fair value through Fair value through
Called up Amortised cost profit or loss | other comphrehensive Total
share Financial Total USS m US$ m income US$ m uUss m
capital Other assets at | Cash flow Foreign Merger share- Non- Financial assets
and share equity | Retained FVOCI| hedging| exchange |and other| holders’ | controlling Total
premium | instruments earnings reserve reserve reserve reserve equity interests equity ﬁ:z:‘sai:‘:hb:lcaor:fre:eao‘fcceor:reriltigir#Zm other banks 162'%3 162'533
ussm Us$ m uss m Uss m uss m Uss m uss m uss m uss m uss m Hong Kong Government certificates of indebtedness 35,859 35,859
As at 31 December 2017 20,337 22,250 139,999 (350) (222) (19,072) 27,308 190,250 7,621 197,871 Trading assets 238,130 238,130

Impact on transition to IFRS 9 - - (585) (1,021) - - - (1,606) (41) (1,647) Financial assets designated and otherwise
At 1Jan 2018 20,337 22,250 139,414 (1,371) (222) (19,072) 27,308 188,644 7,580 196,224 mandatorily measured at fair value through profit or loss 41,111 41,111
Profit for the year - - 13,727 - - - - 13,727 1,298 15,025 Derivatives 207,825 207,825
Other comprehensive income (net of tax) - - 2,765 (245) 16 (7,061) - (4,525) (145) (4,670) Loans and advances to banks 72,167 72,167
_ debt instruments at fair value through other Loans and advances to customers _ 981,696 981,696

comprehensive income _ _ _ (245) _ _ _ (245) 2 (243) Reverse repurchase agreements - non-trading 242,804 242,804
— equity instruments designated at fair value through Financial investments 407,433 407,433

other comprehensive income - - - - - _ _ (27) (27) Prepayments, accrued income and other assets 110,571 110,571
— cash flow hedges _ _ _ _ 16 _ _ 16 3 19 Current tax assets . 684 684
— changes in fair value of financial liabilities designated Interests in associates and joint ventures 22,407 22,407

at fair value upon initial recognition arising from Goodwill and intangible assets 24,357 24,357

changes in own credit risk - - 2,847 - - - - 2,847 - 2,847 Deferred tax assets 4,450 4,450
— remeasurement of defined benefit asset/liability - - (301) - - - - (301) (28) (329) 2,309,188 248,936 2,558,124
—share of other comprehensive income of associates and Financial liabilities

joint ventures - - (64) - - - - (64) - (64) Hong Kong currency notes in circulation 35,859 35,859
— effects of hyperinflation - - 283 - - - - 283 - 283 Deposits by banks 56’331 56'331
— exchange differences - - - - - (7,061) - (7,061) (95) (7,156) Customer accounts 1,352:543 1,362:643
Total comprehensive income for the year - - 16,492 (245) 16 (7,061) - 9,202 1,153 10,355 Repur_chase agreements—non—_tra_ding 165,884 165,884
Shares issued under employee remuneration and llterg_s |nlt_h§_::_o_urse of transmission to other banks 5641 84,431 83’2;:
share plans 721 - (610) - - - - 111 - 11 g obee . dosi A at fair val . 148,505 198505
Shares issued in lieu of dividends and amounts arising thereon - - 1,494 - - - - 1,494 - 1,494 Dlna_ncl_a iabilities designated at fair value 205,835 " 205’835
Capital securities issued - 5,968 - - - - - 5,968 - 5,968 Deg"a""“’s. e 55345 85 342
Dividends to shareholders - - (11,547) - - - -1 (11,547) (710) | (12,257) e t Selc“”"fes in lssue her liabiliti o .y
Redemption of securities - (5,851) (237) - - - -| (e.088) ~| (6.088) coruats, deferred income and other liabilities 97.380 97.389
Transfers - - (2,200) - - - 2,200 - - - Eu:Tnt tax ': ilities 87.330 87.330
Cost of share-based payment arrangements - - 450 - - - - 450 - 450 Pla ! '(_'es under insurance contracts 2’920 2’920
Cancellation of shares 2,731 - (4,998) - - - 269 (1,998) -1 (1,998) Datereod tax liabilities 2619 2619
Other movements - - (67) 84 - - - 7 27) (10 Subordinated liabilities 22,437 22,437
At 31 December 2018 23,789 22,367 138,191 | (1,532) (206) (26,133) 29,777| 186,253 7,996 | 194,249 2.130,939 84,431 148,505 2.363,875

The financial information summarised above has been extracted from HSBC Holdings plc annual report for the year ended 31 December 2018.

SUMMARY OF HSBC HOLDINGS PLC CORPORATE GOVERNANCE REPORT 2018

The information set out below and information incorporated by reference is a summary of the
Corporate Governance Report of HSBC Holdings plc (‘{HSBC’) contained on pages 152 to 165 of
the Annual Report and Accounts 2018 (the ‘Annual Report’).

Board of Directors

The Board aims to promote the Group's long-term success, deliver sustainable value to shareholders
and promote a culture of openness and debate. Led by the Group Chairman, the Board sets the
Group's strategy and risk appetite. It also approves capital and operating plans for achieving strategic
objectives, on the recommendation of management.

Powers of the Board

The Board is responsible for overseeing the management of HSBC globally and, in so doing, may
exercise its powers, subject to any relevant laws, regulations and HSBC Holdings' Articles of
Association (the ‘Articles of Association’). Certain matters are reserved for the Board for its approval.
These include: the review and approval of annual operating plans; risk appetite; performance targets;
credit or market risk limits; acquisitions; disposals; investments; capital expenditure or realisation or
creation of a new venture that exceed certain thresholds; specified senior appointments; and any
substantial change in balance sheet management policy.

Group Management Board (GMB)

The Group Management Board is a forum chaired by the Group Chief Executive to provide him with
recommendations and advice, and assist him in his day-to-day management of HSBC and its
subsidiaries as delegated by the Board. There are special meetings of the GMB that provide oversight
of risk matters (the Risk Management Meeting, chaired by the Group Chief Risk Officer) and of
financial crime risk (the Financial Crime Risk Management Meeting, chaired by the Group Head of
Financial Crime Risk).

Group Audit Committee (GAC)
The GAC has responsibility, delegated to it from the Board, for overseeing all matters relating to

external financial reporting. This responsibility encompasses the Annual Report and Accounts,
quarterly reporting, analyst presentations and Pillar 3 disclosures.

4X P HsBe

Group Risk Committee (GRC)

The Group Risk Committee has non-executive responsibility for the oversight of enterprise risk
management, risk governance and internal control systems (other than internal financial controls
overseen by the GAC). In forming a its holistic view of risk, the GRC is supported by Financial System
Vulnerabilities Committee (‘FSVC’) which is the Board committee responsible for overseeing risks
relating to financial crime, anti-bribery and corruption. The FSVC reports second order risks to the GRC.
Appropriate linkages and information flows between these committees are further enhanced by
cross-membership and close engagement of the members and the committee attendees. In April
2018, the GRC assumed responsibility for the oversight of cyber-crime risk and information security
risk from the FSVC and people risk and employee conduct from the Conduct & Values Committee.

Financial System Vulnerabilities Committee (FSVC)

The Committee has non-executive responsibility for the oversight of matters related to financial crime
and system abuse, in particular anti-money laundering, sanctions, terrorist financing and proliferation
financing, anti-bribery and corruption and cybersecurity. It is also responsible for monitoring, reviewing
and advising the Board on the effectiveness of the policies and procedures established by
management to ensure that HSBC meets its obligations to regulatory and law enforcement agencies.

Group Remuneration Committee

The Committee is responsible for setting the over-arching principles, parameters and governance
framework of the Group’s remuneration policy, and the remuneration of executive Directors and other
senior Group employees. The Committee regularly reviews the Group’'s remuneration policy in the
context of consistent and effective risk management and the regulatory requirements of multiple
jurisdictions. No Directors are involved in deciding their own remuneration.

Nomination and Corporate Governance Committee

The Committee leads the Board appointment process, agrees the criteria for any appointments and
engages independent external search consultants, as required. At the conclusion of this process, the
Committee will nominate potential candidates for appointment to the Board. In discharging its
responsibilities, the Committee regularly reviews the Board's structure, size and composition,
including skills, knowledge, independence and diversity represented on the Board so as to ensure it is

aligned with the Group's strategic priorities. The Committee now oversees the Group's corporate
governance framework, providing recommendations to the Board to ensure the framework remains
robust and reflects best practice.

Internal Control

The Board is responsible for maintaining and reviewing the effectiveness of risk management and
internal control systems, and for determining the aggregate level and types of risks the Group is willing
to take in achieving its strategic objectives. To meet this requirement and to discharge its obligations
under the FCA Handbook and the PRA Handbook, procedures have been designed for safeguarding
assets against unauthorized use or disposal; for maintaining proper accounting records; and for
ensuring the reliability and usefulness of financial information used within the business or for
publication. These procedures can only provide reasonable assurance against material mis-statement,
errors, losses or fraud.

Financial Reporting

The Group's financial reporting process is controlled using documented accounting policies and
reporting formats, supported by detailed instructions and guidance on reporting requirements, issued
to all reporting entities within HSBC in advance of each reporting period end. The submission of
financial information from each reporting entity is subject to certification by the responsible financial
officer, and analytical review procedures at reporting entity and Group levels.

Disclosure Committee

The Disclosure Committee, which is chaired by the Group Company Secretary, supports the discharge
of the Group’s obligations under relevant legislation and regulation including the UK and Hong Kong
Listing Rules, the Market Abuse Regulation and SEC rules. In so doing the Committee is empowered
to (i) determine whether a new event or circumstances should be disclosed, including the form and
timing of such disclosure and (ii) review all material disclosures made or to be made by the Group. The
integrity of disclosures is underpinned by structures and processes within the Global Finance and
Global Risk functions that support rigorous analytical review of financial reporting and the maintenance
of proper accounting records.
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