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HEAD OFFICE STATEMENT ON f TER ------

lhe primar:-, rule or Global Internal Audit (GBI. IN/\) is to help the Board and Executive Management Lu 
protect the assets. reputation and u. tainability of the 11. AC Group. RL INA provides independent c1nd 
objective assurance as to whether the design and operational effectiveness of the Group·s framework of ml,. 
management. control and governance processes. as designed and represented by management. 1s adequate 
It also assesses the ris"-. appetite globally/regionally and whether controls are designed and operated within 
those apretite . fl places a degree of reliance on the cffr:cuvcness or the worl,. compkted b)- the Local 
Internal Audit team. l'he outcome i a holistic and timely icw or how e!Te1.:tively the material risks ,, ithin 
the Group are being managed. 

Local Senior Management cnsun:s; compliance with policies and procedures anti where there has been a 
breakdown in internal controls. or breach of authority, the CI::.O is advised in a rimely manner. t\dditionall). 
such issues arc escalated and tabled at the month I) Risi,. Management omminec ( RMC) mecting. Where 
the CEO deems the issue material. it is rcpo11ed up the functional and managemem lines lo Regional 
Functions and GBI. IN/\. 

n,c Group /\udit Co1111111t1cc ('GAC') is responsible for aLhising the Ooard on the effect1\·encss of our 
systems or internal controls and compliance 111 relation to financial mancrs and on meeting linancial 
reporting obligations. fhe GI\C also has responsibilities 111 relation lo risk governance and o,ersight and 
internal control . Regular reports are provided to the 13oard. the Group Audit Comm1llcc. the Group Ri'>k 
Committee on credic exposures and the loan portfolio. asset. liability and risk management. liquidit), 
litigation and finance. compliance and reputalional issues. rhc agenda and supporting papers arc distributed 
in advance or all Ooard and ommittce meetings 10 allO\\ time lor appropriate revic,, and Lo facilitate rull 
discussion at the meetings. All Directors of 1he Company have full and timel) acce s to all relevant 
information and may take independent professional advice if necessar). 

Group Internal udit provide independent assurance to management and the Group Risk and •\utlit 
Committees that 11S BC's risk management. governance and internal control proce. se� are operating 
e!Tectivel). n,e purpose, authority. and rcsponsihility of audit units has been l'ormally ddined in a charter. 
consistent with the Definition or Internal Auditing and Code or Ethics and IIA . tandards. and arprovcd 
a11nuall)' b)- either the Board or Directors or the Group Audit 'ommittce. 

·1 he scheduling of audits is an on-going d}nam1c process ref1ecting changes in internal audit's assessment ol
the inherent risk of the auditable entities ,, ithin the audit populatio11. The Risk Calculator is used for
decisions on the scheduling of' audits by ·ec.:king 10 identil� and measure entity le,cl ris� across the audit
p�ipulation to determine the prioritization of audit , isits and 10 enable audit resources 10 be directed to the
mo t appropriate areas. udits arc conducted on a risl,.-bused approach particularly \\ here the B,u,I,. has its
ov,n internal control function.\\ here Group Audit can rel::, on the work undertaken locull>

Local lnternal Audit is primaril) rcsponsibk 10: 

PrO\ idc independent and objective assurance as to \\ helher the design and operational e!Tecuvcness 
or the Group's framework of risk management. control and governance processes, as desi�ned and 
represented b1 management. is adequate. 
Focus on key ri ks across !he Banh.. and m;sess the cfll:ctivcness of primar) and sccondar) controls. 
Implement udit co, crage through a combination or gO\ ernance and lntcrnal audits. 
A sess the control risk and management' clrecti\ enes_ in ident if) ing. a'-scssing and remcdiating 
control issues and risk within their area of' responsibi I ity. 
!fonitor implementation and complianci.: '"ith policies and procedures relating to operational risl,. 

and internal control. 

l he comments made b) the external auditors and the internal audit department in connec11011 with internal
control system in the linancial � car to 31st December 2013 were reviewed Juring the year and appropriate
teps ha, e been taken tn reel if) them. The recommendations made by the external auditor'> and th.: internal
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audit department in the linancial year 10 J 1st December 20 I 4 in connection with the internal control ,ys1em 
have already been dealt \\ ith and in some instances are in the process of being actioned upon. Specifically. 
the controls w11h regard ltl the timcl) capitalization and depreciation of property. plant and equ1pmenl \\ ill 
be strengthened in the ensuing year. fhe Management is of the opinion that these recommenda11ons arc 
111tcnded to further imprm e the mternal control system and they do 1101 111 an) \1 a) dctrncl frlllll the 
co11clu,1on that the li11ane1al reporting system is n.:liable w provide reasonable assurnnec that th..: finanl;1al 
statements for c,ternal use arc true and fair and comply \I ith �ri L anl,.a J\ccounl ing Standards ( <-ii.I RS & 
I K;\S) and the regulator) requirements of the Central Bani,. of Sn Lanl,.a (CB�L). 

( O�FlllMAl ION 

B,1scd on the above. the I lead Ofticc confinrn, that the financial repo11ing S) stem or the Bani,. has been 
des1gm.:d to pro\idc rcasonabk assurance regarding the rcliabilil)- of financial report111g and that the 
prcpara11011 of I inancial �ta1e111e111s for e,ternal purposes has been done in accordance with Sri Lanka 
·'\ccnunt mg Srnndards and regulatory requirements of the Central Bank or Sri l .anka

REVIF \\ Of HIE ''iTAl EMEI\T B, L\ I ER ,\L Al'IHTORS 

fhc r,1ernal ,\uditors han: rcvicwcd the abovc I lead Office Statement on lmcrnal Control of 1hc Bani,. for 
thc )eM ended 3 ht December 2014 and reportcd l\1 the Bani,. that nothing ha-, comc 10 1hc1r au.:mion 1h,ll 
C,lll,es thcm lll bc_lie\ c that _the st�tcm.:nt 1s inconsi,1e111 I\ ith th.:ir understanding of thc process adopted b:,
the 'v1anagemcnt 111 thc re\ IC\\ ol the design and clfccll\ cne-.s or the imernal control s\ stcm 01 er linanci,11 
rcponmg of the Bani,.. 

B; order or I ISBC International. 
The signatories for the bank 

Jayant Rikhye
(Signed) Head of International Asia Pacific
Head of Strategy and Planning Asia Pacific

Patrick J Gallagher
(Signed) Chief Executive Officer Sri Lanka and 
Maldives
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The I longkong & Shanghai Banking Corporation L1m1ted Sri Lan"-a Branch (' HSBC Sri Lanka·) is 
reg.1s1cred in Sri Lan"-a as a branch or lhc Hong"-ong and Shanghai Banking Corporation I imitcd 
("!he Compan:r "). a company incorporated in I long Kong. I ISRC I loldings rlc. a compan) 
1ncorporatcd in England. is 1he ultimate holding com pan) 

I !SBC Sri Lanka has cffec1ive processes in place to ensure compliancc with applicable laws and 
regulations pertaining to the banking industry 111 Sn Lanka including rhe Banking Ac1. J>rc,ention ot' 
Moncy Laundering /\cl No 5 of2006 (PML/\) and Amendment No40 of201 I. 1-inanciul 
I ransactions Reponing Ac1 No 6 or 2006 and related Ac1s. Companies Act No. 7 of 2007 and the 
C1.:111ral Bank or Sri Lanka directions and guidelines. Addi1ionall) "e arc also bound to com pl) "ith 
1h1.: applicable dircctions of the Compan) Abo 1he Ban"-ing /\ct Direction No. I I of 2007 and it,; 
amendments 011 Corporate Governance for Licensed Commercial Banks in Sri I anka. i<;sucd by the 
l\1onciai) Board of 1he Central Ban"- or Sri Lanka under section 46 (I) or the Ban"-ing /\ct No. 30 of 
1988 pro, ides tha1 the 111anda1or:r requirements set out in section 3 or the said Direction should be
complied with b) Licensed Commercial Ranks. All branches of foreign banl,;s arc requested 10 adhcre 
10 scctions 3 (8) and 3 (9). 11S13C Sri Lanka complies \\1th the said Direction on Corporate 
Go"ernancc. 

I he Group ha, adopted a ris"- management ,md internal conlrol structure. referred 10 as the Three 
Lines or Defrnt·c. 10 ensure it achieves its commercial aims while meeting regulatory and legal 
requirements and its responsibilities In shareholders. cusloincrs and staff. 

Thr Firsl Linc of Defonce consists or 'R is"- 0\\ ncrs' and 'Control 0\\ ners'. Our (j l0bal Bus111c,scs ar1.: 
the Ris"- O,\ ncrs. rhc) are accountable and responsible for managing ris"- in their da)-to-da) acti, 11ic:-
1hrough proccssc� and controls. Control Owners exisl in Global Businesses. Global Functions and 
Operational area,. ·1 he) arc required to monitor and provide an opinion on the e1Tec1ivencss of the 
controls rclied upon by the Risk Owners lo manage their risks. 'I he First I.inc or Defence cnsmc all 
1,;cy risl,;s arc idcn1ilicd. mitigated and monitored by an appropriate control environment. 

The Second Linc of Defence consists of Ris"- Stewards and 1heir learns. II is mad1.: up 111 par! (but not 
exclusively) b:r lcaders within Global Risi,; and other Global Functions. The, set polic:r. gl\1.: ad,ice 
and prm ide indcpcndem challenge. In doing this. the)' O\.ersee and assess the ris"- management 
activities carried out b) the Firs! Linc. The) ,uppo11 the Risi-. O,rners with selling their ris"- appetite 
within 1hc Group's o,crall ris"- appetite. It prm idc" assurancc o, er the cffec1ivcness of the ris(..; and 
co111rol activities tomluctcd by the First Line nr IJcfencc 

The Third Linc of Ocl'cncc. Global Audit. ind1.:pendcnll) assures our ris"- management. gO\ crnancc 
and inh.:rnal controls to make sure thc:r arc effective and fit for purpose. rhc, arc responsible for 
pro\ id111g independent assurance to management and thc Boartl over the design and operation or 
11S BC's risk management. go, crnancc and internal control processes. 

I he e�isting Compliance team ha:- 1wo distinct sub-lunc1ions: Financial Crime Compliance (FCC) and 
Regulator)' Compliance (RC) 
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I CC 1s focused on: 

• Anti-Mone) Laundering (AML). Counter Terrorist Financing & Proliferation rinancc
• Sanctions
• Anti-Bribery and Corruption (AB&C)

RC is locuse<l on: 

• Conduct or Business (Customer. Countcrparties and Clients as well as Products and Services)
• Market Conduct
• General regulatory compliance management including stakeholder support

rhcre is a Financial Crime Compliance Programme now underway to manage change and thi� 1s pan 
llfGlohal Standards. rhcre are three key components in this Programme and the) arc: 

• Aligning current activities. such as Knov. Your CusLOmer and customer screening. and
building these imo a new and far more integrated framework to conduct Customer Due
Diligence. 1 his will enable I ISBC to manage financial crime risk more effectin:1) acrnss the
complete customer lire cycle.

• 13uilding stronger controls to imprm-e the WU) financial Crime Compliance riskc:. an:
managed. Improved controls\\ ill help I !SBC lo measure hm, effective they arc at managing
linancial crime in an) given business or countr) and help them to spot gaps as well as
trends. so they can take action.

• The \\ a:,. customers. both at a personal and business level. do theu- banking toda) has changed
in recent years. As part of this change. I ISAC has made a significant investment in new 
technology to make sure we're gnthcring and ::malys111g financial in tell igcncc in a smart 1\ 8). 

so that we can identil�' suspicious transactions. acti, ity or connections.

l'he Regulatory C ompl iancc team is n.:sponsible lor selling the policies and standards \\. hich cover 
HSl3C's regulatory requin:ments. and supports the management or conduct and reputalional risk 
issues. lhe team works closely with the Global Businesses and Functions while maintaining an 
independent and challenging mind set. I his is a critical part or hcing the second line of defcncc. 

Gi, en the dynamic: and C\.Olving regulator) cm ironmcnt HSBC is operating in toda). the Regulator} 
Compliance team is relied upon to grasp the regulator), change agenda and ensure the business areas 
understand th<.: implications and are prepared for change. 

The Regulator) Compliance team also monitors how the Global l3usinesses and Functions manage 
their responsibilities with regard lo com pl) ing with the required regulations. and will supporl the 
resolution of comp I iance deficiencies. 

At the operational level. the Compliance Officer. in charge of both FCC and RC. wil I: 

• Compile and maintain Compliance Risk Assessments. I he Compliance Risk Assessment
identifies and assess all risks for which the Compliance function ha� O\Crsigbt
responsibilities in order that suitable mitigating action can be planned and taken. The
assessment and risk rating is documented •• rnd re\ iewed lo ensure the list of risks identified
remains complete and the rating applied 10 1.:ach is appropriate.
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• Devise annual Compliance Plans to record risk-ba5ed activity planned for the corning year
and the resources necessary lo deliver it

• ln accordance with the annual Compliance Plan. undertake regular monitoring and ad-hoc
re, ic,\ s as may be neccssar) to , err I) that cnntrols remain robust and understanding or,
adhen:nc1.: to procedun:s is maintained.

• Rqmrt ctmipliancc control failures. or incidents which may indicate a m:cd to revil!w
Compliance Risk /\ss1.:ssmcnts or mitigating procedures. As well as facilitating reporting
"ithin thl! business e.g. to local audit committees and or regulators

• Prcpnrc Compliance Cert1licalcs ever') six months. countersigned b) busim:ss Management.
certifying that all rckv,mt matters have been reported within Compliance as appropriate.
and that where neccssar) corrective action has been taken to address any issues arising.

In addition to RC and l·CC. a number of teams arc formed as RC rec shared scrvu.:cs to support the
two functions. for example. RL:gulatory Affairs & Policy (R/\P) and Compliance Monitoring &
I csting (CMA I).

Rt\ P i-; responsible for all Regulator� I ngagemcnts. Rcgulator) Dcvclopmcnt and Pol ic� GO\ crnancc
111 \n I .anka and Maldives.

CMA r is responsible for carrying out monitoring a1.:tivities to provide a reasonable assurance to thl'
business that their I st line or defense is sound and sufficient as tar as FCC and RC arc concerned. I his
is being established through two mnin activities:

• B} testing the adequac) or C'(tslrng !·CC RC control:, in the I st line
• B) id1.:ntifying any gaps in the control cmironmcnt for FCC RC compliance and ad\.t!>C the
• busim:ss to develop or maintain controls to mitigate any potential risks .

Jayant Rikhye
(Signed) Head of International Asia Pacific
Head of Strategy and Planning Asia Pacific

Patrick J Gallagher
(Signed) Chief Executive Officer Sri Lanka and 
Maldives
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