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Banking Disclosure Statement at 31 December 2017

Introduction

Purpose

The information contained in this document is for The Hongkong
and Shanghai Banking Corporation Limited (‘the Bank’) and its
subsidiaries (together ‘the group’). It should be read in conjunction
with the group's Annual Report and Accounts 2017. The group's
Annual Report and Accounts 2017, the Banking Disclosure
Statement and the Regulatory Capital Instruments document,
taken together, comply with the Banking (Disclosure) Rules ('BDR’)
made under section 60A of the Banking Ordinance. They also
serve to comply with the disclosures on remuneration as required
by the Hong Kong Monetary Authority (‘HKMA') Supervisory Policy
Manual CG-5 ‘Guideline on a Sound Remuneration System’.

References to ‘HSBC’, ‘the Group’ or ‘the HSBC Group’ within this
document mean HSBC Holdings plc together with its subsidiaries.
Within this document the Hong Kong Special Administrative
Region of the People’s Republic of China is referred to as ‘Hong
Kong'. The abbreviations ‘'HK$m' and ‘HK$bn’ represent millions
and billions (thousands of millions) of Hong Kong dollars
respectively.

These banking disclosures are governed by the group’s disclosure
policy, which has been approved by the Board of Directors. The
disclosure policy sets out the governance, control and assurance
requirements for publication of the document. While the
disclosure statement is not required to be externally audited, the
document has been subject to independent review in accordance
with the group’s policies on disclosure and its financial reporting
and governance processes.

Basis of preparation

Except where indicated otherwise, the financial information
contained in this Banking Disclosure Statement has been prepared
on a consolidated basis. The basis of consolidation for regulatory
purposes is different from that for accounting purposes.
Information regarding subsidiaries that are not included in the
consolidation for regulatory purposes is set out in the ‘Basis of
consolidation’ section in this document.

The information in this document is not audited and does not
constitute statutory accounts.

Certain financial information in this document is extracted from
the statutory accounts for the year ended 31 December 2017
which will be delivered to the Registrar of Companies and the
HKMA. The Auditors expressed an unqualified opinion on those
statutory accounts in their report dated 20 February 2018. The
Auditor's Report did not include a reference to any matters to
which the auditor drew any attention by way of emphasis without
qualifying their report; and did not contain a statement under
sections 406(2), 407(2) or (3) of the Hong Kong Companies
Ordinance (Cap.622). The group's Annual Report and Accounts
2017, which include the statutory accounts, can be obtained on
request from Communications (Asia), The Hongkong and Shanghai
Banking Corporation Limited, 1 Queen's Road Central, Hong Kong,
and can be viewed on our website: www.hsbc.com.hk.

The Banking Disclosure Statement

The HKMA has implemented the Basel Committee on Banking
Supervision (‘BCBS’) standards on revised Pillar 3 disclosures
issued in January 2015. These disclosures are supplemented by
specific additional requirements of the HKMA set out in the BDR.

According to the BDR, disclosure of comparative information is
not required unless otherwise specified in the standard disclosure
templates.

The Banking Disclosure Statement includes the majority of the
information required under the BDR. The remainder of the
disclosure requirements are covered in the Regulatory Capital
Instruments document and the group's Annual Report and
Accounts 2077 which can be found in the Regulatory Disclosure
section of our website, www.hsbc.com.hk.

BDR requirements covered in the Regulatory Capital
Instruments document:

* The main features of the capital instruments
e The full terms and conditions of the capital instruments

BDR requirements covered in the group's References:
Annual Report and Accounts 2017:
e Section 16J - The group's definition of 'Impaired' and Page 21
'Renegotiated’ and the methods adopted for determining
impairments
e Section 25(4) - Impaired loans and advances to Note 11
customers by geographical segment
e Section 29 - Net structural foreign currency exposures Page 28
e Section 46 - The general disclosure of the major Pages 9 &
business activities and product lines 60, Note 34
e Section 51, 51A(6), 51A(7) - Liquidity information Pages 24-25
e Section 52 - Corporate governance Pages 3-8
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Overview of risk management

Our risk management framework

We use an enterprise-wide risk management framework across
the organisation and across all risk types. It is underpinned by our
risk culture and is reinforced by the HSBC Values and our Global
Standards programme.

The framework fosters continuous monitoring of the risk
environment and an integrated evaluation of risks and their
interactions. It also ensures we have a consistent approach to
monitoring, managing and mitigating the risks we accept and
incur in our activities. Further information on our risk management
framework is set out on page 12 of the group’s Annual Report and
Accounts 2017. The management and mitigation of principal risks
facing the group is described in our top and emerging risks on
page 16 of the group's Annual Report and Accounts 2017 .

Risk culture

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.

Our risk culture is further 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 that are
aligned to our risk appetite and strategy.

Risk governance

The Board has ultimate responsibility for the effective
management of risk and approves HSBC's risk appetite. It is
advised by the Risk Committee on risk appetite and its alignment
with strategy, risk governance and internal controls, and high-level
risk related matters.

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's Chief
Risk Officer, supported by the Risk Management Meeting ('RMM’).

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.

Our executive risk governance structures ensure appropriate
oversight and accountability for risk, which facilitates the reporting
and escalation to the RMM.

Risk appetite

Risk appetite is a key component of our management of risk. It
describes the aggregate level and risk types that we are willing to
accept in achieving our medium- to long-term business objectives.
Within HSBC, risk appetite is managed through a global risk
appetite framework and articulated in a risk appetite statement
("‘RAS’), which is approved biannually by the Board on the advice
of the group's Risk Committee.

The group'’s risk appetite informs our strategic and financial
planning process, defining the desired forward-looking risk profile
of the Group. It is also integrated within other risk management
tools, such as the top and emerging risks report and stress testing,
to ensure consistency in risk management. Information on our risk
management tools is set out on page 13 of the group's Annual
Report and Accounts 2017. Details on the group’s overarching risk
appetite are set out on page 13 of the group's Annual Report and
Accounts 2017.

Stress testing

HSBC operates a comprehensive stress testing programme that
supports our risk management and capital planning. It includes
execution of stress tests mandated by our regulators, as well as
internal stress tests. Our stress testing is supported by dedicated
teams and infrastructure.

Our 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 decision
about capital levels.

Global Risk and the group’s Risk functions

We have a dedicated Global Risk function, headed by the Group
Chief Risk Officer, which is responsible for the Group's risk
management framework. This 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. It is independent from the global
businesses, including sales and trading functions, helping to
ensure balance in risk/return decisions. The Global Risk function
operates in line with the Three Lines of Defence model. Similarly,
the group’s Risk function headed by the group’s Chief Risk Officer,
is independent from the global businesses and responsible for the
group’s risk management framework.

Risk management and internal control systems

The Directors are responsible for maintaining and reviewing the
effectiveness of risk management and internal control systems,
and for determining the aggregate level and risk types they are
willing to accept in achieving the group’s business objectives.

On behalf of the Board, the group's Audit Committee has
responsibility for oversight of risk management and internal
controls over financial reporting, and the group's Risk Committee
has responsibility for oversight of risk management and internal
controls other than for financial reporting.

The Directors, through the group’s Risk Committee and the
group's Audit Committee, conduct an annual review of the
effectiveness of our system of risk management and internal
control. The group's Risk Committee and the group’s Audit
Committee received confirmation that executive management has
taken or is taking the necessary actions to remedy any failings or
weaknesses identified through the operation of our framework

of controls.

Risk measurement and reporting systems

Our risk measurement and reporting systems are designed to help
ensure that risks are comprehensively captured with all the
attributes necessary to support well-founded decisions, that those
attributes are accurately assessed, and that information is
delivered in a timely manner for those risks to be successfully
managed and mitigated.

Risk measurement and reporting systems are also subject to a
governance framework designed to ensure that their build and
implementation are fit for purpose and functioning appropriately.
Risk information systems development is a key responsibility of
the Global Risk function, while the development and operation of
risk rating and management systems and processes are ultimately
subject to the oversight of the Board.

We continue to invest significant resources in IT systems and
processes in order to maintain and improve our risk management
capabilities. A number of key initiatives and projects to enhance
consistent data aggregation, reporting and management, and
work towards meeting our Basel Committee data obligations are
in progress. Group policy promotes the deployment of preferred
technology where practicable. Group standards govern the
procurement and operation of systems used in our subsidiaries to
process risk information within business lines and risk functions.

The Hongkong and Shanghai Banking Corporation Limited 5



Banking Disclosure Statement at 31 December 2017

Risk measurement and reporting structures deployed at Group
level are applied throughout global businesses and major
operating subsidiaries through a common operating model for
integrated risk management and control. This model sets out the
respective responsibilities of Group, global business, region and
country level risk functions in respect of such matters as risk
governance and oversight, compliance risks, approval authorities
and lending guidelines, global and local scorecards, management
information and reporting, and relations with third parties,
including regulators, rating agencies and auditors.

Risk analytics and model governance

The Global Risk and the group's Risk functions manage a number
of analytics disciplines supporting model development and
management, including rating, scoring, economic capital and
stress testing models for different risk types and business
segments. They formulate technical responses to industry
developments and regulatory policy in the field of risk analytics,
develop HSBC's global risk models, and oversee local model
development and use around the Group toward our
implementation targets for Internal ratings-based ('IRB’)
approaches.

Model governance is under the general oversight of the Global
Model Oversight Committee (‘MOC’). Global MOC is supported by
specific global functional MOCs for wholesale credit risk, market
risk, Retail Banking and Wealth Management (‘RBWM’), Global
Private Banking (‘GPB’), Finance, regulatory compliance,
operational risk, fraud risk and financial intelligence, pensions risk
and financial crime risk, and has functional and/or regional and
entity-level counterparts with comparable terms of reference
where required.
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Linkage to the Annual Report
and Accounts 2017

Basis of consolidation

The basis of consolidation for financial accounting purposes is in
accordance with Hong Kong Financial Reporting Standards
("HKFRS’), as described in Note 1 on the financial statements in
the group’s Annual Report and Accounts 2017.

The basis of consolidation for regulatory purposes is different from
that for accounting purposes. Subsidiaries included in the
consolidation for regulatory purposes are specified in a notice
from the HKMA in accordance with section 3C(1) of the Banking
(Capital) Rules (‘BCR’). Subsidiaries not included in consolidation
for regulatory purposes are securities and insurance companies
that are authorised and supervised by regulators, and are subject
to supervisory arrangements regarding the maintenance of
adequate capital to support business activities comparable to
those prescribed for authorised institutions under the BCR and the
Banking Ordinance. The capital invested by the group in these
subsidiaries is deducted from the capital base, subject to certain
thresholds, as determined in accordance with Part 3 of the BCR.

For insurance entities, the present value of in-force long-term
insurance business asset of HK$44,621m and the related deferred

tax liability are only recognised on consolidation in financial
reporting, and are therefore not included in the asset or equity
positions for the stand-alone entities presented in the below table.

There are no subsidiaries that are included within both the
accounting scope of consolidation and the regulatory scope of
consolidation, but where the method of consolidation differs at
31 December 2017.

There are no subsidiaries that are included within the regulatory
scope of consolidation, but not included within the accounting
scope of consolidation at 31 December 2017.

The group operates subsidiaries in a number of countries and
territories where capital is governed by local rules, and there may
be restrictions on the transfer of regulatory capital and funds
between members of the banking group.

The Bank and its banking subsidiaries maintain regulatory reserves
to satisfy the provisions of the Banking Ordinance and local
regulatory requirements for prudential supervision purposes. At

31 December 2017, the effect of this requirement is to reduce the
amount of reserves which can be distributed to shareholders by
HK$27,703m.

There are no relevant capital shortfalls in any of the group’s
subsidiaries at 31 December 2017 which are not included in its
consolidation group for regulatory purposes.

Table 1: List of subsidiaries outside the regulatory scope of consolidation

At 31 Dec 2017

Principal activities Total assets Total equity

HK$m HK$m

HSBC Broking Futures (Hong Kong) Ltd Futures broking 3,406 597
HSBC Broking Services (Asia) Ltd and its subsidiaries Broking services 18,300 3,028
HSBC Corporate Advisory (Malaysia) Sdn Bhd Financial services 15 13
HSBC Global Asset Management Holdings (Bahamas) Ltd Asset management 127 126
HSBC Global Asset Management (Hong Kong) Ltd Asset management 852 476
HSBC Investment Funds (Hong Kong) Ltd Asset management 675 236
HSBC Global Asset Management (Japan) K.K. Asset management 198 107
HSBC Global Asset Management (Singapore) Ltd Asset management 84 57
HSBC Insurance (Asia-Pacific) Holdings Ltd and its subsidiaries Insurance 402,421 31,592
HSBC InvestDirect (India) Ltd and its subsidiaries Financial services 721 587
HSBC Securities (Asia) Ltd and its subsidiaries Broking services 425 423
HSBC Securities (Japan) Ltd Broking services 150,505 1,613
HSBC Securities (Singapore) Pte Ltd Broking services 172 66
HSBC Securities Brokers (Asia) Ltd Broking services 13,323 3,553
HSBC Qianhai Securities Ltd ' Broking services 2,101 1,949
Hang Seng Futures Ltd Futures broking 102 102
Hang Seng Insurance Co. Ltd and its subsidiaries Insurance 130,584 10,996
Hang Seng Investment Management Ltd Asset management 1,553 1,535
Hang Seng Investment Services Ltd Investment services 9 9
Hang Seng Securities Ltd Broking services 3,655 1,307
Hang Seng Qianhai Fund Management Co. Ltd Asset management 179 164

1 The entity was established in 2017.

The approaches used in calculating the group’s regulatory capital
and risk-weighted assets (‘RWAs’) are in accordance with the
BCR. The group uses the advanced internal ratings-based
approach to calculate its credit risk for the majority of its non-
securitisation exposures and the internal ratings-based
(securitisation) approach to determine credit risk for its banking
book securitisation exposures. For market risk, the group uses an
internal models approach to calculate its general market risk

for the risk categories of interest rate and foreign exchange
(including gold) exposures, and equity exposures. The group also
uses an internal models approach to calculate its market risk in
respect of specific risk for interest rate exposures and equity
exposures. The group uses the standardised (market risk)
approach for calculating other market risk positions, as well as
trading book securitisation exposures, and the standardised
(operational risk) approach to calculate its operational risk.

The Hongkong and Shanghai Banking Corporation Limited 7



Banking Disclosure Statement at 31 December 2017

The following table sets out the group’s consolidated statement of
financial position based on the accounting scope of consolidation

The following tables together provide a reconciliation of the and the corresponding balances based on the regulatory scope of

group's consolidated statement of financial position, as published consolidation.

in the group's Annual Report and Accounts 2017, to the transition

disclosures template in Table 6 of this document.

Balance sheet reconciliation

Table 2: Reconciliation of balance sheets — accounting to regulatory scope of consolidation

At 31 Dec 2017

Balance sheet in
published Under regulatory

financial scope of
tat lidation
HK$m HK$m

Assets
Cash and sight balances at central banks 208,073 206,009
Items in the course of collection from other banks 25,714 25,714
Hong Kong Government certificates of indebtedness 267,174 267,174
Trading assets 496,434 474,119
Derivatives 300,243 301,168
Financial assets designated at fair value 122,646 463
Reverse repurchase agreements — non-trading 330,890 210,008
Placings with and advances to banks 433,005 418,453
Loans and advances to customers 3,328,980 3,324,224
Financial investments 1,720,873 1,369,959
Amounts due from Group companies 227,729 340,653
Investments in subsidiaries - 16,902
Interests in associates and joint ventures 144,717 141,855
Goodwill and intangible assets 59,865 12,466
Property, plant and equipment 116,336 113,327
Deferred tax assets 2,156 2,111
Prepayments, accrued income and other assets 158,511 87,788
Total assets 7,943,346 7,312,393

Liabilities

Hong Kong currency notes in circulation 267,174 267,174
Items in the course of transmission to other banks 38,283 38,283
Repurchase agreements — non-trading 47,170 47,170
Deposits by banks 201,697 201,528
Customer accounts 5,138,272 5,123,267
Trading liabilities 231,365 231,365
Derivatives 309,353 310,884
Financial liabilities designated at fair value 49,278 11,010
Debt securities in issue 38,394 38,514
Retirement benefit liabilities 2,222 2,222
Amounts due to Group companies 265,688 254,730
Accruals and deferred income, other liabilities and provisions 110,687 67,968
Liabilities under insurance contracts 438,017 -
Current tax liabilities 3,242 2,535
Deferred tax liabilities 24,391 16,309
Subordinated liabilities 4,090 4,090
Preference shares 21,037 20,930
Total liabilities 7,190,360 6,637,979

Equity
Share capital 151,360 151,360
Other equity instruments 14,737 14,737
Other reserves 123,417 119,638
Retained earnings 406,966 340,763
Total shareholders’ equity 696,480 626,498
Non-controlling interests 56,506 47,916
Total equity 752,986 674,414
Total equity and liabilities 7,943,346 7,312,393
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The following table expands the balance sheet under the template in Table 6. The capital components in this table contain a
regulatory scope of consolidation to show separately the reference that shows how these amounts are included in Table 6.

capital components that are reported in the transition disclosures

Table 3: Detailed reconciliation of balance sheets to transition disclosures template

At 31 Dec 2017

Balance sheet in

published Under regulatory  Cross-referenced to
financial scope of  Definition of Capital
statements consolidation Components
HK$m HK$m
Assets
Cash and sight balances at central banks 208,073 206,009
Items in the course of collection from other banks 25,714 25,714
Hong Kong Government certificates of indebtedness 267,174 267,174
Trading assets 496,434 474,119
of which: significant capital investments in financial sector entities exceeding 10% threshold 8 7
of which: significant capital investments in financial sector entities 4 2
Derivatives 300,243 301,168
Financial assets designated at fair value 122,646 463
Reverse repurchase agreements — non-trading 330,890 210,008
Placings with and advances to banks 433,005 418,453
Loans and advances to customers 3,328,980 3,324,224
of which: impairment allowances eligible for inclusion in Tier 2 capital (2,176) 3
Financial investments 1,720,873 1,369,959
of which: significant capital investments in financial sector entities exceeding 10% threshold 1,266 4
Amounts due from Group companies 227,729 340,653
of which: significant capital investments in financial sector entities exceeding 10% threshold 1,900 5
of which: significant capital investments in financial sector entities 3772 6
Investments in subsidiaries - 16,902
of which: significant capital investments in financial sector entities exceeding 10% threshold 16,902 7
Interests in associates and joint ventures 144,717 141,855
of which: gooadwill 3,958 8
of which: significant capital investments in financial sector entities exceeding 10% threshold 85,423 9
Goodwill and intangible assets 59,865 12,466
of which: gooadwill 5,092 70
of which: intangible assets 7,374 11
Property, plant and equipment 116,336 113,327
Deferred tax assets 2,156 2,111
of which: deferred tax assets net of related tax liabilities 2,237 12
of which: deferred tax liabilities related to goodwill (92) 13
of which: deferred tax liabilities related to intangible assets (34) 14
Prepayments, accrued income and other assets 158,511 87,788
of which: defined benefit pension fund net assets 88 15
of which: significant capital investments in financial sector entities exceeding 10% threshold 297 16
Total assets 7,943,346 7,312,393

The Hongkong and Shanghai Banking Corporation Limited 9



Banking Disclosure Statement at 31 December 2017

Table 3: Detailed reconciliation of balance sheets to transition disclosures template (continued)

At 31 Dec 2017

Balance sheet in

published Under regulatory  Cross-referenced to
financial scope of  Definition of Capital
t: lidation components
HK$m HK$m
Liabilities
Hong Kong currency notes in circulation 267,174 267,174
Items in the course of transmission to other banks 38,283 38,283
Repurchase agreements — non-trading 47,170 47,170
Deposits by banks 201,697 201,528
Customer accounts 5,138,272 5,123,267
Trading liabilities 231,365 231,365
of which: gains and losses due to changes in own credit risk on fair valued liabilities (113) 17
Derivatives 309,353 310,884
of which: gains and losses due to changes in own credit risk on fair valued liabilities (201) 18
Financial liabilities designated at fair value 49,278 11,010
of which: gains and losses due to changes in own credit risk on fair valued liabilities 3 179
Debt securities in issue 38,394 38,514
Retirement benefit liabilities 2,222 2,222
Amounts due to Group companies 265,688 254,730
of which: qualifying Tier 2 capital instruments 17,820 20
of which: gains and losses due to changes in own credit risk on fair valued liabilities 128 21
Accruals and deferred income, other liabilities and provisions 110,687 67,968
Liabilities under insurance contracts 438,017 -
Current tax liabilities 3,242 2,535
Deferred tax liabilities 24,391 16,309
of which: deferred tax liabilities related to intangible assets 951 22
of which: deferred tax liabilities related to defined benefit pension fund net assets 9 23
Subordinated liabilities 4,090 4,090
of which: portion eligible for Tier 2 capital instruments, subject to phase-out arrangements 3,126 24
of which: portion eligible for Tier 2 capital instruments issued by subsidiaries, subject to phase-out
arrangements 598 25
Preference shares 21,037 20,930
of which: portion eligible for AT1 capital instruments, subject to phase-out arrangements 19,367 26
of which: portion eligible for Tier 2 capital instruments, subject to phase-out arrangements 1,563 27
Total liabilities 7,190,360 6,637,979
Equity
Share capital 151,360 151,360
of which: portion eligible for inclusion in CETT capital 149,906 28
of which: revaluation reserve capitalisation issue 1,454 29
Other equity instruments 14,737 14,737
of which: qualifying AT1 capital instruments 14,737 30
Other reserves 123,417 119,638 31
of which: fair value gains arising from revaluation of land and buildings 58,381 32
of which: cash flow hedging reserves (135) 33
of which: valuation adjustment 610 34
Retained earnings 406,966 340,763 35
of which: regulatory reserve for general banking risks 27,703 36
of which: regulatory reserve eligible for inclusion in Tier 2 capital 13,548 37
of which: fair value gains arising from revaluation of land and buildings 4,704 38
of which: valuation adjustment 875 39
Total shareholders’ equity 696,480 626,498
Non-controlling interests 56,506 47,916
of which: portion allowable in CETT capital 24,416 40
of which: portion allowable in AT1 capital 1,630 41
of which: portion in AT1 capital, subject to phase-out arrangements 3,469 42
Total equity 752,986 674,414
Total equity and liabilities 7,943,346 7,312,393
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Table 4: LIT — Differences between accounting and regulatory scopes of consolidation and mapping of financial statement categories

with regulatory risk categories

‘ a b @® d e f g
Carrying values of items:
Carrying not subject
values as Carrying to capital
reported in values under subject to subject to requirements
published scope of subject to counterparty subject to market or subject to
financial regulatory credit risk credit risk securitisation risk deduction
statements consolidation framework framework framework' framework from capital
Footnotes HK$m HK$m HK$m HK$m HK$m HK$m HK$m
Assets
Cash and sight balances at central banks 208,073 206,009 206,009 - — - -
Items in the course of collection from other banks 25,714 25,714 25,714 — - — —
Hong Kong Government certificates of
indebtedness 267,174 267,174 267,174 - — - -
Trading assets 2 496,434 474,119 — 8,953 — 447,557 26,562
Derivatives 2 300,243 301,168 - 301,168 - 301,168 -
Financial assets designated at fair value 122,646 463 463 - — - -
Reverse repurchase agreements — non-trading 330,890 210,008 — 210,008 — - -
Placings with and advances to banks 433,005 418,453 381,900 36,553 — - -
Loans and advances to customers 3,328,980 3,324,224 3,255,921 34,326 32,218 - 1,759
Financial investments 1,720,873 1,369,959 1,368,520 126 47 - 1,266
Amounts due from Group companies 2 227,729 340,653 72,808 245,045 — 17,142 5,672
Investments in subsidiaries - 16,902 — - — - 16,902
Interests in associates and joint ventures 144,717 141,855 52,474 — — — 89,381
Goodwill and intangible assets 4 59,865 12,466 — - — - 11,515
Property, plant and equipment 116,336 113,327 113,327 - — - -
Deferred tax assets 2,156 2,111 — - — - 2,111
Prepayments, accrued income and other assets 34 158,511 87,788 76,054 8,634 35 - 3,056
Total assets at 31 Dec 2017 7,943,346 7,312,393 5,820,364 844,813 32,300 765,867 158,224
Liabilities
Hong Kong currency notes in circulation 267,174 267,174 - - - - 267,174
Items in the course of transmission to other banks 38,283 38,283 - - - - 38,283
Repurchase agreements — non-trading 47,170 47,170 — 47,170 — - -
Deposits by banks 201,697 201,528 - 530 - - 200,998
Customer accounts 5,138,272 5,123,267 - 240 - - 5,123,027
Trading liabilities 2 231,365 231,365 — 687 — 204,109 27,256
Derivatives 2 309,353 310,884 - 310,884 - 310,884 -
Financial liabilities designated at fair value 49,278 11,010 — - — - 11,010
Debt securities in issue 38,394 38,514 - — - — 38,514
Retirement benefit liabilities 2,222 2,222 - - - - 2,222
Amounts due to Group companies 265,688 254,730 — 2,682 — - 252,048
Accruals and deferred income, other liabilities and
provisions 3 110,687 67,968 - 152 — - 67,816
Liabilities under insurance contracts 438,017 - — - — - -
Current tax liabilities 3,242 2,535 — - — - 2,535
Deferred tax liabilities 24,391 16,309 - - - - 16,309
Subordinated liabilities 4,090 4,090 — - — - 4,090
Preference shares 21,037 20,930 - — - — 20,930
Total liabilities at 31 Dec 2017 7,190,360 6,637,979 — 362,345 — 514,993 6,072,212

1 The amounts shown in the column ‘subject to securitisation framework’ only include non-trading book. Trading book securitisation positions are included in the market risk column.
2 Assets/liabilities arising from derivative contracts held in the regulatory trading book are subject to both market risk and counterparty credit risk because derivative contracts are mark
to market and there is a risk that the counterparty may not be able to fulfil the contractual obligations. As a result, the amounts shown in column (b) do not equal the sum of columns

(c) to (g).

3 The difference in the carrying values reported in the financial statements in column (a) and the scope of regulatory consolidation in column (b) mainly represents the amounts of
acceptance and endorsements being included as contingencies in accordance with the BCR, whilst for accounting purposes, acceptances and endorsements are recognised on the
balance sheet in accordance with HKAS39 'Financial instruments: Recognition and Measurement'.

4 The assets disclosed in column (g) are net of any associated deferred tax liability.
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Table 5: LI2 — Main sources of differences between regulatory exposure amounts and carrying values in financial statements

‘ a ‘ b ‘ c ‘ d e

Items subject to:

counterparty
credit risk securitisation credit risk market risk
Total framework framework framework framework
HK$m HK$m HK$m HK$m HK$m
1 Asset carrying value amount under scope of regulatory consolidation (as
per template LI1) 7,154,169 5,820,364 32,300 844,813 765,867
2 Liabilities carrying value amount under regulatory scope of consolidation
(as per template LI1) 565,767 - - 362,345 514,993
3 Total net amount under regulatory scope of consolidation 6,588,402 5,820,364 32,300 482,468 250,874
4 Off-balance sheet amounts and potential future exposure for
counterparty risk 2,828,048 791,320 792 209,840 -
5 Differences in netting rules 413 (1,437) - 1,850 -
6 Differences due to financial collateral on standardised approach (118,236) (118,236) — — -
7 Differences due to impairments on IRB approach 12,071 12,071 - - -
8 Differences due to credit risk mitigation (281,834) — - (281,835) -
9 Exposure amounts considered for regulatory purposes at
31 Dec 2017 9,028,864 6,504,082 33,092 412,323 250,874

Explanations of differences between accounting
and regulatory exposure amounts

Off-balance sheet amounts and potential future
exposure for counterparty risk

Off-balance sheet amounts subject to credit risk or the
securitisation frameworks include the undrawn portion of
committed facilities, various trade finance commitments and
guarantees, by applying credit conversion factors (‘CCF’) to these
items and consideration of potential future exposures (‘PFE’) for
counterparty credit risk (‘CCR’).

Differences in netting rules

Under HKFRS, netting is only permitted if a legal right of set-off
exists and the cash flows are intended to be settled on a net basis.
Under the BCR, however, netting is applied when there is a valid
bilateral netting agreement. As a consequence, we recognise
greater netting under the BCR, reflecting the close-out provisions
that would take effect in the event of default of a counterparty
rather than just those transactions that are actually settled net in
the normal course of business.

Differences due to financial collateral

The exposure value under the standardised approach is calculated
after deducting credit risk mitigation (‘CR