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Presentation of Information

This document comprises the Annual Report and Accounts 2022
for HSBC Bank plc ('the bank’ or 'the company') and its
subsidiaries (together 'the group’). "We', 'us’ and "our’ refer to
HSBC Bank plc together with its subsidiaries. It contains the
Strategic Report, the Report of the Directors, the Statement of
Directors’ Responsibilities and Financial Statements, together with
the Independent Auditors' Report, as required by the UK
Companies Act 2006. References to 'HSBC’, 'HSBC Group' or
‘Group’ within this document mean HSBC Holdings plc together
with its subsidiaries.

HSBC Bank plc is exempt from publishing information required by
The Capital Requirements Country-by-Country Reporting
Regulations 2013, as this information is published by its parent,
HSBC Holdings plc. This information is available on HSBC's
website: www.hsbc.com.

Pillar 3 disclosures for the group are also available on
www.hsbe.com, under Investors.

Contents of the linked websites are not incorporated into this
document,

All narrative disclosures, tables and graphs within the Strategic
Report and Report of the Directors are unaudited unless otherwise
stated.

Our reporting currency is £ sterling.
Unless otherwise specified, all $ symbols represent US dollars.

Cautionary Statement Regarding Forward-
Looking Statements

This Annual Report and Accounts 2022 contains certain forward-
looking statements with respect to the company's financial
condition; results of operations and business, including the
strategic priorities; financial, investment and capital targets; and
the company’s ability to contribute to the Group's Environmental,
social and governance ('ESG’) targets, commitments and
ambitions described herein.

Statements that are not historical facts, including statements
about the company’s beliefs and expectations, are forward-looking
statements. Words such as ‘may’, ‘will’, ‘should’, ‘expects’,
‘targets’, "anticipates’, ‘intends’, ‘plans’, 'believes’, 'seeks’,
‘estimates’, ‘potential’ and 'reasonably possible’, or the negative
thereof, other variations thereon or similar expressions are
intended to identify forward-looking statements. These statements
are based on current plans, information, data, estimates and
projections, and therefore undue reliance should not be placed on
them. Forward-looking statements speak only as of the date they
are made. The company makes no commitment to revise or
update any forward-looking statements to reflect events or
circumstances oceurring or existing after the date of any forward-
looking statements. Written and/or oral forward-looking
statements may also be made in the periodic reports to the US
Securities and Exchange Commission, offering circulars and
prospectuses, press releases and other written materials, and in
oral statements made by the company’s Directors, officers or
employees to third parties, including financial analysts. Forward-
looking statements involve inherent risks and uncertainties

Readers are cautioned that a number of factors could cause actual
results to differ, in some instances materially, from those
anticipated or implied in any forward-looking statement. These
include, but are not limited to:

* changes in general economic conditions in the markets in
which the company operates, such as new, continuing or
deepening recessions, prolonged inflationary pressures and
fluctuations in employment and creditworthy customers
beyond those factored into consensus forecasts (including,
without limitation, as a result of the Russia-Ukraine war and, to
a lesser extent, the Covid-19 pandemic); the Russia-Ukraine
war and the Covid-19 pandemic and their impact on global
economies and the markets where the company operates,
which could have a material adverse effect on {among other
things) the company's financial condition, results of operations,
prospects, liquidity, capital position and credit ratings;

. deviations from the market and economic assumptions that
form the basis for the company’s ECL measurements
{including, without limitation, as a result of the Russia-Ukraine
war, inflationary pressures and the Covid-19 pandemic);
changes in foreign exchange rates and interest rates; volatility
in equity markets; lack of liquidity in wholesale funding or
capital markets, which may affect the company's ahility to
meet its obligations under financing facilities or to fund new
loans, investments and businesses; geopolitical tensions or
diplomatic developments, both in Europe and in other regions
such as Asia, producing social instability or legal uncertainty,
such as the Russia-Ukraine war (including the continuation and
escalation thereof) and the related imposition of sanctions and
trade restrictions, the UK's relationship with the EU, supply
chain restrictions and disruptions, sustained increases in
energy prices and key commodities and diplomatic tensions
between China and the US, extending to the UK and the EU,
alongside other potential areas of tension, which may adversely
affect the group by creating regulatory, reputational and market
risks; the efficacy of government, customer, and the company's
and the Group's actions in managing and mitigating ESG risks,
in particular climate risk, nature-related risks and human rights
risks, and in supporting the global transition to net zero carbon
emissions, each of which can impact the company both directly
and indirectly through its customers and which may result in
potential financial and non-financial impacts; illiquidity and
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downward price pressure in national real estate markets;
adverse changes in central banks' policies with respect to the
provision of liquidity support to financial marlkets; heightened
market concerns over sovereign creditworthiness in over-
indebted countries: adverse changes in the funding status of
public or private defined benefit pensions; societal shifts in
customer financing and investment needs, including consumer
perception as to the continuing availability of credit; exposure
to counterparty risk, including third parties using us as a
conduit for illegal activities without the company’s knowledge;
the discontinuation of certain key Ibors and the development of
neat risk-free benchmark rates, as well as the transition of
legacy Ibor contracts to near risk-free benchmark rates, which
exposes the company to material exccution risks, including in
relation to the effectivaness of the Group's |bor remediation
strategy, and increases some financial and non-financial risks;
and price competition in the market segments that the
company serves;

changes in government policy and regulation, including the
monetary, interest rate and other policies of central banks and
other regulatory authorities in the principal markets in which
the company operates and the consequences thereof
(including, without limitation, actions taken as a result of the
impact of the Russia-Ukraine war on inflation and as a result of
the Covid-19 pandemic); initiatives to change the size, scope of
activities and interconnectedness of financial institutions in
connection with the implementation of stricter regulation of
financial institutions in key markets warldwide; revised capital
and liquidity benchmarks, which could serve to deleverage
bank balance sheets and lower returns available from the
current business model and portfolio mix; changes to tax laws
and tax rates applicable to the company, including the
imposition of levies or taxes designed to change business mix
and risk appetite; the practices, pricing or responsibilities of
financial institutions serving their consumer markets;
expropriation, nationalisation, confiscation of assets and
changes in legislation relating o foreign ownership, the UK's
relationship with the FU, which continues to be characterised
by uncertainty and political disagreement, particularly with
respect to the regulation of financial services, despite the
signing of the Trade and Cooperation Agreement (TCA')
between the UK and the EU; changes in UK macro-economic
and fiscal policy as a result of the change in UK government
leadership, which may resultin fluctuations in the value of the
pound sterling; general changes in government policy that may
significantly influence investor decisions; the costs, effects and
outcomes of regulatory reviews, actions or litigation, including
any additional compliance requirements; and the effects of
competition in the markets where we operate, including
increased competition from non-bank financial services
companies; and

factors specific to the company and the Group, including the
company’s success in adequately identifying the risks it faces,
such as the incidenca of loan losses or delinquency, and
managing those risks {through account management, hedging
and other technigues); the company's ability to achieve its
financial, investment, capital targets and the achievement of
the Group's ESG targets, commitments and ambitions, which
may result in the company’s failure to achieve any of the
expected benefits of its strategic priorities; model limitations or
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failure, including, without limitation, the impact that high
inflationary pressures, rising interest rates and the
consequences of the Covid-19 pandemic have had on the
performance and usage of financial models, which may require
the company to hold additional capital, incur losses and/or use
compensating controls, such as judgemental post-model
adjustments, to address model limitations; changes to the
judgements, estimates and assumptions the company bases its
financial statements on; changes in the company’s ability to
meet the requirements of regulatory stress tests; a reduction in
the credit ratings assigned to the company or any of its
subsidiaries, which could increase the cost or decrease the
availability of the company's funding and affect its liquidity
position and net interest margin; changes to the reliability and
security of the company’s data management, data privacy,
information and technology infrastructure, including threats
from cyber-attacks, which may impact its ability 1o service
clients and may result in financial loss, business disruption and/
o loss of customer services and data; the accuracy and
effective use of data, including internal management
information that may not have been independently verified;
changes in insurance customer behaviour and insurance claim
rates: the company's dependence on loan payments and
dividends from subsidiaries to meet its obligations; changes in
accounting standards, including the implementation of IFRS:17
‘Insurance Contracts’, which may have a material impact on
the way the company prepares its financial statements and
{with respect to IFRS 17) may negalively affect the profitability
of HSBC's insurance business; changes in the company’s
ability to manage third-party, fraud and reputational risks
inherent in its operations; employee misconduct, which may
result in regulatory sanctions and/or reputational or financial
harm: changes in skill requirements, ways of working and
talent shortages, which may affect the company’s ability to
recruit and retain senior management and diverse and skilled
personnel; and changes in the company’s ability to develop
sustainable finance and climate-related products consistent
with the evolving expectations of its regulators, and the
company's capacity to measure the climate impact from its
financing activity (including as a result of data limitations and
changes in methodologies), which may affect the Group's
ability to achieve its climate ambition, targets and
commitments, and increase the risk of greenwashing. Effective
risk management depends on, among other things, the
company’s ability through stress testing and other techniques
to prepare for events that cannot be captured by the statistical
models it uses: the company's success in addressing
operational, legal and regulatory, and litigation challenges; and
other risks and uncertainties we identify in ‘Top and emerging
risks’ on page 28 of the Annual Report and Accounts 2022,
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For the year ended 31 December 2022

Reported (loss)profit before tax (Em)

Adjusted profit/(loss) before 1ax (Em)
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16.8%

(2021: 17.8%); (2020: 15.1%)
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Key themes of 2022

HSBC Bank plc continued to support the Group through progress
on our sirategic aims, although challenges in the geopolitical and
economic environment remain.

Financial Performance

Our financial performance in 2022 reflected losses associated with
our restructuring initiatives, including impairments of businesses
which have been classified as held-for-sale. These items resulted
in a reported loss before tax. On an adjusted basis, profit before
tax increased due to the benefit of higher interest rates and a
strong performance in MSS. Costs decreased driven by the impact
of our transformation and cost-saving initiatives. Lxpected credit
losses returned to a charge for the year compared with a net
release in 2021, Read more on pages 16 to 22.

Strategic Transformation

We have continued to progress in our areas of strength and
simplify the group in order to streamline our operating model and
seck to improve returns. During the course of 2022, we continued
to prepare for the completion of the sale of our French retail
operations, announced the sale of our Greece branch operations
and entered into a sale agreement for our Russia business.

We remain focused on implementing our Intermediate Parent
Undertaking {'IPU’), in line with European Union {'EU') Capital
Requirements Directive {'CRD'): HSBC Continental Lurope ("HBCE')
acquired HSBC Trinkaus & Burkhardt GmbH {('HSBC Germany'}
and HSBC Bank Malta ('HBMT'}, and expect to acquire HSBC
Private Bank (Luxembourg) SA in the first half of 2023, subject to
receipt of pending regulatory approvals. More information can be
found on pages 6 and 7.

4 HSBC Bank plc Annual Report and Accounts 2022

Climate Ambition

The Group is committed to a net zero future and recognises that
our planet urgently needs drastic and lasting action to protect our
communities, businesses and the natural environment from the
damaging effects of climate change.

The Group believe they can make the most significant impact by
working with its customers to support their transition 1o a net zero
global economy. Since 2020, HSBC Bank plc has supported our
customers' transition to net zero and helped build a sustainable
future by providing and facilitating $86.2bn of sustainable finance,
$18.9bn of sustainable investment and $0.1bn of sustainable
infrastructure, as defined in the Group's Sustainable Finance Data
Dictionary 2022. This financing and investment contributes
towards the Group's ambition to provide and facilitate $750bn to
$1tn of sustainable financing and investment by 2030. The
$86.2bn of sustainable finance includes lending facilities provided
and capital markets facilitated transactions.

1 The detailed definitions of the contributing activities for sustainable
linance are available in the Group's revised Sustamnable Finance Data
Dictionary 2022, For the Group's ESG Data Pack, Sustamable
Finance Data Dictionary and third-party fimited assurance report, see
wivw. hsbe.com/who-we-are/esg-and responstble-business/esg-
reportingeentre



Key financial metrics

o 2022 2021 2020
For the year (Em)

(Loss)/profit before tax (reported basis) B 959} 1.023 1.614)
Profitiloss) before tax (adjusted basis|' B B ) - 1724 157 1184)
Net operating income befare change in expected credit losses and other credit impairment charges (reported basis)’ 4646 6,120 5,900
(Loss)/profit attributable to the parent company - - . _(408) 1,041 ~ {1.488)
At31December (m) IR
Total equity attributable to shareholders of the parant company - 23,875 = 23,584 23,666
Total assels 717,353 596,611 681,150

Risk-weighted assets*® 114,171 106,703 124,353
Loans and advances 1o customers (net of impairment allowances) 72,614 1,177 101,491
Customer accounts . N B ﬁs,sag 205,241 195,184
Capital ratios (%)** . . . I = .
Common equity tier 1 o 16.8 17.8 15,1
Tier 1 ) - 20.2 214 185

Total capital - - B 31.7 318 275
Leverage ratio (%)*" ) B B 55 42 4.0
Performance, efficiency and other ratios (annualised %) o
Return on average ordinary sharsholders' aquity” {3.1) 4.3 (7.9)
Return on tangible equity (%" 5.5 6.1 2.7)
Cost efficiency ratio (reported basis'” 152 89.2 1135
Cost efficiency ratio (adjusted basis) B 708 809 89.6
Ratio of customer advances 1o custamer accounts 336 44.4 52.0

1 Adjusted performance is computed by adjusting reported results for the effect of significant items as detailed on pages 18 to 20.

2 Net aperating income before change in expected credit losses and other credit impairment charges is also referred to as revenue.

3 Unless otherwise stated, regulatory capital ratios and requirements are based on the transitional arrangements of the Capital Requirements
Regulation in force at the time. These include the reguiatory transitional arrangements for IFRS 9 'Financial Instrurnents’, which are explamed
further on page 80. References to FUJ regulations and directives (including technical standardss) should, as applicable, be read as references to the
UK's version of such regulation and/or directive, as onshored into UK law under the European Union (Withdra wal) Act 2018, and as may be
subsequently amended under UK law,

4 The leverage ratio is caleulated using the end point definition of capital and the IFRS 9 regulatory transitional arrangements, in line with the UK
leverage rules that were implemented on 1 Janusry 2022, and excludes central bank claims and cash pooling netting. Comparatives for 2027 are
reported based on the disclosure rules in force at that time, and include claims on central banks.

& The return on average ordinary shareholders’ equity is defined as profit attributable to shareholders of the parent company divided by the average
total shareholders” equity.

6 The RoTF is caiculated by adjusting reported profit attributable to ordinary shareholders by excluding movements in PVIF and significant items (net
of tax), divided by average tangible shareholders’ equity excluding fair value of own debt, debit valuation adjustment ("'DVA’) and other
adjustments for the period. The calculation of this measure includes the UK bank levy incurred for the first time in 202 1. which was previously paid
by the Group, Comparative data have not been re-presented,

7 Reported cost efficiency ratio is defined as total operating expenses (reported) divided by net aperating income before change in expected credit
losses and other credit impairment charges (reported), while adjusted cost efficiency ratio is defined as total aperating expenses (adjusted) divided
by net operating income before change in expected credit losses and other credit impairment charges (adjusted).

8 From 30 September 2022, investments in non-financial institution subsidiaries or participations have been measured on an equity accounting hasis
in compliance with UK requiatory requirements. Comparatives for prior periods have been represented on a consistent basis with the current year.
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About HSBC Group

With assets of $3.0tn and operations in 62 countries and terntories
at 31 December 2022, HSBC is one of the largest banking and
financial services organisations in the world. Approximately 39
million customers bank with the Group and the Group employs
around 219,000 full-time equivalent staff. The Group has around
182,000 shareholders in 128 countries and territories.

Purpose and strategy

HSBC's purpose and ambition

The Group's purpose is ‘Opening up a world of opportunity” and
the Group's ambition is to be the preferred international financial
partner for the Group's clients.

HSBC values

HSBC values help define who we are as an organisation and are
key to our long-term suceess.

We value difference

Seeking out different perspectives.

We succeed together

Collaborating across boundaries.

We take responsibility

Holding ourselves accountable and taking the long view.
We get it done

Moving at pace and making things happen.
HSBC Group strategy

The Group is implementing its strategy at pace across the four
strategic pillars aligned to its purpose, values and ambition
announced in February 2021.

The Group's strategy centres on four key pillars: focus on our
areas of strength, digitise at scale to adapt our operating madel for
the future; energise our organisation for growth and support the
transition to a net zero global economy.

Focus on our strengths: in each of our global businesses, the
Group will focus on areas where we are strongest and have
opportunities to grow.

Digitise at scale: the Group will focus investments in areas such
as technology, to improve our customers’ experience while
ensuring security and resilience. These investments in technology
will also help drive down costs, including through automating our
middle and back offices and building solutions to free up office
footprint.

Energise for growth: the Group is moving to a leaner and
simpler organisation that is energised and fit for the future. The
Group aims to inspire & dynamic culture and champion inclusion
across the organisation, as well as help employees develop future
skills.

Transition to net zero: the Group's ambition is to supporl the
transition to a net zero global economy. The Group has set out an
ambitious plan to aim to become a net zero hank, to support
customers in their transition, and to unlock new climate solutions.

HSBC in Europe

Europe is an important part of the global economy, accounting for
roughly 40% of global trade and one-quarter of global Gross
Domestic Product (UNCTAD, IMF 2021). In addition, Europe is the
world's top exporter of services and second largest exporter of
manufactured goods (UNCTAD, IMF 2021). HSBC Bank plc
facilitates trade within Europe and between Europe and other
jurisdictions where the HSBC Group has a presence.

With assets of £717bn at 31 December 2022, HSBC Bank plc is
one of Europe's largest banking and financial services

6 HSBC Bank plc Annual Report and Accounts 2022

organisations. We employ around 14,400 people across our
locations. HSBC Bank ple is responsible for HSBC's European
business, apart from UIC retail and most UK commercial banking
activity which, post ring-fencing, are managed by HSBC UK Bank
ple.

HSBC Bank plc operates as one integrated business with two main
fhubs in London and Paris.

HSBC Bank ple is present in 20 markets'. We are organised
around the principal operating units detailed below, which
represent the region to customers, requlators, employees and
other stakeholders.

The London hub consists of the UK non-ting fenced bank, which
provides overall governance and management for the Europe
region as a whole and is a global centre of excellence for
wholesale banking for the Group.

HBCE comprises our Paris hub, its EU branches (Belgium, Czech
Republic, Greece, Ireland, Raly, Luxembourg, Netherlands, Poland,
Spain and Sweden), Germany and Malta. \We are creating an
integrated Continental European bank anchored on Paris to better
serve our clients and simplify our orgamisation.

1 Full list of markets where HSBC Bank ple has a presence: Armienia,
Helgum, Channel [slands and fsle of Man, Czech Republic, France,
Germany, Greece, Ireland, [taly, fsrael, Luxembaotrg, Malta,
Netherlands, Poland, Russia, South Africa, Spain, Sweder,
Switzerland and the UK

HSBC Bank ;Es s.t_rategy an(ﬁmgress on our
2022 commitments

Our ambition in Europe is to be the leading international wholesale
bank connecting Cast and West, with a complementary Wealth
business, an efficient operating model and a robust control
framework (see our global businesses on page 9).

HSBC Bark plc exists to open up a world of opportunity for our
customers by connecting them to international markets. Europe is
the largest trading region in the world and Asia 1s Europe's biggest
and fastest growing external trading partner (UNCT AD, IMF 2021).
We are well positioned to capitalise on this opportunity and play a
pivotal role for the Group.

We expect Europe to continue to deliver change in 2023 to drive
our ambition, the majority of announced transformation has been
completed (see 'Focus on our strengths’ for more information). In
parallel to completing our transformation worlk, we are
repositioning for growth and are well placed to seek to deliver
strong financial performance. Further detail can be found below.

In 2022, Europe faced significant inflationary pressure, resulting in
rapid central bank interest rate rises. We expect to continug
operating in a volatile environment. Further information as to how
we have and will continue to support and engage with our
stakeholders can be found on page 10.

Below we provide a progress update on our commitments and
strategic initiatives for 2022,

Focus on our strengths

Through our transformation programme We are building a leaner,
simpler bank with a sharper strategic focus. We have redesigned
our franchise around the needs of our international clients and
maintaining product and service capability where clients demand
them. We intend to be a market leader in sustainable financing
and assist the Group in meeting its climate ambition for net zero
operations and supply chain by 2030.

New regulation in the EU provides an opportunity to simplify our
structure. In response to the requirement for an [PU in line with EU
CRD V, HBCE acquired HSBC Germany and HBMT in the secand
half of 2022, and expects lo acquire HSBC Private Bank
{Luxembourg) SA in the first half of 2023. This remains subject to
requlatory approvals for which the process has now started.

During 2022, HBCE has continued to prepare for the completion of
the sale, of our French retail business which is expected in the
second half of 2023, subject to regulatory approval. Until



completion of the planned transaction, the business remains part
of, and will be managed by HBCE. Please see Note 34: Assets held
for sale and liabilities of disposal groups held for sale, for further
financial information on the transaction on page 186,

Following a strategic review of our business in Greece, an
agreement has been signed to sell HBCE's branch operations in
Greece to Pancreta Bank SA. The transaction is subject to
regulatory approval and is expected to complete in the first half of
2023.

Following a strategic review of HSBC Europe BV (a wholly-owned
subsidiary of HSBC Bank plc), we have stopped taking on new
business and clients in our Russian operations. The value of
foreign currency customer deposits and RUB deposits is now
minimal. HSBC Europe BV has entered into an agreement to sell
its wholly-owned subsidiary HSBC Bank (RR) {Limited Liability
Company), subject to regulatory and governmental approvals.
Such sale is currently expected to oceur in the first half of 2023.

HSBC Group has implemented a new operating model for its
Private Banking activities, in which HSBC Private Bank
(Luxembourg) SA will become a central hub for HBCE's Private
Banking clients. These clients will be served via a Paris branch of
HSBC Private Bank {Luxembourg) SA. This will enable us to
provide an enhanced product range to clients leveraging our
infrastructure in Luxembourg.

Digitise at scale

We continue to invest in the digitisation of our global businesses,
which is central to our strategy. Within Europe, Wealth and
Personal Banking ('WPB') is focused on enhancing our
engagement between clients and relationship managers, and
allowing clients to self-serve at a lime that suits them. For
example, we further enhanced our digital portfolio and risk
analysis platform, which furthered Private Bank advisers' ability to
make suitable investment recommendations to clients using a
more holistic approach to risk management. For our Retail
customers, we have placed efforts into reducing paper waste in
connection with the bank statements, with 33,000 bank
statements viewed or downloaded in the Channel Islands. Looking
ahead, we will seek to deploy secure and private communications
via social media channels between clients and relationship
managers. We also plan to introduce new ESG-centred reporting.

We are committed to maintaining our core strength in Global
Payments Solutions ('GPS'), formerly known as Global Liquidity
and Cash Management ('GLCM'). In 2022, we successfully
delivered Real Time Payment capability in Luxembourg. GPS have
improved our offering for customers in HSBCnet by enabling new
features such as allowing customers to track and create recurring
SEPA payments. GPS also enhanced the Liquidity Management
Dashboard functionality, improving customers' ability to create
and manage cash flow forecasts. By December 2022, we had 288
customers using the dashboard.

Our strategy within Global Trade and Receivables Finance ("GTRF')
Europe is to help make trade easier, faster and safer, whilst
seeking to deliver sustainable and profitable growth. Throughout
2022, we enhanced our digital channel HSBCnet and strengthened
collaborations with third-party platforms. Examples of third-party
collaboration include Komgo, a bank-agnostic platform that
provides solutions to our customers to manage trade finance
needs, and Contour, a blockchain solution that fully digitises
letters of credit,

As at year end, 85% of trade transactions across Europe were
conducted digitally as we continue to see an increase in clients
adopting digital solutions.

For digital currencies and assets, we have made significant
progress in 2022 in building a strategic tokenisation platform
('HSBC Orion') in Global Banking and Markets. HSBC Orion
launched the world's first GBP tokenised bond in January 2023.

The platform allows natively digital bonds to be registered and
issued, fully supports both primary and secondary market trading
and is part of our ambition to widen the adoption of digital assets.

In Foreign Exchange we continue to enhance our electronic
trading infrastructure to provide improved risk management to our
clients. Our focus is to support customers’ FX and cross-border
payment needs through improved pricing tools and e-trading.

Energise for growth

Empowering our organisation and energising our employees is
critical to Europe's success and remains a key focus. We made
good progress against our people strategy including our diversity
and inclusion agenda and are committed to offering colleagues
the opportunities to develop their skills whilst building our talent
pipelines to support the achievement of our strategic priorities.

We are committed to increasing diversa representation in Europe,
especially at senior levels and in 2023 we aim to significantly
increase sponsorship and accountability for achieving our goals.
Our Diversity and Inclusion Council defines and drives specific
actions across our D& strands, supported by our pan-European
Employee Resource Group 'Inclusive Europe'.

To support the Group's climate ambitions to become net zero inits
operations and supply chain by 2030, and align its financed
emissions to the Paris Agreement goal of net zero by 2050, the
Group launched the Sustainability Academy in 2022, The Academy
is available to all colleagues across the Group and serves as a
central point for colleagues to access learning plans and curated
resources, and develop practical skills. The Group have partnered
with some leading educational institutions such as Imperial
College Business Schoal and will continue to update the academy
with new research and content related to ESG issues, including
those related to social and governance issues.

We have strengthened the training we provide to leaders to help
them support colleagues through the changing environment we
are facing. We have continued the executive development
programme for our most senior leaders, which focuses on the
shifting expectations of our enterprise wide leadership cadre,
embedding the clarity and alignment to achieve our goals and
tackling strategic change.

For our Managing Director population, we have taken into
consideration that leadership development will vary depending on
individual career experiences and tenure in role. Our executive
curriculum contains an array of programmes to mest varying
leadership development personas and topics focus on a range of
issues including critical skills areas such as influence, inclusion,
and Agile methodologies. During 2022, we launched two
Managing Director development programmes: 1) Shaping your
Leadership; to help new Managing Directors sharpen their focus
and define how they will ‘show-up’ as one of HSBC's most senior
leaders, 2} Shaping HSBC, which focuses on the experimentation
required to enhance the leadership skills that will drive
adaptability, innavation and unleash the talent of our people to
enable HSBC to thrive in a time of disruption and complexity.

We continue to focus on the development of people managers
who are key to shaping the experience of, and development of,
our colleagues. We have recently refreshed our core People
Manager Excellence curriculum which cavers 40 skills structured
around four modules that are available in face-to-face and virtual
formats. The modules focus on: 1) Your Role; connecting
managers with HSBCs purpose and personal energetic leadership,
2) Your People; creating energy, commitment and high
performance within your team, 3) Your work: managing
productivity and delivering against outcomes, and 4) Your Team;
building high performing collaborative teams.

Complimentary digital learing pathways will also be made
available to support the development contained within the four
modules.
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Transition to net zero

Part of the Group's ambition to be a net zero bank is to achieve net
sero carbon emissions in our operations and supply chain by 2030.

The Group has three elements 1o the strateqy: reduce, replace and
rernove. The Group plan to first focus on reducing carbon
emissions from consumption, and then replacing remaining
emissions with low-carbon alternatives in line with the Paris
Agreement. The Group plan to remove the remaining emissions
that cannot be reduced or replaced by procuring, in accordance
with prevailing requlatory requirements, high-quality offsels at a
later stage.

In October 2020, the Group announced an ambition to reduce its
energy consumption by B0% by 2030, against a 2019 baseline. In
2022, HSBC Bank plc implemented energy efficiency measures
and a strategic reduction of our office footprint, across our office
spaces and data centres.

These measures include:
« Embedding 100% renewable energy in our Germany offices;

« Further installation of LED lighting and optimisation of lighting
timing controls in France, Switzerland, Spain and Germany; and

« |mprovements to heating, ventilation and air conditioning
systems throughout the HSBC Bank ple office portfolio 10
reduce energy consumption and increase efficiency.

As part of the Group's ambition t0 achieve 100% renewable power
across our operations by 2030, HSBC Bank ple continue to look for
opportunities to procure green energy in each of our markets.

HSBC Bank ple is managing the gradual resumption of employee
travel in line with the Group's aim to halve travel emissions by
2030 compared with pre-pandemic levels.

For further information on the ransition to net zero, please see the
ESG review in the Group's Annual Reports and Accounts for the
year ended 31 December 2022.

Supporting our Customers

The Group understands that financial institutions have a critical
role to play in achieving the transition to a net zero global
economy. The most significant contribution we can make is by
mohilising finance to support our portfolio of customers in their
transition to decarbanise.

Since 2020, HSBC Bank plc has supported our customers’
transition to net zero and helped build a sustainable future by
providing and facilitating $86.7bn of sustainable finance, $18.9bn
of sustainable investment and $0.1bn of sustainable infrastructure,
as defined in the Group’s Sustainable Finance Data Dictionary
2022,
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This financing and investment contributes towards the Group's
ambition to provide and facilitate $750bn to $1tn of sustainable
financing and investment by 2030. The $86.2bn of sustainable
finance includes lending facilities provided and capital markets
facilitated transactions.

Given the Group's global presence and relationships with our
customers across industries, the Group recognise the role it can
play in catalysing the global transition to net zero. The Group is
well pasitioned to finance the transition in developing and
emerging economies, mobilising capital ta help enable sustainable
business models and an inclusive, just and resilient transition.

For example, in 2022, HBCE acted as a sustainability coordinator,
book runner and mandated lead arranger for a $150m
sustainability-linked revolving credit facility for company: Nordic
Semiconductor. The technology company which specialises in
designing ultra-low power performance wireless systems,
incorporated for the first time, sustainability-linked key
performance indicators and an ESG roadmap within its business to
help achieve their sustainability targets by 2030.

The breakdown of the Group's sustainable finance and investment
progress is included in its ESG Data pack. The detailed definitions
of the contributing activities for sustainable finance are available in
the Group's Sustainable Finance Data Dictionary 2022. For the
Group's ESG Data Pack, Sustainable Finance Data Dictionary and
PwC Assurance Report, see www. hsbo.comiwho-we-are/esg-and
responsible-business/esg-reporting-centre.

Unlocking New Climate Solutions

The Group understands the need to find new solutions to increase
the pace of change if the world is to achieve the Paris
Agreement's goal of net zero by 2050. Therefore, the Group s
working closely with a range of partners to accelerate investment
in natural resources, technology and sustainable infrastructure to
reduce emissions and help address climate change.

HSBC Group partnered with the World Resources Institute and
World Wildlife Fund (WWHF') in 2020 to launch its $100m
philanthropic programme, Climate Solutions Partnership, with the
aim to accelerate support for innovative solutions tackling climate
change. This five-year philanthropic initiative aims to identify and
remove barriers lo scale for climate change solutions. As part of
this, in France, two projects are being delivered in partnership with
the French National Forestry Office and the Earthworm
Foundation. These projects aim to better enable CO2 capture,
preserve biodiversity and engage the community, helping to
support a net zero and sustainable future.



Our Global Businesses

Banking {'CMB'); Wealth and Personal Banking ('WPB'):

costs, and interests in our associates and joint ventures).

gh its three global businesses: Glob

al Banking and Markets (GBM'): Commercial
and the Corporate Centre (comprising: certain legacy assets, central stewardship

Business segments

Our operating model has the following material se

GB and GBM

Markets &
Securities
Services (‘MSS’)

Markets & Securities Services
i @ products group that
services customers of all
Global Businesses and
institutional clients across the
financial sector globally. We
offer clients a range of
services and capabilities
including trading, financing
and securities services across
asset classes and
geographies, supported by
dedicated sales and research
tesms.

Qur European teams play a
key role in providing access
to FX, commodities, Equities
and Fixed Income offerings,
bridging emerging and
developed markets, and
collaborating with other
global businesses to provide
clients across the Group with
commaoditised and bespoke
solutions that seek to support
their growth ambitions.

Global Banking
(‘GB’)

Global Banking delivers
tailored financial solutions
to corporate and
institutional clients
warldwide opening up
opportunities through the
strength of our global
network and capabilities
We provide a
comprehensive suite of
services including capital
markets, advisory, lending,
trade services and global
payments services.

Our European teams take a
client-centric approach
bringing togather
relatianship and product
expertise to deliver financial
solutions customised to suit
our clients' growth
ambitions and financial
objectives. We work closely
with our business partnars
including MSS, WPB and
CMBE, to provide a range of
tailored products and
sarvices that seek to meet
the needs of international
clients across the company
Global Banking Europe
operates as an integral part
of the global business and
contributes significant
revanues to other regions,
particularly Asia, through
our European client base,
supporting the Europa
ambition to be the leading
international wholesale
bank, partly by benefiting
from the client netwaork
managed outside Europe,

gments
Other {as defined below), CMB, WPB and a
and eleven global functions, including

GBM Other

GBM Other primarily comprises
Frincipal Investments and
GEM’s share of the Group's
Markets Treasury function

The Principal Investments
portialio is focused on defivering
investments that align to the
group’s strategy and seeks to
deliver strong returns across a
diversified portfolio, Our
commitment to sustainable
private equity lunds contributes
diractly to the Group's aim 1o
provide and facilitate $750bn
and $1tn of sustainable finance
and investment by 2030

Adiu_s-ted profit/(loss) before tax i)y business segm_ant

£472m

Our global businesses are

giobal businesses.

£486m

£(329)m

: @ GBM business which is further s
Corporate Centre. These se
Risk, Finance, Compliance, Legal, Marketing and Human Resources.

Comml_a;cial_Banking
("CMB’)

We have a clear strategy to be the
leading international corporate
bank in Europe. We help connect
our Eurapean customers to our
international network of
relationship managers and product
specialists; supporting their
growth ambitions and targets. Our
products are designed to support
clients in their international growth
and range from term loans 1o
region-wide treasury and trade
solutions. We see the greatest
apportunity to deliver and grow
value for the Group by supporting
European clients with international
subsidiaries in Asia and other
regions, our internal performance
measures are aligned to this
outcome. Commercial Banking is
at the centre of creating revenue
synergies within the Group: we
collaborate closely with our Global
Banking and Markats colleagues
to provide expertise in capital
finarce and advisory solutions to
support our Commercial Banking
clients. Our trade teams within
Commarcial Banking also provide
import and export finance
solutions to Global Banking and
Markets clients. We also support
our clients 1o unlock efficiencies in
their Treasury structures through
our Global Payments Solutions
team. As the European economy
pivots 1o a net zero carbon
economy, we are expanding our
services and products to provide
customers with innovative
sustainable finance solutions and
ensuring our relationship
managers are positioned to
support our clients’ transition to
net zero.

£785m

plit into three reportable segments: MSS,
gments are supported by Digital Business Services

Waalfﬁ and Pers_onal
Banking ("WPB')

In Europe, Wealth and Personal
Banking serves customers with
their financial needs through a
number of business areas
including Retail Banking, Private
Banking, Wealth Management,
Insurance and Assat

Management

Our cora retail proposition offers a
full suite of products including
personal banking, morigages,
loans, credit cards, savings,
investments and insurance.
Alongside this, WPB offers various
propositions in certain markets,
including Premier; as well as
wealth solutions, financial
planning and international
services. In the Channel Islands
and the Isle of Man, we serve
local Islanders as well as
international customers, the
majority of whom are customers
of HSBC in other markets, through
our HSBC Expat proposition

Our Private Banking proposition
serves high net worth and ultra-
high net worth clients. Whilst
these clients are based all over the
world, booking centres are based
in the Channel Islands and Isle of
Man, France and Germany, which
facilitate customers with a tatal
relationship balance greater than
$2m. The range of services
avallable to private banking clients
Includes investment managemaent,
Private Wealth Solutions and
bespoke lending such as lending
against financial assets and
residential mortgage financing for
high-end properties

Private Banking hosts a "Next
Generation” programme of events
to support our clients' next
generation in building and
retaining the wealth within the
family, The private bank offers this
through its philanthropy advisory
to our clients, which looks at
business succession planning, We
continue to focus on meeting the
needs of our customers, the
communities we serve, and our
people, whilst working to build the
bank of the future.

£577m

presented on an adjusted basis, which is consistent with the way in which we assess the performance of our
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ESG Overview

We conduct our business to support the sustained success of our
customers, employees and other stakeholders.

Our approach

We are guided by the Group's purpose to open up a world of
opportunity for our colleagues, customers and communities. Our
pUrpose 1s underpinned by the Group's values: we value
difference; we succeed together; we take responsibility; and we
get it done. The Group's purpose and values help us to deliver our
strategy and unlock long-term value for our stakeholders.

As an international bank with significant breadth and scale, we
understand that our climate, economies, societies, supply chains
and people’s lives are interconnected. The Group recognise they
can play an important role in tackling ESG challenges. The Group
focuses its efforts on three areas: the transition 1o net zero,
building inclusion and resilience, and acting responsibly.

Fair outcomes

We are focused on running a strong and sustainable business that
puts the customer first, values good governance, and gives our
stakeholders confidence in how we do what we do. Our conduct
approach helps to guide us to do the night thing and to focus on
the impact we have for our customers and the financial markets in
which we operate. For further information on conduct, see page 6.
For further details on our purpose-led conduct approach
framework, see www.hshc.com/who-we-are. Our section 172
statement, detailing our Directors’ responsibility to stakeholders,
can be found on page 12.

Our colleagues

We aspire to open up a world of opportunity for our colleagues
and build an inspiring, dynamic culture where the best talent want
to work.

We value difference and we continue to build an inclusive
workforce that is representative of the communities we serve. We
set and report on progress made against the Group-wide gender
and ethnic diversity goals,

Understanding the experience of colleagues is central to our
efforts. Through our employee Snapshot survey, we capture our
colleagues’ views on topics such as hybrid working and well-
being. In 2022, over 8,000 colleagues responded to the survey
across Europe, a participation rate of 54%. Developing the skills of
colleagues is critical to energising our organisation. We foster a
culture of learning through a range of resources that provide
colleagues with a breadth of educational materials and
development opportunities.

Our Climate ambition

The Group has set a climate ambition to become net zero in its
operations and its supply chain by 2030, and align its financed
emissions to the Paris Agreement goal of net zero by 2050. In

2022, the Group expanded coverage of sectors for on-balance

sheet financed emissions targets, recognising the challenge of
evolving methodologies and data limitations.

Transition to net zero represents one of the Group's four strategic
pillars, At the core of itis an ambition to support our customers on
their transition to net zero, so that the greenhouse gas emissions
from our portfolio of clients reaches net zero by 2050. The
summary of the Group's Transition to net zero disclosure can be
found on page 47 of the HSBC Holdings plc ESG review 2022.
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Engaging with our stakeholders

Engaging with our stakeholders is core to being a responsible
business. To determine material topics that our stakeholders are
interested in, we conduct a number of activities throughout the
year, including engagements outlined in the table below.

‘ Material topics

Our highlighted by the
! stalkeholders  How we engage engagement
Custamers Dur customers’ voices are haard Customer advocacy
theough our interactions with them. |
surveys and by listening 10 ther
complaints |
| }
| Employaes Our calleagues’ voices are heard Employee training
through our employee Snapshol | Diversity and inclusion
| survery, Exchange mestings, and our | Employes
‘speak-up’ channels, nclading our | engagement
global whistleblowing platform, HSBC
Confidential
| Investors Our ordinary shares ara held by our Strategic progress

parent HSBC Holdings ple, however
| metarnal parties invest in our bond
isstiance. We engage with these
investors via our investar relations ‘
| prograrnme which anables investor

ESG policies
Risk management

queries alongside a broader |

Programme af management meetings |
| and market engagement

Financial Inclusion
and Caommunity
Investment

Communities | We welcome dialogue with external
stakeholders, including non-

‘ govarnmental organisations ("NGOs")
and other civil societies groups. We
angage directly on specific issues and |
by taking part in external forums and
working groups

| Regulators and  We proactively engage with regulators | Anli-bribary and

governments | and governments to facilitate sirony Carruption
refationstips via virtual and in-persan

| meetings, responses to cansullations |

individually and jointly via the industry |

bodies

Our ethical and environmaental codg of
conduct for suppliers of goods and
services sets out how we intend Lo

| Supplies
Management
Hurmin Rights

| engage with our suppliers on ethical |

and environmental performance |

Supporting our stakeholders facing a rising cost
of living

We know that many of our customers are facing increasing cost of
living pressures from higher inflation, and we are committed to
helping them. Colleagues across our glohal businesses have been
contacting our customers to provide them with access to support.

Our ESG metrics and targets

The Group has established targets that guide how we do business,
including how we operate and how we serve our customers.
These include targets designed to help us achieve our
environmenlal and social sustainability goals.

They also help us to improve employee advocacy, the diversity of
senior leadership and strengthen our market conduct.

The targets for these measures are linked to the pillars of our ESG
strategy: transitioning to net zero, building inclusion and resilience,
and acting responsibly.

To help us achieve our ESG ambitions, a number of measures are
included in the annual incentive scorecards of the Europe Chief
Executive and Executive Committee members.

Below we set out how we have made progress against the ESG-
related amhitions and targets.

Supply Chain |



Environmental - Transition to net zero

One of the Group's strategic pillars is to support the transition to a
net zero global economy. The Group’s ambition is to align its
financed emissions to the Paris Agreement goal to achieve net
zero by 2050. The Paris Agreement aims to limit the rise in global
temperatures to well below 2°C, preferably to 1.5°C, above pre-
industrial levels.

The transition to net zero is one of the biggest challenges for our
generation. Success will require governments, customers and
finance providers to work together. The Group's global footprint
means that many of its clients operate in high-emitting sectors and
regions that face the greatest challenge in reducing emissions.
This means that the Group's transition will be challenging but is an
opportunity to make an impact.

The Group recognises that to achieve its climate ambition it needs
to be transparent on the opportunities, challenges, related risks
and progress it makes. To deliver on the ambition requires
enhanced processes and controls, and new sources of data. The
Group continues to invest in climate resources and skills, and
develop its business management process to integrate climate
impacts. Until systems, processes, controls and governance are
enhanced, certain aspects of the Group's reporting will rely on
manual sourcing and categorisation of data. In 2023, the Group
will continue to expand its disclosures. Reporting will need to
evolve to keep pace with market developments.

At the end of 2022, HSBC Bank plc achieved 63% cumulative
reduction in absolute operational greenhouse gas emissions
compared to a 2019 baseline in France, Germany, Switzerland and
Malta. HSBC Bank ple continues to work to support the Group's
ambition to achieve net zero in its own operations and supply
chain by 2030.

Since 2020, HSBC Bank plc has supported our customers'
transition to net zero and helped build a sustainable future by
providing and facilitating $86.2bn of sustainable finance, $18.9bn
of sustainable investment and $0.1bn of sustainable infrastructure,
as defined in the Group's Sustainable Finance Data Dictionary
2022. This financing and investment contributes towards the
Group's ambition to provide and facilitate $750bn to $1tn of
sustainable financing and investment by 2030. The $86.2bn of
sustainable finance includes lending facilities provided and capital
markets facilitated transactions.

We continue to engage with our clients on their transition plans
and to provide them with financing solutions to support their
sustainability goals,

For further information regarding the Group's environmental
footprint, please visit https://www.hsbc.com/who-we-are/our-
climate-strategy/becoming-a-net-zero-bank.

Social ~ Build inclusion and resilience

* Our Snapshot employee engagement' score was 47% as at the
end of 2022, an increase of 1% compared to 2021:

* Our ethnic diversity goal® for 2022 was to increase black
heritage colleagues in senior leadership roles in the UK to 2.2%.
We exceeded this target and reached 2.4%; and

* In 2022, we reached 24.6% senior leadership® roles held by
women up from 23.8% in 2021.

Governance - Acting responsibly

96%" of HSBC Bank plc staff completed conduct training in 2022,
which covers Conduct and Regulatory Compliance topics
including: market abuse, conflicts of interest and treating
customers fairly.

1 Employee engagement index is our headline measure of how
employees feel about HSBC. HSBC Bank plc’s score is low compared
to the Group, key contributors are ongoing transformation and the
challenging external environment in Europe. However, we are seeing
vear on year improvements and will continue to embed a positive
and inclusive culture where our colleagues can thrive.

2 Our 2022 ethnicity goal of 2.2% includes UK RFB and NRFB.

3 Senior leadership is classified as those at band 3 and above in the
Group's global career band structure, Our 2022 gender diversity
target of 26.4% is cascaded by Group and inclusive of our aperations
m Bermuda,; we reached 25, 1% by end of 2022 at the regional level,
We missed our 2022 target, our focus on improving gender balance
in senior leadership across Furope remains a priority for HSBC Bank
plc executive committee for 2023,

4 The completion rate shown refates to the 2021/22 Taking
Responsibility’ Compliance training module which is categorised as
required” learning for Global employees. Unlike with mandatory
training, a formal target is not established for ‘required” learning
modules and non-completion is performance managed.

Responsible Business Culture

We have the responsibility to protect our customers, our
communities and the integrity of the financial system. In this
section, we outline our requirements under the Non-Financial
Reporting Directive.

Environmental matters

More information about the Group's assessment of climate risk
can be found in the HSBC Holdings plc Annual Report and
Accounts 2022,

Employee matters

We are opening up a world of opportunity for our colleagues
through building an inclusive organisation that values difference,
takes responsibility and seeks different perspectives for the overall
benefit of our customers.

We promote an environment where our colleagues can expect to
be treated with dignity and respect. We are an organisation that
acts where we find behaviours that fall short. Our index measuring
colleagues’ confidence in speaking up is at 67% in 2022.

At times our colleagues may need to speak up about behaviours in
the workplace. We encourage colleagues to speak to their line
manager in the first instance, and our annual employee Snapshot
survey showed 82% feel comfortable doing so. We recognise that
at times people may not feel comfortable speaking up through the
usual channels. HSBC Confidential is our global whistleblowing
channel, allowing our colleagues past and present to raise
concerns confidentially and, if preferred, anonymously (subject to
local laws).

We aspire to be an organisation that is representative of the
communities which we serve. To achieve this, we set goals that
will build sustainable lasting change. We are focused on
increasing women and black heritage colleagues in senior
leadership roles and whilst we have made good progress, we
know there is more to be done.

To support our ambition, we encourage our colleagues to self-
identify their ethnicity data where legally permissible. At a
European level, we are limited in our collection of ethnicity data
and can only report in: UK, Channel Islands and the Isle of Man
('CIIOM'), and South Africa. However, we are continuing to drive
open dialogue and action to strengthen our employee networks
and improved our diversity data where possible.

Communities

The Group has a long-standing commitment to help support the
communities in which it operates. Through charitable partnerships
and volunteering opportunities, our people share their skills and
create a positive impact on society. The Group's global reach is its
unique strength and bringing together diverse people, ideas and
perspectives, helps us open up opportunities and build a more
inclusive world.

In 2022, HSBC Bank plc continued to work with our charity
partners across Europe to promote employability and financial
capabilities in disadvantaged communities, and respond to local
needs:

— HBCE partnered with charities Cresus and Adie to deliver
programmes that enhance financial capability and
entrepreneurship amongst disadvantaged individuals in their
respective communities.
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HBMT supported local disadvantaged young people through its
charitable partnership with the Prince's Trust Foundation and
the 'Prince's Trust International Achieve programme’ to develop
employable skills.
In 2022, HSBC Bank plc collectively donated £1.8m to charitable
programmes and was further supported by our employees'
contribution of 1,540 volunteer hours in various community
activities and projects during work time.

Human rights

Our commitment to respecting human rights, principally as they
apply to our employees, our suppliers and through our financial
services lending, is set out in our Statement on Human Rights.
This statement, along with our statements under the UK's Modern
Slavery Act, is available on www.hshe.com/who-we-are/esy-and-
res‘.ponsihIe—bus|nessfesg—reporting—cemm.

Anti-corruption and anti-bribery

We are committed to high standards of ethical behaviour and
operate a zero-tolerance approach to bribery and corruption. We
consider such activity to be unethical and contrary to good
corporate governance.

HSBC requires compliance with all applicable anti-bribery and
carruption ('AB&C') laws i all markets and jurisdictions in which
we operate. These include the UK Bribery Act and France's 'Sapin
I law. We have a global AB&C policy, which gives practical effect
1o these laws and regulations, but also requires compliance with
the spirit of laws and regulations to demonstrate our commitment
{0 ethical behaviours and conduct as part of our environmental,
social and corporate governance.

The global AB&C policy sets out the key principles and minimum
control requirements that enable HSBC to mitigate bribery and
corruption risk. Mandatory AB&C training is provided 1o all staff,
with additional targeted training tailored to the roles of individuals.
HSRBC carries out regular risk assessments, monitoring and testing
of its AB&C programme and maintains clear whistleblowing
policies and processes to ensure that individuals can confidentially
report Concerns.

Non-Financial Information Statement

Disclosures required pursuant to the Companies, Partnerships and
Groups (Accounts and Non-Financial Reporting) Regulations 2016
can be found on the following pages:

Environmental matters (including the impact
af the company's business on the

anvironment) Page 11

The company's employees Pages 10 ta 13 and 101 to 102
Social matters Page 11

Respect for human rights Page 12

Anti-corruption and anti-bnbery matters Page 12

Businesé madel Page 9

Principal risks Pagi: 24

HSBC creates value by providing products and services to meet
our customers' needs. We aim to do s0 in a way that fits
seamlessly into their lives. This helps us to build long-lasting
relationships with our customers. HSBC maintains 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.
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.hsbe.com/Conduct.

Section 172 statement

This section, from pages 12 to 13 forms our section 172 statement
and addresses the requirements of the Companies (Miscellaneous
Reporting) Regulations 2018. It describes how the Directors have
performed their duty to promote the success of the bank,
including how they have considered and engaged with
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stakeholders and, in particular, how they have taken account of
the matters set out in section 172(1)(a) to (f} of the Companies Act
2006 (the "Act’).

The Board considered a range of factors when making decisions
and is supported in the discharge of its responsibilities by:

a. an induction programme and ongoing training for Directors to
provide an understanding of our business and financial
performance and prospects;

b. management processes which help ensure that proposals
presented to Board and committee meetings for decision
include information relevant to determine the action that would
most likely promote the success of the bank and involve
engagement with stakeholders where relevant, to support
appropriate decision making; and

¢. agenda planning for Board and committee meetings to provide
sufficient time for the consideration and discussion of key
matters.

Stakeholder Engagement

The Board understands the impaortance of effective engagement
with its stakeholders and is committed to open and constructive
dialogue. Engagement with stakeholders takes place at the
holding company level and at the operational level. On certain
issues, the Board may engage directly with stakeholders. The
outcomes from such stakeholder engagement feeds into Board
discussions and decision making. This approach allows the Board
to better understand the impact of the bank's actions on its
stakeholders and respond to the challenges facing the bank. The
relevance of each stakeholder group varies depending on the
specific decision being taken by the Board. Not every decision the
Board makes will necessarily result in a positive outcome for all
stakeholders.

As a result of both its direct stakeholder interactions and the
reporting and information on stakeholder engagement it receives
about its six key stakeholders, namely customers, employees,
shareholders and investors, regulators and governments,
suppliers, and communities, the Board seeks to understand, and
have regard to, the interests and priorities of these stakeholders.

The two examples provided below of principal discussions and
decisions taken by the Board in 2022 show how the Directors and
Board respectively discharged their individual and collective
responsibility for promoting the long-term success of the bank and
took different stakeholder considerations into account in reaching
a decision or forming a view.

For further details regarding the role of the Board and the way in
which it makes decisions, including key activities during 2022,
please see page 95 to 96.

Customers

As one of Europe's largest banking and financial services
prganisations our corporate and institutional customers are at the
core of the bank's business model: without customers there would
be no bank. We have a clear vision to be the leading international
wholesale bank in Europe, complemented by a targeted wealth
and personal banking business. The Board strives to ensure it has
4 broad understanding of customers, their needs and challenges,
and to give full consideration to these when its approval is sought
on matters such as material acquisitions, disposals, investments,
large scale change or transformation programmes.

Throughout 2022, geopolitical and economic uncertainty has given
our customers additional challenges and senior management have
engaged directly with customers 1o better understand their issues
and difficulties and how the bank can respond to them. During this
penod, the Board has been provided with customer feedback and
key performance indicators, such as net promoter scores,
customer complaints, customer on-boarding times and
satisfaction survey results. The Board schedule also included
Commercial Banking, Wealth and Personal Banking, Global
Banking and Markets deep dive strategy sessions which
incorporated discussions on customer interactions, customer
surveys, complaints feedback and product developments to meet
customers’ needs.



Employee (Workforce Engagement)

Employees are critical to the success of the bank, its sustainability
and long-term future. Understanding employee sentiment and
how we are addressing feedback is a key area of Board focus.
During the year, the Board received regular updates from senior
management on the progression of our people priorities covering
various employee-focused initiatives across culture, leadership,
talent, skills, inclusion, wellbeing and colleague experience.
Further information on people priorities can be found under
Employee at page 101-102.

Feedback from employees is gathered via various mechanisms
including surveys, exchange meetings and 'speak up' channels
and reported to the Board. The Board is presented bi-annually with
a culture dashboard which has been developed to track progress
in embedding a positive and inclusive culture across the business.
Board focus on employees was heightened due to the ongoing
transformation programme and the need for continuing
consideration of the impact on employees when ma king Board
decisions,

The Board remained committed to building active communication
and feedback channels with employees across the region in 2022.
During the year, three cohorts were specifically targeted given
their importance to the bank's strategy and their role in building a
robust leadership pipeline. These included: i) Executive Committee
member’s direct reports, i) Subsidiary Board members, and iii)
Flagship Talent programme including participants from
Accelerating Female Leaders, Explore, and Aceslerating into
Leadership programmes. Further details of the bank's engagement
with employees can be found on pages 10 to 11 and 101 to 102.

Shareholders and Investors

The bank is a wholly owned subsidiary of HSBC Holdings ple and,
as such, the Board took into account the implications of its
decisions with regard to its shareholder, HSBC Holdings ple, and
its debt security investors. Examples of how it fulfilled this include:

* the Board Chair and Committee Chairs engaged with Group
counterparts and attended Group forums and Group committee
meetings, together with Executive Directors, to engage on
common issues and strategic priorities:

* Board review and approval of HSBC Bank plc specific
components of Group programmes; and

* Board consideration of the strength of the balance sheet to
ensure that the ability to pay principal or interest on its debt
securities was not at risk.

Regulators and Governments

During the year, Directors met regularly with regulators both in the
UK and Europe. It is central to the success of the bank that it has
constructive relationships with regulators and governments and
that there is a mutual understanding on expectations and
challenges given their impact on customers, the business model
and the bank’s strategy.

The Board receives regular updates on how HSBC interacts with
regulators globally and at the European level. Understanding
regulators’ views and priorities in this way shapes and influences
Board discussions and decision making.

Suppliers

Suppliers are critical to supporting the infrastructure and
operations of the business and we work with suppliers to ensure
mutually beneficial relationships. Examples of Board engagement
with suppliers during 2022 include:

* the Chief Operating Officer’s regular reports on third-party
supplier matters covering key suppliers’ operational resilience
and how we work with suppliers to mitigate impact to our
customers; and

* oversight of progress of implementing contractual changes
with third party suppliers to adopt new Standard Contractual
Clauses to meet 'Schrems Il decision' data requirements.

Communities

The bank has legal, regulatory and social responsibilities to the
communities in which it operates and the environment and is
conscious of the need to manage the societal and environmental
impact of its business when making decisions. During the year the
Board received regular updates on matters spanning human rights
and environmental and climate issues,

Principal Decisions

Set out below are some of the principal decisions made by the
Board during 2022. In each case, in taking such decisions, the
Directors exercised their statutory duties under section 172(1) (a)-
{f) of the Companies Act 2006.

Liability Management Exercise - Tender Offer

A key regulatory responsibility of the Board is to periodically
assess the bank's capital and liquidity position and associated
risks in a structured way, while also considering management
proposals in support of the bank’s financial strength and capital
efficiency.

Mindful of the bank’s continued focus on balance shest
optimisation, and broader regulatory expectations, management
undertook an exercise to review potential liability management
actions relating to its issued debt securities.

The review resulted in a formal proposal being brought to the
Board, recommending the bank make an invitation to holders of
certain legacy debt securities to tender any and all of such debt
securities for purchase by the bank for cash, subject to certain
conditions being satisfied.

Prior to approval, the Board constructively challenged and
engaged with senior management to consider the capital and
liquidity impact on the bank’s balance sheet. As part of its
considerations, the Board took in to account the impact of the
project on the bank's key stakeholders, in particular its investors in
such instruments and its obligations to, and relationship with, its
regulators. In considering stakeholders, the Board also considered
its minimum requirements for own funds and eligible liabilities and
how the legacy securities were treated from a regulatory capital
perspective.

In reaching its decision, the Board acknowledged the rationale for
the proposal in the context of seeking to further enhance
efficiencies in the bank's capital structure. The Board also
acknowledged the Bank of England's ('BoE’) resolvability
assessment of major UK banks, which welcomed action being
taken, where it is appropriate and proportionate to do so, to
reduce the stock of legacy capital securities issued from nan-
resolution entities to holders outside the group. Having taken all of
these and other factors into account, and subject to market and
economic conditions, the Board approved the proposed tender
offer in respect of the chosen legacy securities, which was
subsequently announced on 14 November 2022

European Transformation - Malta Transfer

For a number of years, management have considered the most
appropriate organisational structure within Continental Europe to
help execute the bank’s Europe transformation strategy. In
addition to this review, management acknowledged the need for
banking entities to comply with the requirement under the CRD V
to establish an EU IPU structure by the end of 2023. The review
included a formal proposal being brought to the Board in October
2022, recommending the sale of HSBC Europe BV's entire
shareholding in HBMT to the group's EU IPU, HBCE.

Prior to approval, the Board reviewed and assessed options
presented by management to achieve compliance with the CRD V
requirements. The Board constructively engaged with
management to consider the financial and regulatory implications
and the likely consequence of the propasal on the bank’s key
stakeholders, as appropriate. Mindful of longer-term
consequences of decisions and the impact on operations, as well
as HBMT's local listing, the Board also carefully considered the
approach to valuation and purchaser protections for the
transaction.
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In reaching its decision, the Board acknowledged the rationale for
the recommendation in the context of regulatory expectations and
that HBGE had also provided its in-principle approval for the
recommendation. Having taken these factors into consideration,
including an assessment of the financial merits and risks, investor
and regulatory engagement, the Board agreed to proceed with the
proposal, as subsequently completed on 30 November 2022.

Tax

Our approach to tax

We are committed to applying both the letter and the spirit of the
law in all territories where we operate, and have adopted the UK
Code of Practice for the Taxation of Banks. As a consequence, we
seek to pay our fair share of tax in the countries in which we
operate, We continue to strengthen our processes to help ensure
our hanking services are not associated with any arrangements
known or suspected to facilitate tax evasion.

HSBC continues to apply global initiatives to improve lax

transparency such as:

¢ the US Foreign Account Tax Compliance Act ['FATCA');

« the Organisation for Economic Co-operation and Development
('OECD') Standard for Automatic Exchange of Financial
Account Information (also known as the Common Reporting
Standard);

« the CRD IV Country by Country Reporting;

« the OECD Base Erosion and Profit Shifting ('BEPS') initiative;
and

« the UK legislation on the corporate criminal offence {'CCO") of
failing to prevent the facilitation of tax evasion.

We do not expect the BEPS or similar initiatives adopted by
national governments to adversely impact our results.

Key Performance Indicators

The Board of Directors tracks the group’s progress in
implementing its strategy with a range of financial and non-
financial measures or key performance indicators {'KPls’). Progress
is assessed by comparison with the group strategic priorities,
operating plan targets and historical performance. The group
reviews its KPls regularly in light of its strategic objectives and
may adopt new or refined measures to better align the KPIs to
HSBC's strategy and strategic priorities.

Financial KPls

2022 2021 2020
(Loss)/profit before tax (reported) (Em) (959) 1,023 (1,614)
PI’[)TIIJ"'HDS&“F before tax (adjusted) ({£m) 1,724 1,577 (184)
Cost officiency ratio (reported) (%) 115.2 89.2 113.6
Cast efficiency ratio (adjusted) (%) 70.9 BO.9 896
Return on tangible equity (%) 55 6.1 2.7}
Commeon equity tier 1 capital ratio {%) 16.8 17.8 15.1

Profit/(loss) before tax (reported/adjusted): Reported profit/
{loss) before tax is the profit/{loss) as reported under IFRS.

Adjusted profit/(loss) before tax adjusts the reported profit/{loss)
for the effect of significant items as detailed on pages 18 to 19.

Reported loss before tax in 2022 was £(959)m compared with a
profit before tax of £1,023m in 2021. This was primarily driven by
lower reported revenue, which reflected an impairment on the
planned disposal of our retail banking operations in France and
losses associated with the planned sale of our operations in Russia
and Greece. Expected credit losses and other credit impairment
charges ('ECL') were a net charge, largely reflecting stage 3-
charges in Global Banking and CMB. This compared with a net
release in 2021 primarily related to Covid-19 related allowances
built up in 2020. Reported operating expenses were lower
primarily driven by lower variable pay and the impact of our
transformation cost-saving initiatives partly offset by higher
restructuring and other related costs.
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Share of profit/{loss) from associates recognised a loss of £30m
compared with a gain of £191m in 2021.

Adjusted profit before tax was £1,724m, up £146m compared
with £1,577m in 2021 This was driven by a strong revenue
performance and lower operating expenses, partly offset by higher
ECL. The increase in revenue was largely driven by higher net
interest income in all of our global businesses, mainly due to
interest rate rises. Revenue in Markets and Securities Services
{'MSS’) was also strong, mainly in Global Foreign Exchange and
Equities. This was driven by increased client activity due to
elevated market volatility and the macroeconomic impacts from
rising inflation and increasing interest rates, and reflecting robust
risk management. This was partly offset by lower valuation gains
in Principal Investments ('PI'} compared with 2021,

Operating expenses decreased, driven by lower performance
related pay and the impact of our transformation cost-saving
initiatives.

Reported cost efficiency ratio was 26.0 percentage points
higher compared with 2021 driven by lower revenué partly offset
by lower operaling expenses. Reported revenue decreased by
24.1% and operating expenses decreased by 2.0%, mainly driven
by the factors mentioned above.

Adjusted cost efficiency ratio improved by 10.0 percentage
points from 2021, reflecting higher revenue and lower costs.
Revenue increased by 7.1%, due to higher net interest income
driven by the high interest rate environment and higher trading
revenue in MSS. Operating expenses decreased by 6.1%, mainly
driven by factors mentioned above.

Return on tangible equity ('RoTE’) is computed by adjusting
reported profit attributable to ordinary shareholders by excluding
movements in PVIF and significant items (net of tax), divided by
average tangible shareholders' equity excluding fair value of own
debt, debit valuation adjustment {'DVA’) and other adjustments for
the period. The adjustment to reported results and reported equity
excludes amounts attributable to non-controlling interests.

We provide RoTE as a way of assessing our performance, which is
closely aligned to our capital positions.

CET1 capital ratio represents the ratio of common equity tier 1
capital to total risk-weighted assets (RWA'). CET1 capital is the
highest quality form of capital comprising shareholders” equity and
related non-controlling interests less regulatory deductions and
adjustments.

The group seeks to maintain a strong capital base ta support the
development of its business and meet regulatory capital
requirements at all imes.

The CET1 capital ratio of 16.8% in 2022 decreased by 1.0% from
2021, mainly due to an increase in RWAs.

mn—financial KPls

We monitar a range of non-financial KPls focusing on customers,
people, culture and values, including customer service
satisfaction, employee engagement and diversity and
sustainability.

For details on customer service and satisfaction please refer
below: for the remaining non-financial KPls, refer to the Non-
financial reporting section on page 11 and Corporate Governance
section on pages 94 1o 102.

Customer service, awards and satisfaction
MSS

Our customers are at the heart of what we do and we are
committed to delivering services and capabilities that meet their
needs and help them fulfil their ambitions.

In 2022, we wan numerous awards and consistently ranked highly
with our European clients, including winning Currency Manager of
the Year at the European Pension Awards, Best Prime Broker —
Emerging Markets at the HFM European Services Awards (for the
10th consecutive year), ranking number one for 'UK Research’,
‘UK Overall Broker' and 'Emerging EMEA Equity Research, Sales



and Corporate Access' in the Institutional Investor 2022 Survey
and also ranking number one for 'UK Fund Accounting and
Administration provider’, Top 200 Asset Managers' and 'Rest of
the World' in the R&M Investor Services Survey for Europe.

These accolades, coupled with multiple milestones and
achievements in sustainable finance, demonstrate our leading
capabilities to support clients locally and connect them to markets
and expertise in the East, as well the key role Europe plays in
supporting the Group's strategic priorities.

GB

Within Global Banking Europe we remain committed to providing
excellent customer experience and continue to strive towards
Improving our proposition to meet client needs.

In 2022, HSBC received industry recognition across a number of
product capabilities offered to our Global Banking clients including
being recognised as number one Best Services for Trade Finance
in Western Eurape by Euromoney in their Trade Finance Survey
and number one for Cash Management in the UK in the 2022
Euromoney Market Leaders survey.

Aligned with our purpose of opening up opportunities for our
clients, HSBC also won six bond awards from Environmental
Finance in 2022. These awards also highlight the continued
strength and differentiation of our Sustainability capabilities
globally as well as the role we play in Europe helping our clients
transition to net zero.

cMB

Customer experience and satisfaction are priorities for Commercial
Banking in Europe. We measure a number of operational metrics
on customer service levels and gather direct customer feedback to
ensure our solutions and channels remain relevant and fit for our
customers' digital needs today. Our centralised booking model in
Paris for our pan-European customers enables us to regionally
cover and manage customers through a consistent and
streamlined level of service.

This also ensures our Relationship Managers can support and
cover customers using a common toolkit. Looking ahead, we will
continue to measure how we deploy resources to our customers
looking to expand and grow internationally, whilst also supporting
them with their transition plans to achieve net zero.

WPB

Enhancing customer experience and improving satisfaction
remains integral to our strategy. This is monitored through &
number of customer satisfaction metrics covering branch, contact
centre and digital channels. One example is iINPS (‘Interactions Net
Promoter Score') which measures interactions with our customers.
In 2022 Channel Islands and Isle of Man ('CIIOM') Islands iINPS
scored 14 against a target of 15 for mobile and 46 against a target
of 50 for Premier Relationship Managers. The Expat proposition
scored 24 against a target of 6 for Online, and Premier
Relationship Managers scored 55 against a target of 46. We
recognise the importance of customer feedback and continue to
enhance our insights to gain a better understanding of our clients
to provide a more personalised and relevant service.

Digital continues to be a principal area of investment; enhancing
customer experience, reducing processing costs and driving the
sustainability agenda. We are on track to transition 30% of
cheques (up to the value of £600) away from the branch to mobile,
improving customer service with 2,500 cheques deposited to date.

Private Banking remains committed to enhancing our digital
capabilities and offering, with improved internal platforms and
software to support the delivery of excellent client service. Within
Switzerland, Luxembourg and Channel Islands service
improvements have been delivered within the E-Banking platform
including client access to on-demand statements.

We recognise that enhancing customer satisfaction is an evolving
process and are committed to ensure our investments and focus
are prioritised to achieve this.

Economic background and
outlook

UK

Falling real incomes are driving the UK's
economic slowdown

UK consumer price inflation remains very high. In January 2023,
the annual inflation rate fell to 10.1%, the third consecutive
monthly fall. While inflation may have peaked at 11.1% in October,
cost pressures are still high and inflation could remain close to
10% through Q1 2023 before decreasing further. Thanks partly to
falls in wholesale energy prices, the BoE forecasts that headline
inflation could fall below 4% by Q4 2023,

Underlying inflation pressures could prove more persistent. In
December 2022, UK services inflation hit its highest rate since
1992, though it fell back in January 2023. The UK labour market
continues to be characterised by a constrained supply of workers,
across sectors and skill levels, which could also add to core
inflation pressure. The unemployment rate was close to multi-
decade lows at 3.7% in the three months ended December 31,
2022. Wage growth, while strong, has not kept pace with inflation.
Total nominal average weekly earnings were up 5.9% year-on-year
in the three months ended December 31, 2022, while real pay on
the same basis fell by 3.1%.

The real-terms income squeeze contributed to a fall in GDP of
0.2% quarter-on-quarter in Q3 2022, though an extra Bank Holiday
for the Queen's funeral may also have played a role. However,
GDP was flat in Q4 2022, meaning the UK economy narrowly
avoided slipping into technical recession. Even so, the underlying
growth picture still looks challenging.

The BoE has raised Bank Rate at each policy meeting since
December 2021, taking it to 4.0% in February 2023. This has
already started to weigh on the housing market, with benchmark
price indices showing falls in October and November 2022, In
early February 2023, market prices implied that UK Bank Rate
would peak at over 4.5% in mid-2023 with cuts expected to begin
from Q4 2023.

Eurozone

Headline inflation falling and growth slowing

The eurozone economy was resilient through the second half of
2022. GDP grew 0.3% quarter on quarter in Q3, with a strong
contribution from household spending despite high inflation.
Preliminary data showed that the eurozone economy expanded
again in Q4 2022, with GDP rising 0.1% quarter on quarter. The
modest expansion means the eurozone also avoided slipping in to
recession in 2022. With household savings rates still high, this
resilience partly reflects government support measures.

Eurozone inflation remains high, even though it is estimated to
have already reached its peak, having hit an all-time high of 10.6%
in October 2022 and falling to 8.5% in the preliminary estimate for
January 2023.

These elevated rates of inflation will weigh on real-terms incomes
and, in turn, household spending. As the recent falls in wholesale
energy prices start to feed through to consumers, headline
inflation should fall further during the course of 2023, Declines in
core inflation have been less pronounced, with core inflation of
5.2% in January 2023.

The ongoing inflationary squeeze on real-terms incomes means
that a mild eurozone recession still seems likely, even though
indicators of economic activity in early 2023 were resilient. The
depth of any recession should be backstopped by a supportive
labour market, not least because in Europe many firms can make
use of government-backed short-time working schemes.
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Financial summary

Use of alternative performance measures

Our reported results are prepared in accordance with International
Financial Reporting Standards ('IFRSs'), as detailed in the Financial
Statements starting on page 113.

In measuring our performance, we supplement our IFRS figures
with non-IFRS measures, which constitute alternative performance
measures under European Securities and Markets Authority
guidance and non-GAAP financial measures defined and
presented in accordance with US Securities and Exchange
Commission rules and regulations. These measures include those
derived from our reported results in order to eliminate factors that
distort year-on-year comparisons. The ‘adjusted performance’
measure used throughout this report is described below. All
alternative performance measures are described and reconciled to
the closest reported financial measure when used.

Adjusted performance

Adjusted performance is computed by adjusting reported results
for the year-on-year effects of significant items that distort year-
on-year Comparisons.

We use ‘significant items’ to describe collectively the group of
individual adjustments excluded from reported results when
arriving at adjusted performance. These items are ones that
management and investors would ordinarily identify and consider
separately when assessing performance to understand better the
underlying trends in the business. 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.

mmary consalidated mcome statement for the year gnded

2022 20 2020
fm I'm £m
Net interest income 1,904 1,754 1,898
MNet {ee income 1.261 1.413 1,400
Net incame from financial instruments measured at fair value 1,751 3432 2,314
Gains less losses from financial investments (60) GO 95
Net insurance pramium income 1,787 1,906 1,559
Losses/gains recognised on Assets held for sale (1,947) 67
Other operating income 356 527 417
Total operating i i _ - 5,052 9,169 7,683
Net insurance claims, benefits paid and moverment in liahilities: 1o policyholders (4086) (3,039 {1,783)
Net operating i hef hange in expected credit losses and other credit impairment
charges? 4,646 6,120 5,900
E‘hangn in expected cradit losses and other credit impairment charges (222) 174 (808)
N;etuperaﬁng income 4,424 6,294 5,092
Total operating expenses excluding impairment of goodwill and other intangible assots' (5,365) 15,416) 15,903)
Impairment of goodwill and other intangible assets 12 (46} .{&02]
Operating (loss)/profit B (929) 832 (1813
Share of (loss)/prafit in associates and joint venturas (30) 191 1}
(Loss)/profit before tax (959) 1.023 {1,614)
Tax credit 561 o 23 136
(Loss)/profit for the year (398) 1,046 11,478}
{Loss)profit attributable to the parent company (408) 1,041 (1,488)
Profit attributable to non-controlling imerests 10 5 10

1 Total operating income and expense include significant items as detatled on pages 160 19.
2 Net operating income before change in expected credit josses and other credit impairment charges is also referred to as revenue.

Reported performance

Reported loss before tax was £(959)m, compared with a profit
before tax in 2021 of £1,023m, a decrease of £1,982m. The
reported loss in 2022 included impairments of £1,947m, mainly
due to the reclassification of our retail banking operations in
France to held for sale, and net ECL charges compared with a net
release in 2021. This was partly offset by a reduction in operating
eXpenses.

Reported revenue was £1,474m lower, largely reflecting
impairments on the planned disposals of our retail banking
operations in France, and our operations in Russia and Greece in
2022. Revenue also decreased in GBM Other mainly driven by
lower favourable valuation gains in Pl and a net loss of £91m from
the buy-back of legacy securities to optimise the bank’s future
funding costs.

This decrease was partly offset by a strong performance in
Markets and Securities Services (MSS') and higher revenue from
interest rate rises, notably in Global Payments Solutions ('GPS') in
Global Banking and CMB. During 3Q22, we renamed our Global
Liquidity and Cash Management {GLCM'} business to Global
Payments Solutions as we reshape our payments proposition into
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a technology-enabled, globally connected payments franchise, to
better support our clients’ needs and facilitate commerce.

In WPB, revenue grew supported by higher interest rates and
higher revenue in insurance manufacturing driven by assumption
updates, primarily reflecting favourable investment assumptions
on asset management rebates for unit-linked nvestments and
profit-sharing levels.

Reported operating expenses decreased, maimly driven by lower
performance-related pay and the impact of our transformation
cost-saving initiatives. This was partly offset by higher
restructuring and other related costs.

In addition, there was also a loss compared with a gain in 2021
recognised from our share of profit/{loss) from associates.

Net interest income (‘NII') increased by £150m or 9% compared
with the prior year. This included higher net interest expense in
Corporate Centre (up by £5656m compared with 2021) associated
with funding of our Markets business in MSS generating trading
income. Excluding this, NIl was up by £694m mainly in CMB
(£277m) and Global Banking (£335m) driven by the higher interest
rate environment, notably in GPS.

Net fee income decreased by £152m or 11% compared with the
prior year, notably in Glabal Debt Markets in MSS and Global
Banking, driven by lower underwriting fees as market activity fell



due to the effect of the Russia-Ukraine war and wider
macroaconomic uncertainties. This compared with a strong 2021
when corporates raised finance as initial Covid-19 restrictions
were eased. This reduction was partly offset by higher income in
GPS, as volumes grew and we delivered on our strategic
initiatives.

Net income from financial instruments measured at fair
value decreased by £1,681m or 49%, primarily in WPB. This
decrease was driven by lower returns on financial assets
supporting insurance contracts where the policyholder is subject
to pant or all of the investment risk.

This adverse movement resulted in a corresponding movement in
liabilities to policyholders, reflecting the extent ta which
policyholders participate in the investment performance of the
associated assets. The offsetting movements are recorded in net
insurance claims and benefits paid and movement in liabilities to
policyholders.

The decrease in WPB was partly offset by higher revenue in MSS,
mainly reflecting strong client activity and robust risk
management, notably in Global Foreign Exchange, due to elevated
market volatility resulting from the Russia-Ukraine war and
macroeconomic impacts from rising inflation and increasing
interest rates. Revenue also benefited from favourable fair value
movements in preference shares holdings in VISA in CMB and
WPB.

Gains less losses from financial investments decreased by
£120m, mainly driven by losses on the disposal of honds held at
fair value through other comprehensive income ('FVOCI') in
Markets Treasury. This compared with gains in the prior year.

Net insurance premium income decreased by £119m or 6%, in
WPB, from insurance manufacturing revenue driven by lower new
business volumes.

Losses/gains recognised on Assets held for sale of
£{1,947m) mainly driven by an impairment on the planned
disposals of the retail banking operations in France £1,711m,
branch operations in Russia of £212m and Greece of £87m in
2022. This compared with a gain of £65m from sale of a property
in Germany in 2021.

Net insurance claims, benefits paid and movement in
liabilities to policyholders decreased by £2,633m or 87% in the
insurance business in WPB. The decrease was driven by lower
returns on financial assets supporting contracts where the
palicyholder is subject to part or all of the investment risks.

The 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
financial instruments designated at fair value'.

Other operating income decreased by £171m or 32%, mainly in
GBM Other due to lower intercompany recharge recoveries from
other entities in the Group, with an offsetting decrease in
operating expenses. This was partly offset by higher revenue in
insurance manufacturing in WPB driven by assumption updates.

Changes in expected credit losses and other credit
impairment charges ('ECL’) were a charge of £222m in 2022,
compared with a release of £174m in 2021. The charge in 2022
was mainly driven by higher stage 3 charges in Global Banking
and in CMB reflecting heightened levels of uncertainty and
inflationary pressures. This compared with a net release of stage 1
and stage 2 allowances in 2021 primarily relating to Covid-19
related allowances built up in 2020,

Total operating expenses excluding impairment of goodwill
and other intangible assets decreased by £51m or 1%, mainly
driven by lower variable pay and the impact of continued cost
discipline as well as lower intercompany costs recharges. This was
partly offset by an increase of £137m in restructuring and other
related costs.

Impairment of goodwill and other intangible assets was a
release of £12m compared with an impairment charge on non-
financial assets of £{46)m in 2021.

Share of (loss)/profit in associates and joint ventures was a
loss of £30m compared with a profit of £191m in 2021 due to the
recovery in asset valuations, The loss in 2022 included a £24m
true-up of prior year valuations in the underlying investments of an
associate.

Tax credit of £661m was £538m higher compared with 2021, The
effective tax rate of 58.5% for 2022 was driven by underlying
losses before tax, non-recurring items including recognition of
previously unrecognised deferred tax assets in France and a tax
credit of £105m from movement in provisions for uncertain tax
positions.

The tax credit in 2021 of £23m included favourable non-recurring

items in respect of tax rate changes, prior period adjustments and
the recognition of previously unrecognised deferred tax assets in

France.
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Adiusted performance

Sigrificant revenue tems by business segment {gams)ilosses for the year ended
GBM Corporate
Mss GB Other cme WPB Centre Total
£m £m £m £m £m £m £m
31 Dec 2022
Reported revenue 2,446 1.571 (108) 1,433 (80) (B186) 4,646
Swynificant revenue items (33) - 100 (1 1572 498 2,136
fair value movements on financial insl_rumrznlu' (35) — | (G]‘ (1}| - 1) (43)
restructuring and other related costs’ 2 - | 106 - - | 126 234
European restructurings - - | —| = 1,572 373 1,945
Adjusted revenue 2,413 1,571 (8) 1,432 1,492 (118} 6,782
31 Dec 2027
Reported revenue 2,043 1,367 310 1,096 1,276 28 6,120
Significant revenue {tems 12 269 m (1} {69 210
- fair value movements on financial in_s:lrumunt:;‘ | 12 - 5y I'I]‘ (k] 3]
restructuring and othar relatad costs’ | 274 | — (B9} 205
Adjusted revenue 2,065 1,367 579 1,095 1.275 141} 6,330
31 Dec 2020
Reported revenue 1,966 1.381 437 1,132 1,035 514 5,900
Significant revenue items 2 187 1 93} a7
fair value movements on financial instruments’ 2 b | 2) 3
restructuring and other related costs’ | 185 I - 81) 94
Adjusted I'B\ul’(!l"iul:‘ 1,968 1,381 624 1,133 1,035 1144} 5,997
1 Includes fair value movements on non-qualifying hedges and debit valuation adjustments on derivatives.
2 Includes losses associated with the AWA reduction comnutments.
Sigrificant coatl items by business segment - (recovenes)/icharges forthe year endid
GBM Corporate
Mss GB Other CMEB WPB Centre Total
£m fm £m £m £m £m £m
31 Dec 2022
Reported operating expenses (1,940} (932) (402) (663) (917) (499) {5,353)
Significant cost items - — B84 70 9 384 547
— restructuring and other related costs | — — 68 | 61 2 327 458
European restruciurings - — 16 9 7 57 89
Adj i operating expenses (1,940) 932) {318) (593) (908) {115) (4,8086)
31 Die 2021
H.z_zpurterl operaling expenses (2,064) (918} {588) {611) (981} (300) 15,462)
Significant cost items _ 103 m 6 238 344
— restructuring and other related costs - - 103 | m 6 213 3
European restructurings | - - 23 23 ‘
Adjusted operating expenses (2,064) 1918} (4H5) (612) (975} [54J. 5,118}
31 Dec 2020
Reportad oparating expenses {1.950) (H78) {1,351} {773) (1,169) (584) |6,705)
Signiticant cost items ] 679 114 4 498 1,333
— restructuring and other related costs - 218 79 5 377 679
European restructurings | - — —
- setflements and provisions in connection with legal and regulatary | 1 a8 9
E |mpa1rmeni of other imangible assets 461 | 36 36 113' 645
Adjusted operating expenses 11,948} (B78) (672) (BhY) {1,128) (86} 15,372}
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Net impact on profit/{loss) before tax by business segment

Corporate
MSS GB Other CMB WPB Centre Total
£m £m £m £m £m £m £m
31 Dec 2022 )
Reported profit/(loss) before tax - 505 486 (513) 716 (1,004) (1,149) (959)
Net impact on reported profit and loss 33) - 184 69 1,581 882 2,683
- Significant revenue items | 133][ - 100 {1]; 1,572 498 2,136
- Significant cost iterms ) | - - ‘ 84 70 | 9 384 547 |
Adjusted profit/(loss) before tax 472 486 {329) 785 577 {267) 1,724
31 Dec 2021
Reported profit{loss) before tax (20} 589 (273) 492 318 {83) 1,023
Net impact on reported profit and loss 12 372 rﬁl 5] 167 654
- Significant revenue items 12 - 269 m () (69) 210
- Significant cost items == | = 103 (1) 6| 236 344
Adjusted profiv|loss) befare tax (8] 589 98 490 323 84 1,577
31 Dec 2020 — -
Reported profit{loss) before tax - 17 55 (918) 37 (173) 1632) (1,614)
Nel impact on reported profit and loss 3 == 866 115 41 405 1,430
- Significant revenue items 2] - ‘ 187 1 I :93}' 97
Significant cost items 11 == 679 114 41 498 1.333]
Adjustad profit/loss) before tax 20 b5 (52) 152 (132) (227) (184)

Adjusted performance

Adjusted profit before tax was £1,724m, up £147m or 9%
compared with 2021. This reflected higher revenue and lower
operating expenses partly offset by higher ECL and a loss in our
share of profit in associates and joint ventures compared with a
gain in 2021.

Adjusted revenue increased by £452m or 7% compared with
2021. This increase was primarily in Global Payments Solutions
("GPS’) within Global Banking and CMB, driven by the positive
impact of interest rate rises and balance sheet growth. In MSS,
strong revenue performance, notably in Global Foreign Exchange,
Securities Services and Equities, was driven by strong client
activity and robust risk management. Revenue also increased in
WPB reflecting higher net interest income driven by rising interest
rates and higher revenue in insurance manufacturing driven by
assumption updates.

This increase was partly offset by a reduction in GBM Other,
mainly driven by lower favourable valuation gains in Pls and a net
loss from the buy-back of legacy securities to optimise the bank's
future funding costs.

Adjusted ECL were a net charge of £222m compared with a net
credit of £174m in 2021. In 2022, the net charge was mainly
driven higher stage 3 charges in Global Banking and CMB. This
compared with a net release of stage 1 and stage 2 allowances in
2021 reflecting an improved economic outlook and stabilisation of
credit risk.

Adjusted operating expenses decreased by £312m or 6%,
mainly reflecting the impact of our transformation cost-saving
initiatives and lower performance-related pay. In addition, there
was a lower UK bank levy charge, which included a credit of £44m
relating to 2021 charges, and lower VAT costs in France due to an
update in the VAT recovery rate and the recognition of a recovery
of VAT paid in 2021.

Share of (loss)/profit in associates and joint ventures was a
loss of £30m compared with a profit of £191m in 2021. The loss in
2022 included a £24m true-up of prior year valuations in the
underlying investments of the Business Growth Fund ('BGF'}.

Markets and Securities Services

Adjusted profit before tax was £472m compared with a loss before
tax of £(8)m in 2021. This was driven by strong revenue
performance and lower operating expenses.

Adjusted revenue increased by £358m or 17%, mainly in Global
Foreign Exchange (up by £305m). This was driven by increased
client activity due to elevated market volatility and the
macroeconomic impacts from rising inflation, increasing interest

rates and a strengthening of the US dollar, resulting in a strong
trading performance. Revenue also increased in Securities
Services (up £72m) driven by higher interest rates and transaction
volumes. In Equities, revenue was higher by £32m as 2022
included a one-off gain on disposal of an associate of £61m
following a merger event. This increase was partly offset lower
client activity as a result of inflation concerns and lack of investor
appetite in 2022,

In Securities Financing, revenue was down by £49m, mainly due
to margin compression in repurchase agreements (‘repos’). This
reflected volatility due to the macro-economic environment,
including central bank policies on interest rates. By contrast,
revenue was up in Prime Finance driven by growth in client
franchise revenue, up 10%, despite challenging market conditions.

Revenue also decreased in Global Debt Markets (down by £23m),
mainly driven by lower primary issuances and reduced client
activity due to challenging market conditions.

Adjusted operating expenses decreased by £124m or 6%,
largely driven by a decrease in performance-related pay and the
impact of our transformation cost-saving initiatives; partly offset
by the impact of higher inflation.

Global Banking

Adjusted profit before tax was £486m, a decrease of £103m or
17% compared with 2021. This was largely driven by higher ECL,
partly offset by higher revenue.

Adjusted revenue increased by £204m or 15%, mainly in GPS
(up by £389m) driven by margin growth reflecting the rising global
interest rate environment and strategic initiatives to grow fee
income. In contrast, Capital Markets and Advisory revenue
decreased by £124m, in line with the reduced market fee pool and
adverse valuation movements on leveraged loans.

Adjusted ECL were a net charge of £153m compared with a net
credit of £139m in 2021. The net charge in 2022 was mainly driven
by higher stage 3 charges, notably in non-bank financial
institutions and real estate sectors. This compared with a net
release of stage 1 and stage 2 allowances in 2021 primarily
relating to Covid-19 related allowances built up in 2020.

Adjusted operating expenses were £14m or 2% higher
compared with 2021, reflecting the impact of higher inflation and
strategic investments, partly offset by the impact of our ongoing
cost discipline.

Global Banking and Markets Other

Adjusted loss before tax was £(329)m, compared with a profit
before tax of £99m in 2021. This was largely driven by lower
revenue, partly offset by lower operating expenses.
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Adjusted revenue decreased by £687m, mainly in Pls driven by
lower valuation gains of £209m compared with 2021. Revenue
also decreased driven by a net loss from the buy-back of legacy
securities to optimise the bank’s future funding costs, and also
lower intercompany recoveries of costs from other entities in the
Group. There was also a decrease in revenue allocated from
Markets Treasury.

Adjusted operating expenses decreased by £167m or 35%
compared with 2021, reflecting the move of certain GBM costs
from the bank to other entities in the Group (offset by lower
intercompany recoveries in revenue). The decrease in operating
expenses was also driven by lower UK Bank levy in 2022, which
included a credit relating to 2021 charges.

Commercial Banking

CME performed strongly in 2022 as we continued to implement
our strategy to focus on serving our inlernational customers.

Adjusted profit before tax was £785m, up by £295m compared
with 2021. This was mainly driven by higher revenue and lower
operating expenses, partly offset by ECL charges.

Adjusted revenue increased by £337m or 31% compared with
2021. This was primarily in GPS (up by £294m) driven by the
higher interest rate environment and growth in average deposit
balances. There was also an increase in collaboration revenue
from MSS products {up £36my}, notably Global Foreign Exchange.
Additionally, revenue also benefited from favourable fair value
movements in our holding of preference shares in VISA and an
increase in revenue from Markets Treasury.

This was partly offset by a decrease in Credit and Lending revenue
of £43m, in part due to an increase in the cost of funds.

Adjusted ECL were a net charge of Ebdm compared with a net
release of £7m in 2021. The net charge in 2022 was largely driven
by stage 3 charges in France and Germany, partly offset by a
release of stage 1 and stage 2 allowances. This compared with a
net release in 2021 of Covid-19-related allowances previously built
up in 2020.

Adjusted operating expenses decreased by £1 9m or 3%, driven
by continued cost discipline on discretionary spend and

through hiring efficiencies, as well as from the impact of our cost
saving initiatives. The decrease was also driven by an update in
the VAT recovery rate and the recognition of a recovery of VAT
paid in 2021 in France.

Weaith and Personal Banking ('WPB')

Adjusted profit before tax of £677m, up £254m compared with
2021. This was primarily due to higher revenue and lower
operating expenses, partly offset by higher ECL.

Adjusted revenue increased by £21/m or 17%, mainly CHOM
from deposits {up £147m) due to the higher interest rate

20 HSBC Bank plc Annual Report and Accounts 2022

environment and growth in average balances. Revenue also
increased in insurance manufacturing (up by £68m) due to
assumptions changes and experience variances, primarily
reflecting favourable investment assumptions on asset
management rebates for unit-linked investments and profit-
sharing levels. There were also favourable fair value movements in
our holding of preference shares in VISA of £33m.

Adjusted ECL were a net charge of £7m compared with a net
release of £23m in 2021. The net charge in 2022 mainly reflected a
more normalised level of charges including provisions relating 1o a
deterioration in the forward economic outlook due to heightened
levels of uncertainty and inflationary pressures. The net release in
2021 was from Covid-19-related allowances previously built up in
2020.

Adjusted operating expenses decreased by £E67m or 7%. This
was driven by the benefits of our cost-saving initiatives and a
reduction due to the increase in the VAT recovery rate and the
recognition of a recovery of VAT paid in 2021 in France.

Corporate Centre

Adjusted loss before tax of £267m compared with a profit before
tax of £84m in 2021. This was mainly driven by a loss in
associates and joint ventures compared with a gain in the first half
of 2021, as well as lower revenue.

Adjusted revenue was lower by £77m, mainly driven by the non:
recurrence of a fair value gain of £32m in 2021 from a long-
standing investment in a Germany-based brokerage company.
There was also lower valuation gains of £12m in Legacy Credit
portfolios.

Adjusted ECL were £5m higher compared with 2021, mainly
driven by losses in Legacy Credit.

Adjusted operating expenses increased by £51m, largely driven
hy higher margin on recharges from UK ServCo and higher
intercompany recharges from entities in the Group.

Shares of (loss)/profit in associates and joint ventures was a
loss of £28m, of which £24m was due to a true-up of prior year
valuations in the underlying investments of the BGF. This
compared with a profit of £191m in 2021 due to the recovery in
asset valuations.

Dividends

The consolidated reported profit for the year attributable to the
shareholders of the bank was £(408)m.

A special dividend was declared/paid on CET1 capital in 2022.
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Review of business position

Summary consolidated balance sheet at 31 Dec

2022 2021
 £m fm
Total assets 717,363 596,611
- cash and balances at contral banks 131,433 | 108,482
- trading assets : 79,878 B3,706
- financial assets designated and otherwise mandamnly measured at fair value through profit or loss B 15,881 18,649 |
— derivatives 225,238 141,221
— loans and advances to barks 17,109 10,784 |
- loans and advances to customers - | 72,614 91177
reversa repurchase agreements — non-trading ‘ 53,949 54,448
- financial investments | 32,604 41,300
assets held for sale 21,214 9
- other assels ‘ 67,433 46,835
Total liabilities B 693,337 572,896
- deposits by banks = 20,836 32,188 |
customer accounts - B - o 215,948 205,241
- repurchase agreements - non-trading B - 32,901 27,259
trading liabilities - 41,265 46,433
— linancral_l_iahilhies_de_signau_aq at fair value 27,287 33,608 |
derivatives ' 218,867 139,368
-~ debt securities in issue 7.268 9,428
— liabilities of disposal groups held for sale 24711
liabilities under insurance contracts - 19,987 22,264
- other liabilities L 84,267 | 67,107 |
Total equity 24,016 23,718
Total shareholders’ equity 23,875 23,584
Non-controlling interests 1: 121

Total reported assets were 20.2% higher than at 31 December
2021. The group maintained a strong and liquid balance sheet with
the ratio of customer advances to customer accounts decreasing
to 33.6% from 44.4% as at 31 December 2021 driven by
reclassification of French retail loans following the announcement
of the sale to assets held for sale as well as ongoing loan book
optimisation efforts.

Assets

Cash and balances at central banks increased by 21.2% as a result
of increased customer deposits and decreased balances in reverse
repos and advances to customers.

Trading assets and financial assets designated at fair value slightly
reduced due to a reduction in Prime business and GDM activities
on the basis of market conditions in 2022.

Derivative assets increased by 59.5% due to market movements in
interest rates and FX rates,

Non-trading reverse repos decreased by 0.9% primarily due to
changes in market conditions.

Financial investments decreased by 21.1% as a result of
optimisation strategy.

Liabilities
Customer accounts increased by 5.2%, which is consistent with

our funding strategy to grow customer deposits and increase
stable funding.

Total of trading liabilities and financial liabilities designated at fair
value balances has decreased by 14.4%.

Debt securities in issue decreased by 22.9% in line with the
funding strategy.

Non-trading repos increased by 20.7% as a result of market
activities.

Derivative liabilities increased by 57.0%. This is in line with
derivative assets as the underlying risk is broadly matched.

Equity

Total shareholder's equity remained broadly unchanged as
compared to 2021,
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Net interest margin

Net interest margin is calculated by dividing net interest income as
reported in the income statement by the average balance of

interest-earning assets. Average balances are based on daily

averages of the group’s activities.

Nt interest income

2022 2021 2020

£m fm £m

Interast income 6,535 3,149 4,086
Interest expense (4,631) 11,385} 12,188)
Net interest income 1,904 1,754 1,898
Average inferest-parning assets 372,159 354,324 369,617
) %a Y% %

Gross interest yield' 1.63 0.61 0.74
| oss: gross interest payable! (1.23) {0,073 0.27)
Net interest spread” 0.30 0.50 0.47
0.51 0.50 0.51

Net interest margin®

the average annualised interest fate payable on average interest-bearing fhiahilities.

9 Net interest margin is net interest income expressed as an annualised percentage of AlEA.

! Gross interest yield is the average annualised interest rate earned an average interest-earning assets (‘AIEA’). Gross interest payable s the average

annualised interest cost as a percentage of average interest-hearing liabilities.

2 Net interest spread is the difference belween the average annualised interest rate earned on AIEA, net of amortised premiums and lpan fees, and

summary of interest income by asset fype
2022 2021 2020
Average Interest Averagh Interest Average Interest
balance income Yield' balance incorne Yiald! balance neome Yietd!
fm fm Yo fm L W £m r'm ‘o
Short term funds and loans and advances 10 banks 144,826 1,115 0.77 119,026 {221) 10.19) 90,841 1113) {0-. 12)
Loans and advances to customers 91,882 21717 2.37 99,151 1.685 1.60 116,518 2,068 1.77
Reverse repurchase agreements - non-trading 56,144 1.099 1.96 57,630 (132) 16.23) 68,573 22 0.03
Financial investments 37,949 633  1.67 45142 497 110 51,336 B2 1.27
(Mher interest-earning assels 41,358 686 1.66 33,376 67 0.20 42,350 18 0.28
Total interest-eaming assets 372,159 5,710 1.53 354,324 1,796 .51 368,617 2,137 0.74
1 Interest yield calculations include negative interest on assels recogmised as interest expense in the income statement,
Summary of Interest expense by type of fiability and equity
2022 2021 2020
Average Interest Average Interest Avernge Interest
balance expense Cost' balancs BxpEnse Cost’! balance BxpEnse Cost
£m £m Yo Em Em Hin £m fm Y
Deposits by banks 31,930 55 017 32,891 (186) 10.57) 28,812 60) (0.21)
Customer accounts 164,681 1,742 1.06 160,048 a5 0.06 143,807 321 0.22
Repurchasa agreements - nor-trading 31,808 680 213 32916 (192 (058 38,829 (129) 0.33)
Debt securities in issue non-trading 29,385 589 2.00 38,727 258 0.67 52,781 546 1.03
Other interest-bearing liabilitics 50,301 739 147 36817 68 018 47.384 160 0.34
Total interest-bearing liabilities 308,195 3,805 1.23 291,393 43 0.01 311,613 8538 0.27

1 Interest payable calculations include negative interest on liahilities recognised as interest income (n the income statement.
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Reconciliation of alternative performance
measures

Return on average ordinary shareholders’ equity
and return on average tangible equity

Return on average ordinary shareholders’ equity ('RoE’) is
computed by taking profit attributable to the ordinary shareholders
of the parent company (‘reported results’), divided by average
ordinary shareholders’ equity (‘reported equity’) for the period. The
adjustment to reported results and reported equity excludes
amounts attributable to non-controlling interests and holders of
preference shares and other equity instruments.

Return on average tangible equity ('RoTE") is computed by
adjusting reported results for the movements in the present value
of in-force long-term insurance business ('PVIF’) and for
impairment of goodwill and other intangible assets (net of tax),
divided by average reported equity adjusted for goodwill,
intangibles and PVIF for the period.

RoTE excluding significant items is annualised profit attributable to
ordinary shareholders, excluding changes in PVIF, significant
items and bank levy (net of tax), divided by average tangible
shareholders' equity excluding fair value of own debt, DVA and
other adjustments for the period.

We provide RoTE ratio in addition to RoE as a way of assessing
our performance, which is closely aligned to our capital position,

Heturn on average ordinary shareholders’ aguity and return on average tangible equity

Year ended
31Dec 31 Dec 31 Dec
2022 2021 2020
N o £m fm {'El
Profit
Profit attributable to the ordinary shareholders of the parent company 611) 847 {1,643)
Decréaser’{increaéé] in PVIF {net of tax) (105) (149) 59
Profit attributable to the ordinary shareholders, excluding other intangible assets impairment
and PVIF {716) 698 (1,684)
Significant items {net of tax) B B - 1.753 A68 1,050
Profit attributable to the ordinary sharet ling PVIF and significant items 1,037 1,166 t5?;4!
Equity N
Average total shareholders’ equity 23,550 23,629 24,457
Effect of average preference shares and other equity instruments - (3,888) 13.722) (3,722}
Average ordinary shareholders’ equity 19,662 19,907 20,735
Effect of PVIF (net of tax) (727) (553) (464}
Significant items and other adjustments (net of tax) (240) 192) (733}
Average gibl juity excluding PVIF, significant items and other adj nts 18,695 19,262 19,638
Ratio o -
Return on average ordinary shareholders’ equity (annualised) {3.1) 4.3 (7.9}
Return on average tangible equity (annualised) B (3.8) 36 8.1
Adjusted Return on average tangible equity (annualised) 55 61 (2.7
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Risk overview

The group continuously identifies, assesses, manages and
monitors risks. This process, which is informed by its risk factors
and the results of its stress testing programme, gives rise to the
classification of certain financial and non-financial risks. Changes
in the assessment of these risks may result in adjustments 1o the
group's business strategy and, potentially, its risk appetite.

Our banking risks include credit risk, treasury nisk, market risk,
climate risk, resilience risk, regulatory compliance nisk, financial

crime and fraud risk and model risk. We also incur insurance risk.

In addition to these banking risks, we have identified top and
emerging risks with the potential to have a material impact on our
financial results, our reputation and the sustainability of our long-
term business model.

The exposure to our risks and rnisk management of these are
explained in more detail in the Risk section of the Report of the
Directors on pages 26 to 93.

We have reviewed our list of top and emerging risks and changed
the title of 'Regulatory focus on conduct of business' risk to
'Evalving reqgulatory environment' nisk to reflect the broad
requlatory agenda, including conduct. Credit risk has been added
to reflect the current economic environment.

Risk
Externally driven
Geapolitical and

macroeconomic
risk

Credit risk

Cyber threat and
unauthaorised
access to systems

Evolving
regulatory
environment risk

Financial crime
and fraud risk

Ibor transition

Environmental,
social and
governance risk

Description

Our operations and portiolios are exposed to risks associated with political instability, civil unrest and military conflict, which
could lead to disruption of our operations, physical risk to our staff and/or physical damage 1o our assets. Heightened geopolitical
tensions including the ongoing Russia-Ukraine war, alongside the economic impacts thal continue to result from the Covid-19
pandemic, have also disrupted supply chains globally. These events and rising inflation in the European region have created a
marked economic slowdown which will affect our customers and our business.

We regularly undartake detailed reviews of our portfolios and proactively manage credit facilities to customers and sectors likely
to come under stress as a result of curent macroeconomic and geopolitical events including the Russia-Ukraine war and the
recessionary pressures across Europe. Particular emphasis has been maintained on the Real Estate, Canstruction and Contracting,
Retail and Leveragae portfolios. We have increased the frequency and depth of our monitoring activities with stress tests and other
sectoral reviews performed to identify portfolios or customers who are fikely to experience financial difficulty through the
slowdown in economic activity.

We Tace a risk of service disruption from extarnal and internal malicious activity, In response to the recent geopolitical events, we
have further strengthened our monitoring approach. We operate a continuous improvement programme to protect our technology
operations, and to counter a fast avolving cyber threat environment.

The compliance risk environment remains complex, given heightened geopolitical tensions and consequent macroeconomic
impacts. There remains increased regulatory focus on operitional and cyber resilience, economic impacts (including on
customers), crypto-asset-related risks and sanctions, and wider anti-money laundering controls. These, alongside an increased
focus on how financial services organisations demonstrate active management of and comphance with regulatory obligations and
wider expectations, may resull in change requirements across the group in the short to medium term. We continue to monitor
regulatun,r and wider industry developments closely and engage with regulators as appropriate.

We continue to suppert our customers against a backdrop of r‘omplpx geopolitical, socio-econormic and tf-chnaiugmal challenges,
including the Russia-Ukraine war. We are monitoring the impacts of the Russia-Ukraine war on the group, and using our
sanctions compliance capabilities to respond to evolving sanctions regulations, noting the challenges that arise in implementing
the unprecedented volume and diverse set of sanctions and trade restrictions.

We remain exposed Lo regulatory compliance, legal and resilience risks as contracts transition away from demising Ibar
benchmarks to new reference rates. As a result, we continue to consider the faimess of client outcomes, our compliance with
requlatory expectations and the operation of our systems and processes. The key risks are diminishing in line with our process
implementation as we have transitioned all but a small number of contracts in demised Ibors, and are well progressed in
lransltlonlng contracts in remaining demising lbors, specifically US dollar Libor,

We are suh]e:,t to ESG risks relating to climate change, greenwashing, nature and human rights. This risk has increased owing to
the pace and volume of regulatory developments globally and stakeholders placing more emphasis on financial institutions’
actions and investmeant decisions in respect of ESG matters, Failure to meet these evolving expectations may resull in financial
and non-financial risks for the group, including adverse reputational consequences,
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Internally driven

People risk We monitor workforce capacity and capability requirements in fine with our published growth strategy, in conjunction with risks
related to employment relations practices, culture, and conduet, People risk has heightened in 2022 compared to 2021, mainly
resulting from the many transformation and restructuring activities concomitantly happening in the region. The main risk drivers

A the region is exposed to are capacity and capability risks associated with talent attraction and retention, coupled with the effects
of the current geopolitical tensions on our employees and markets' economies. Strong oversight continues to be maintained over
people risks arising from change activity. Measures are being rolled out to support our people while transitioning to new business
models as well as with challenges resulting from the current heightened inflationary pressures.

IT systems We continue to monitor and improve our IT systems and network resilience, both on our premises and on the Cloud to minimise
infrastructura and service disruption and improve customer experience. To support the business strategy, we strengthened our end to end
oparational management, build and deployment controls and system monitoring capabilities. We are saeing increased demand on customer
resilience & support centres and our business operations as a result of the current economic environment and there is additional focus on our

operational resilience. We continue to seek to reduce the complexity of our technology estate and consolidate our core ba nking
systems onto a single strategic platform,

Execution risk Failure to effectively prioritise, manage and/or deliver transformation within the group impacts our ability to achieve our strategic
objectives. Given the scale, complexity and pace of strategic change within the group, we must monitor, manage and overses
A change execution risk to make sure our change portfolio and initiatives continue to deliver the right outcomes for our customers,
people, regulators, investors and communities,

Model risk Evolving requlatory requirements are driving material changes to the way model risk is managed across the banking industry,
with particular focus on capital models. New technologies such as machine learning are driving changes to the model landscape,
and the group’s strategic focus on climate risk requires the development of new methods that will effectively model climate-

> related factors and activities. A key area of focus is ensuring our standards, processes and controls are adequate to identify,
measure and manage the resulting model risks. New Bank of England guidance on model risk management will require greater
focus on the management of model risks across the bank.

Dala risk We use data to serve our customers and run our operations, often in real-time within digital experiences and processes. If our
tata is not accurate and timely, our ability to serve customers, operate with resilience or meet regulatory requirements could be
A impacted. We need to ensure that data is kept confidential, and that we comply with the growing number of laws and increasing
expectations from regulators concerning data privacy controls and the cross-border movement of data.

Third party risk We procure services and goods from a range of third parties. It is critical that we have appropriate risk management policies and
processes over the selection and governance of third parties. This includes third parties’ supply networks, particularly for key
activities that could affect our aperational resilience. Any deficiency in the management of risks associated with our third parties
could affect our ability to support our customers and meet regulatory expectations.

Y

New risk introduced in 2022

Risk has heightened during 2022

Risk remains at the same level as 2021
Risk has decreased during 2022

Yhe

On behalf of the Board
David Watts

Director

20 February 2023

Registered number 00014259
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Our approach to risk

Our risk appetite

We recognise the importance of a strong risk culture, which refers
to our shared attitudes, values and standards that shape
behaviours related to risk awareness, risk taking and risk
management. All our people are responsible for the management
of risk, with the ultimate accountability residing with the Board.

We seek to build our business for the long term by balancing
social, environmental and economic considerations in the
decisions we make. Our strategic priorities are underpinned by our
endeavour to operate in a sustainable way. This helps us to carry
out our social responsibility and manage the risk profile of the
business. We are committed to managing and mitigating climate-
related risks, both physical and transition, and continue to
incorporate consideration of these into how we manage and
oversee risks internally and with our customers.

The following principles guide the group's overarching appetite for
risk and determine how our businesses and risks are managed.

Financial position

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

 Liguidity and funding management for each entity on a stand-
alone basis.

Operating model

« Ambition to generate returns in line with our risk appetite and
strong risk management capability.

e Ambition to deliver sustainable earnings and appropriate
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 arising from our products and services or incurring
a breach of the letter or spirit of regulatory requirements.

e No appetite for inappropriate market conduct by a member of
staff or by any group business.
Enterprise-wide application

Our risk appetite encapsulates the consideration of financial and
non-financial risks. We define financial risk as the risk of a
financial loss as a result of business activities. We actively take
these types of risks to maximise shareholder value and profits.
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Non-financial risk is defined as the risk to achieving our strategy or
objectives as a result of inadequate or failed internal processes,
people and systems, or from axternal events.

Our Risk Management Framework

An established risk governance framework and ownership
structure ensures oversight of, and accountability for, the effective
management of risk within the group. HSBC's Risk Management
Framework ('RMF) fosters the continuous monitoring of the risk
environment and an integrated evaluation of risks and their
interactions. Integral to the RMF are risk appetite, stress testing
and the identification of emerging risks.

Our Risk Committee focuses on risk governance and ensures a
forward-looking view of risks and their mitigation. The Risk
Committee is a committee of the Board and has responsibility for
oversight and advice to the Board on, amongst other things, the
bank's risk appetite, tolerance and strategy, systems of risk
management, internal control and compliance. Additionally,
members of the Risk Committee attend meetings of the bank’s
Nomination, Remuneration and Governance Committee at which
the alignment of the reward structures to risk appetite is
considered.

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

Responsibility for managing both financial and non-financial risk
lies with our people. They are required ta manage the risks of the
business and operational activities for which they are responsible.
We maintain oversight of our risks through our various specialist
Risk Stewards, as well as the accountability held by the Chief Risk
Officer.

Non-financial risk includes some of the most material risks HSBC
faces, such as cyber-attacks, poor customer outcomes and loss of
data and the current geopolitical risks. Actively managing non-
financial risks is crucial to serving our customers effectively and
having a positive impact on society. During 2022 we continued to
strengthen the control environment and our approach to the
management of non-financial risks, as is broadly set out in our
Risk Management Framework. The management of non-financial
risk focuses on governance and risk appetite, providing a single
view of the non-financial risks that matter most, and associated
controls. It incorporates a risk management system designed to
enable the active management of non-financial risk. Our ongoing
focus is on simplifying our approach to non-financial risk
management, while driving more effective oversight and better
end-to-end identification and management of non-financial risks.
This is overseen by the Operational and Resilience Risk function,
headed by the group Head of Operational and Resilience Risk.

Ihree lines of defence

All aur people are responsible for identifying and managing risk
within the scope of their roles. Roles are defined using the three
lines of defence model, which takes into account our business and
functional structures.

To create a robust control environment to manage risks, we use
an activity-based three lines of defence model, whereby the
activity a member of staff undertakes drives which line they reside
within. This model delineates management accountabilities and
responsibilities for risk management and the control environment.

The madel underpins our approach to risk management by
clarifying responsibility, encouraging collaboration and enabling
efficient coordination of risk and control activities. The three lines
are summarised below:

s The first line of defence owns the risks and is responsible
for identifying, recording, reporting and managing them in line
with risk appetite, and ensuring that the right controls and
assessments are in place to mitigate them.

e The second line of defence challenges the first line of defence
on effective risk management, and provides advice and
guidance in relation to the risk.



* The third line of defence is our Internal Audit function, which
provides independent assurance that the group’s risk
management approach and processes are designed and
operating effectively.

Risk appatite

We formally articulate our risk appetite through our risk appetite
statement ('RAS'), which is approved by the Board on the
recommendation of the Risk Committee. Setting out our risk
appetite ensures that planned business activities provide an
appropriate balance of return for the risk we are taking, and that
we agree a sujtable level of risk for our strategy. In this way, risk
appetite informs our financial planning process and helps senior
management to allocate capital to business activities, services and
products.

The RAS consists of qualitative statements and quantitative
metrics, covering financial and non-financial risks. It is
fundamental to the development of business line strategies,
strategic and business planning and senior management balanced
scorecards. Performance against the RAS 1s reported to the Risk
Management Meeting ('RMM') 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,

Risk management

Stress testing

Stress testing is an important tool that is used by banks, as part of
their internal risk management, and regulators to assess
vulnerabilities in individual banks and/or the financial banking
sector under hypothetical adverse scenarios. The results of stress
testing are used to assess banks' resilience to a range of adverse
shocks and to assess their capital adequacy.

HSBC Bank plc is subject to regulatory stress testing in several
jurisdictions. These requirements are increasing in frequency and
granularity. They include the programmes of the BoE, Prudential
Regulation Authority (‘PRA’) and the European Banking Authority
('EBA’). Assessment by regulators is on both a quantitative and
qualitative basis, the latter focusing on our portfolio quality, data
provision, stress testing capability and capital planning processes.

A number of internal macroeconomic and avent-driven scenarios
specific to the European region were considered and reported to
senior management during the course of the vear. The selection of
stress scenarios is based upon the output of our top and emerging
risks identified and our risk appetite. The results help the Board
and senior management to set our risk appetite and confirm the
strength of our strategic and financial plans. Our risk appetite is
set at a level that enables the group to withstand future stress
Impacts.

The macroeconomic internal stress tests, conducted throughout
2022, considered combinations of various potential impacts as
identified in our top and emerging risks, in particular the impact of
the Russia-Ukraine war, geopolitical tensions and trade wars, and
operational risk.

In Q4 2022, the Group participated in the BoE Annual Cyclical
Scenario ('ACS') stress testing exercise. The ACS focused on
higher global interest rates in the face of a series of global cost
shocks and high and persistent global inflation. Unemployment,
also increased sharply. The impact of traded risk shocks was
included, linked to a financial market scenario consistent with the
content and calibration of the macroeconomic scenario.

This stress scenario was moare severe than the Global Financial
Crisis for both the UK and the world.

The scenario reflected the impact of weaker househaold real
income growth, lower canfidence and tighter financial conditions
resulting in severe domestic and global recessions.

The BoE will publish the results in summer 2023.

In response to regulatory requirements and internal drivers,
separately to the stress tests already mentioned, we are
developing our capabilities to model the impact of climate risk on
our bank, specifically physical and transition risk.

In 2022, we have considered four bespoke scenarios that were
designed to articulate our view of the range of potential outcomes
for global climate change. In our climate scenario analysis, we
consider, separately: transition risk arising from the process of
moving to a net zero economy, including changes in policy,
technology, consumer behaviour and stakeholder perception,
which will each impact borrowers’ operating income, financing
requirements and asset values; and physical risk arising from the
increased frequency and severity of weather events, such as
hurricanes and floods, or chronic shifts in weather patterns, which
will each impact property values, repair costs and lead to business
interruptions.

These scenarios, which reflect different levels of physical and
transition risk and are varied by severity and probability, were: the
Net Zero scenario, which aligns with the Group net zero strategy
and is consistent with the Paris Agreement; the Current
Commitments scenario, which assumes that climate action is
limited to the current governmental commitments and pledges;
the Downside Transition Risk scenario, which assumes that
climate action is delayed until 2030; and the Downside Physical
Risk scenario, which assumes climate action 1s limited to current
governmental policies.

We consider our Current Commitments scenario as the most likely
scenario 1o transpire over the next five years, Under the Current
Commitments scenario, we expect moderate levels of losses
relating to transition risks. However, the rise in global warming will
lead to increasing levels of physical risk losses in later years.
Based on this scenario the potential impact on expected credit
losses is not considered material over the next five years, as the
impacts of climate rigk will emerge later in the following decades.

Key developments and risk profile

Key developments in 2022

We actively managed the risks related to the Russia-Ukraine war
and broader macroeconomic and geopolitical uncertainties, as
well as other key risks described in this section.

In addition, we enhanced our risk management in the following
areas:

* We have continued to improve our risk governance decision
making, particularly with regard to the governance of treasury
risk to ensure senior executives have appropriate oversight and
visibility of macroeconomic trends around inflation and interest
rates,

* We enhanced our enterprise risk reporting processes to place a
greater focus on our emerging risks, including by capturing the
materiality, oversight and individual monitoring of these risks.

* We have further strengthened our third-party risk policy and
processes to Improve control and oversight of our material third
parties that are key to mai ntaining our operational resilience,
and to meet new and evolving regulatory requirements.

* We have continued to embed, the governance and oversight
around model adjustments, related processes for IFRS @
models and financial reporting processes.

* Through our climate risk programme we have continued to
embed climate considerations throughout the firm, including
updating the scope of our programme to cover all risk types,
expanding the scope of climate related training and developing
new climate risk metrics to monitor and manage exposures.

* We continued to improve the effectiveness of our financial
crime controls, deploying advanced analytics capabilities into
our markets. We are refreshing our financial crime policies,
ensuring they remain up-to-date and address changing and
emerging risks. We continue to monitor regulatory changes.
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'I;p 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 madium to long term.

We proactively assess the internal and external risk environment,
as well as review the themes identified across the European region
and the group's businesses, for any nsks that may require
ascalation. We update our 1op and emerging risks as necessary.

QOur current top and emerging risks are as follows.
Externally driven
Geopolitical and macroeconomic risk

The Russia-Ukraine war has had far-reaching geopolitical and
sconomic implications. The group is monitoring the impacts of the
war and continues to respond to the further economic sanclions
and trade restrictions that have been imposed on Russia in
response. In particular, significant sanctions and trade restrictions
against Russia have been put in place by the US, the UK and the
EU, as well as other countries. Such sanctions and restrictions
have specifically targeted certain Russian government officials,
politically exposed persons, business people, Russian oil imports,
energy products, financial institutions and other major Russian
companies, as well as more generally applicable investment,
export, and import bans and restrictions. In response to such
sanctions and trade restrictions, as well as asset flight, Russia has
|mp!urnented certain countermeasures. Further sanctions, trade
restrictions and Russian counter sanctions may adversely affect
the group, its customers and the markets in which we operate by
crealing regulatory, reputational and market risks.

Our business in Russia principally serves multinational corporate
clients headquartered in other countries, 1S not accepting new
business or customers, and is consequently on a declining trend.
Following a strategic review, HSBC Europe BY (a wholly-owned
subsidiary of HSBC Bank pic) has entered into an agreement o
sell its wholly-owned subsidiary HSBC Bank (RR) (Limited Liability
Company), subject to regulatory and governmental approvals.

Global commodity markets have been significantly impacted by
the Russia-Ukraine war and localised Covid-19 outbreaks, leading
to continued supply chain disruptions. This has resulted in
European product shortages and increased prices for both energy
and non-energy commaodities, such as food. Despite falls in
wholesale energy prices in late 2022 and early 2023, which may
provide relief, ongoing pass-through of input price rises means we
do not expect underlying inflationary pressures to ease
significantly in the near term. These issues have exacerbated
inflation across the region. Prolonged spells of relatively mild
seasonal weather, and diversification of fuel services have
nevertheless helped Europe to substantially reduce risks of energy
rationing over the winter months.

Rising global inflation has prompted the ECB to tighten monetary
policy. The combined pressure of inflation and interest rate nses
may lead to pressures on customers and their ability to repay debt.
The ECB has increased its benchmark rate by 300bps since July
2022. Further interest rate increases by the ECB are anticipated in
light of inflation forecasts. Investors appear less willing to tolerate
expansionary fiscal policies in the context of high debt ratios. An
economic slowdown, possibly a recession in parts of the EU and
the UK, could slow the pace of tightening 10 our major markets.
However, should interest rates need to rise beyond what 18
currently expected, a realignment of market expectations could
cause turbulence in financial asset prices.

Second order impacts from the Russia-Ukraine war and ather
geopolitical events remain uncertain and may lead to significant
credit losses on specific exposures, which may not be fully
captured in our ECL estimates. Higher inflationary concerns and
interest rate expectations across the region are also having an
impact on ECL. In line with existing practice we have continued to
carry out enhanced monitoring of model outputs and the use of
model overlays, including management adjustments based on the
expert judgement of senior credit risk managers to reflect current
market inflation and interest rate conditions where they have not
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been incorporated in the underlying Macroeconomic scenarios.
Inflation and rising interest rates have been considered both
directly in certain models, and assessed via adjustments where
not directly considered.

Whilst many of the government programmes implemented during
the Covid-19 pandemic to support businesses and individuals have
ceased, these have impacted the level of credit losses, which in
turn may have impacted the longer-term reliability of loss and
capital models.

Negotiations between the UK and the EU over the operation of the
Northern lreland Protocol are continuing. While there are signs
that differences may be dimimishing, failure to reach agreement
could have implications for the future operation of the EU-UK TCA.
In June 2022, the UK government published proposed legislation
that seeks to amend the Protocol in a number of respects. In
response, the EU launched infringement procedures against the
UK, and is evaluating the UK response, received in September
2022. If the proposed legislation were to pass, and infringement
procedures progressed, it could further complicate the terms of
trade between the UK and the EU and potentially prevent progress
in other areas such as financial services. We are monitoring the
situation closely, ncluding the potential Impacts on our
customers.

Our business could also be adversely affected by economic or
political developments in regions of the world outside Europe. This
reflects our extensive business links, through members of the
Group and other entities, in Asia and elsewhere. Tensions between
China and the US, extending to the UK, the EU, India and other
countries, and political developments in Hong Kong and Taiwan,
may adversely affect the group.

The US, the UK, the EU and other countries have imposed various
sanctions and trade restrictions on China. In response to foreign
sanctions and trade restrictions, China has also announced
sanctions, trade restrictions and laws that could impact the group
and 1ts customers.

High Cowvid-19 vaccination rates and acquired population immunity
in 2022 across the European region have reduced the public health
risks and the need for restrictions. New Covid-19 variants and sub-
variants pose a continuing risk and could result in the European
governments reintroducing restrictions, potentially impacting our
personal and business customers.

Our Central macroeconomic scenario, which has the highest
probability weighting in our IFRS 9 ‘Financial Instruments’
calculations of ECL, assumes low growth and a higher inflation
environment. However, due to the rapidly changing economic
conditions, the potential for forecast dispersion and volatility
remain high, impacting the degree of accuracy and certainty of our
Central scenario forecast. The level of volatility depends on various
factors, including but not limited to: commuodity price increases,
supply chain constraints and the monetary policy response to
inflation. There is also uncertainty with respect to the relationship
between the economic drivers and the historical loss experience,
which has required adjustments to modelled ECLs in cases where
we determined that the model was unable to capture the material
underlying risks. For further details of our Central and other
scenarios, see 'Measurement uncertainty and sensitivity analysis
of ECL estimates’ on page 48.

NMitigating actions

« We closely monitor geopolitical and economic developments
including the impacts of the Russia-Ukraine war and undertake
scenario analysis and stress testing where appropriate. This
helps us to take portfolio actions where necessary, including
seeking to ensure enhanced monitoring and amending our risk
appetite.

« We continue to monitor the EU's relationship with the UK, and
assess the potential impact on our people, operations and
portfolios.

« We continue to monitor our risk profile closely in the context of
the current geopolitical and macroeconomic situation, and
given the significant uncertainties, additional mitigating actions
may be required.



Credit risk

Credit risk has increased driven chiefly by the impacts and
uncertainty caused by the current geopolitical and macroeconomic
environment. Economic prospects and therefore the outlook for
credit risk across our key markets will be driven by a number of
factors including how inflationary pressures are managed across
the EU and the UK, and whether a global recession develops,
exacerbated by the ongoing Russia-Ukraine war.

Mitigating actions

Reviews of key credit portfolios are undertaken regularly to
seek to ensure that individual customer or portfolio risks are
understood and our management of the level of facilities
offered through the economic downturn is appropriate.

We continue to monitor high risk wholesale industry sectors
closely and in 2022 we undertaok specific reviews of portfolios
showing vulnerability such as Real Estate, Retail, Construction
and Contracting and Wholesale Trade,

Detailed performance monitoring is reviewed on a monthly
basis, which includes early warning indicators and a view of
concentration risks. Portfolio limits and exposures are re-
assessed and reductions implemented where appropriate.

We stress test portfolios of particular concern to identify
sensitivity to loss under a range of scenarios, with management
actions being taken to seek to rebalance exposures and to
manage risk appetite where necessary.

Cyber threat and unauthorised access to systems

Together with other organisations, we continue to operate in an
increasingly hostile cyber threat environment, These threats
include potential unauthorised access to customer accounts,
attacks on our systems or those of our third-party suppliers and
require ongoing investment in business and technical controls to
defend against them.

Mitigating actions

We continuously evaluate threat levels for the most prevalent
cyber-attack types and their potential outcomes. To further
protect the group and our customers and help ensure the safe
expansion of our business lines, we continue to strengthen our
controls to reduce the likelihood and impact of advanced
malware, data leakage, exposure through third parties and
security vulnerabilities.

We seek to enhance our cybersecurity capabilities, including
Cloud security, identity and access management, metrics and
data analytics, and third-party security reviews. An important
part of our defence strategy is ensuring our colleagues remain
aware of cybersecurity issues and know how to report
incidents.

We report and review cyber risk and control effectiveness at
executive and non-executive Board level. We also report it
across our businesses and functions to help ensure appropriate
visibility and governance of the risk and its mitigating actions, -

We participate globally in industry bodies and working groups
to collaborate on tactics employed by cyber-crime groups and
to collaborate in defending, detecting and preventing cyber-
attacks on financial organisations.

Evolving regulatory environment risk

We aim to keep abreast of the emerging regulatory compliance
and conduct agenda, which currently includes, but is not limited
to: ESG matters; ensuring good customer outcomes; addressing
customer vulnerabilities due to cost of living pressures; regulatory
compliance; regulatory reporting; employee compliance, including
use of e-communication channels; and the proposed reforms to
the UK financial services sector, known as the Edinburgh Reforms.

We monitor regulatory developments closely and engage with
requlators, as appropriate, to help ensure new regulatory
requirements are implemented effectively and in a timely way.

The competitive landscape in which the group operates may be
impacted by future regulatory changes and government
intervention.

Mitigating actions

* We monitor for regulatory developments to understand the
evolving regulatory landscape and seek to respond with
changes in a timely way.

* We continue to support work that is focussed on the
implementation of UK Consumer Duty requirements.

= We engage with governments and regulators to make a
contribution to regulations and to try and ensure that new
requirements are considered properly and can be implemented
effectively. We hold regular meetings with relevant authorities
to discuss strategic contingency plans, including those arising
from geopolitical issues.

= Our simplified conduct approach has been embedded to align
to our purpose and values, in particular the value ‘we take
responsibility’.

Financial crime and fraud risk

Financial institutions remain under considerable regulatory
scrutiny regarding their ability to detect and prevent financial
crime, which continues to evolve. Challenges include managing
conflicting laws and approaches to legal and regulatory regimes,
and implementing the unprecedented volume and diverse set of
sanctions, notably as a result of the Russia-Ukraine war,

Amid rising inflation and increasing cost of living pressures, we
face increasing regulatory expectations with respect to increases
in internal and external fraud and the abuse of vulnerable
customers for financial crime,

The digitisation of financial services continues to have an impact
on the payments ecosystem, with an increasing number of market
entrants and payment mechanisms, not all of which are subject to
the same level of regulatory scrutiny or regulations as financial
institutions. This presents ongoing challenges in terms of
maintaining required levels of payment transparency, notably
where financial institutions serve as intermediaries. Developments
around digital assets and currencies have continued at pace, with
an increasing regulatory and enforcement focus on the financial
crimes linked to these types of assets.

Expectations with respect to the intersection of ESG issues and
financial crime as our organisation, customers and suppliers
transition to net zero, continue to increase, focussed on potential
‘greenwashing,” human rights issues and environmental crimes.

We also continue to face increasing challenges presented by
national data privacy requirements, which may affect our ability to
manage financial crime risks holistically and effectively.

Mitigating actions

* We continue to manage sanctions and trade restrictions
through the use of, and enhancements to, our existing controls.

* We continue to develop our fraud controls, and invest in
capabilities to fight financial crime through the application of
advanced analytics and artificial intelligence.

* We are looking at the impact of a rapidly changing payments
ecosystem, as well as risks associated with direct and indirect
exposure to digital assets and currencies, in an effort to ensure
our financial crime controls remain appropriate.

* We are assessing our existing policies and control framework
so that developments relating to the ESG space are considered
and the risks mitigated.

* We engage with regulators, policymakers and relevant
international bodies, seeking to address data privacy
challenges through international standards, guidance and
legislation.
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Ibor transition

Interbank offered rates ('Ibors’) have previously been used
extensively 1o set interest rates on diflerent types of financial
transactions and for valuation purposes, risk measurement and
performance benchmarking.

Following the UK's Financial Conduct Authority ('FCA’)
announcement in July 2017 that it would no longer continue to
persuade or require panel banks to submit rates for the London
interbank offered rate {'Libor'} after 2021, we have heen actively
warking to transition legacy contracts from Ibors to products
linked 1o near rislk-free replacement rates ('RFRs’) or alternative
reference rates.

The publication of sterling, Swiss franc, euro and Japanese yen
Libor interest rate benchmarks, as well as Euro Overnight Index
Average (‘Eonia’), ceased from the end of 2021. The group's Ibor
transition programme, which is tasked with the development of
RFR products and the transition of legacy Ibor products, has
continued to support the transition of a limited number of
rermaining contracts in sterling and Japanese yen Libior, which
were published using a 'synthetic’ interest rate methodology
during 2022. The remaining "tough legacy’ sterling contracts have
required protracted client discussions where contracts are
complex or restructuring of facilities is required. Following the
cessation of publication of 'synthetic’ Japanese yen Libor after

31 December 2022, and the announcements by the FCA, in
September and November 2022, that "synthetic’ sterling Libor
rates will cease to be published on 31 March 2023 for one and six-
month sterling Libor, or 31 March 2024 for three-manth sterling
Libor, we have or are prepared to transition or remediate the
remaining few contracts outstanding as at 31 December 2022 in
advance of those cessation dates.

For the cessation of the publication of US dollar Libor from
30 June 2023, we have implemented the majority of required
processes, technology and RFR product capabilities throughout

the group in preparation for upcoming market events and continue

to transition outstanding legacy contracts through the first half of
2023, We continue to make steady progress with the transition of
the outstanding legacy committed lending facilities, Transition of
our derivatives portfolio is progressing well with most clients
reliant on industry mechanisms to transition to RFRs. For the
limited number of bilateral derivatives trades where an alternative
transition path is required client engagement is continuing. For
certain praducts and contracts, including bonds and syndicated
loans, we remain reliant on the continued support of agents and
third parties, but we continue to progress those contracts
requiring transition. We continue to monitor contracts that may be
potentially more challenging to transition and may need to rely
upon legislative solutions. Additionally, following the FCA's
consultation in November 2022 proposing that US dollar Libor s
to be published using a ‘synthetic’ methodology for a defined
period, we will continue to wark with our clients to support them
through the transition of their products if transition is not
completed by 30 June 2023.

We remain mindful of the various factors that have an impact on
the Ibor remediation strategy for our requlatory capital
instruments, including, but not limited to, timescales for cessation
of relevant |bor rates.
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We remain committed in seeking to remediate or mitigate relevant
risks relating to Ibor-demise, as appropriate, on our outstanding
requlatory capital instruments before the relevant caleulation
dates, which may oceur post-cessation of the relevant Ibor rate or
rates.

For US dallar Libor and other demising Ibors, we continue to be
exposed to, and actively monitor, risks including:

« Regulatory compliance and conduct risks, as the transition of
legacy contracts 1o RFRs or alternative rates, or sales of
products referencing BFRs, may not deliver fair client
outcomes,

s Resilience and operational risks, as changes to manual and
automated processes, made in suppart of new RFR
methodologies, and the transition of large volumes of Ibor
contracts may lead to operational issues;

o Legal risk, as issues ansing from the use of legislative solutions
and from legacy contracts that the group is unable to transition
may result in unintended or unfavourable outcomes for clients
and market participants, which could potentially increase the
risk of disputos;

« Model risk, as there is a risk thal changes to our models, to
replace Ibor-related data, adversely affect the accuracy of
model outputs; and

e Market risk, because as a result of differences in Libor and RFR
interest rates, we are exposed to basis risk resulting from the
asymmetric adoption of rates across assets, liabilities and
products.

While the level of risk is diminishing in line with our process
implementation and continued transition of contracts, we will
continue to monitor these risks through the remainder of the
transition of legacy contracts. Throughout 2023, we continue to be
committed to engaging with our clients and investors to seek to
complete an orderly transition of contracts that reference the
remaining demising Ibors.

Mitigating actions

 The group Ibar transition programme, which is overseen by the
group Chief Risk Officer, will continue to deliver IT and
operational processes to meet its objectives.

o We carry out extensive training, communication and client
engagement 1o facilitate appropriate selection of new rates and
products.

« We have dedicated teams in place to support the transition.

« \We have actively transitioned legacy contracts and ceased
entering into new contracts based on demised or demising
Ibors, other than those allowed under regulalory exemptions,
and implemented associated monitoring and controls.

We assess, monitor and dynamically manage risks arising from
Ibor transition, and implement specific mitigating controls
when required.

« We continue 1o actively engage with regulatory and industry
bodies to mitigate risks relating to ‘tough legacy’ contracts.



Financial instruments impacted by Ibor reforms

Interest Rate Benchmark Reform Phase 2, the amendments to
IFRS's issued in August 2020, represents the second phase of the
IASB's project on the effects of interest rate benchmark reform.
The amendments address issues affecting financial statements
when changes are made to contractual cash flows and hedging
relationships.

Under these amendments, changes made to a financial instrument
measured at other than fair value through profit or loss that are

economically equivalent and required by interest rate benchmark
reform, do not result in the derecognition or a change in the
carrying amount of the financial instrument. Instead they require
the effective interest rate to be updated to reflect the change in
the interest rate benchmark. In addition, hedge accounting will not
be discontinued solely because of the replacement of the interest
rate benchmark if the hedge meets other hedge accounting
criteria.

Financial instruments yet to transition to
alternative Imnchmarlts_, by main banchmgrk‘

USD Libor GBP Libor Others'

At 31 Dec 2022 £m £m £m
Non-derivative financial assets® - s e
Loans and advances to customers 4,350 8 18
Finalmial_!n_v_nst_m_.?nls 1,072 o
Others : . 554 35 —
Total non-derivative financial assets 5,976 118 18
Non-derivative financial liabilities - _

Subordinated liabilities 1.287 - -
Others ) 560 - -
Total non-derivative fi ial liabilities 1,847 — —
Derivative notional contract amount e
Foreign exchange B 6754 =
Interest rate 1,636,679 56 2,031
_Others . ) B B - - 487
Total derivative notional contract 1,643,433 56 2,518
At 31 Dec 2021

Non-dnuvalivn_ﬁnnncini_ assets’ -

Loans and advances to customers - 5,999 2,562 26
Financial investments 1,171 140 -
Others 693 499 -
Total non-derivative financial assets 7,863 3,201 26
Nan-derivative financial liabilities” - 0
Subordinated liabilities B 1,145 — =
Othears ) 479 181

Total non-derivative financial liabilities 1,624 181 —
Derivative notional contract amount 0
Foreign exchange 8,288 1,568 1,080
Interest rate 1,667,577 216,377 77,738
Total derivative notional contract amount 1,575,865 216,945 78,818

1 Comprises financial instruments referencing other significant benchmark rates Vel lo transition to alternative benchmarks feuro Libor, Swiss franc
Libor, Eorua, SOR, THBFIX, MIFOR and Sibor). Announcements were made by regulators during 2022 on the cessation of the Canadian dollar
offered rate ('CDOR’), and Mexican Interbank equilibrium interest rate (THE'), which will eventually transition to the Canadian overnight repo rate
average (‘CORRA’), and a new Mexican overnight fail-back rate, respectively. Therefore, COOR, and THE are also included in Others during the

current period.

2 Gross carrying amount excluding allowances for expected credit losses.

The amounts in the above table relate to the group's main
operating entities where we have material exposures impacted by
Ibor reform, including in the United Kingdom, France and
Germany. The amounts provide an indication of the extent of the
group’s exposure to the Ibor benchmarks that are due to be
replaced. Amounts are in respect of financial instruments that:

* contractually reference an interest rate benchmark that is
planned to transition to an alternative benchmark;

* have a contractual maturity date beyond the date by which the
reference interest rate benchmark is expected to cease; and

* are recognised on the group's consolidated balance sheet
Environmental, social and governance ('ESG') risk

We are subject to financial and non-financial risks associated with
ESG related matters. Our current areas of focus are climate risk,
nature-related risks and human rights risks. These can impact us
both directly and indirectly through our business activities and
relationships.

Focus on climate-related risk in particular increased over 2022,
owing to the importance, pace and volume of policy development
and regulatory changes on climate risk Mmanagement, stress

testing and scenario analysis and disclosures. Climate change can
have an impact across HSBC's risk taxonomy through both
transition risk, arising from the move to a low-carbon ecanomy,
such as through policy, regulatory and technological changes, and
physical risk impacts due to increasing severity and/or frequency
of severe weather or other climatic events, such as rising sea
levels and flooding, which could affect our ability to conduct our
day-to-day operations.

Our most material risks in terms of managing climate risk relate to
corporate financing within our banking portfolio. We continue to
explore and test methodologies for quantifying how climate risks
could impact the individual credit profiles of our clients across
various sectors.

Our credit risk policy further embeds climate risk considerations
into our corporate credit decisions. We are also developing and
rolling out a climate risk assessment, also known as the client
Transition Engagement Questionnaire, to corporate clients to help
determine the level of transition risk exposure which may affect
our credit decisioning and helping to ensure that the transition
plans are consistent with HSBC Group's targets and
commitments.
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We also delivered training to select colleagues in the Risk function
to raise awareness of how climate risk is likely to impact certain
high transition risk sectors and the associated credit risk
considerations.

In addition to financial risks arising in our corporate banking
portfolio, we could also face increased reputational, legal and
requlatory risks as we make progress towards the HSBC Group's
net zero ambition, with stakeholders likely to place greater focus
on our actions, such as the development of chimate related
policies, the HSBC Group's and our disclosures and financing and
investment decisions relating to the HSBC Group's ambition.

We will face additional risks if we are perceived to mislead
stakeholders regarding our climate strategy, the climate impact of
a product or service, or regarding the commitments of our
customers. Climate risk may also impact on model risk, as the
uncertain impacts of climate change and data and methodology
limitations present challenges to creating reliable and accurate
model outputs.

We face reporting risk in relation to our climate disclosures, as any
data, methodologies and standards we have used may evolve over
wme in line with market practice, regulation or owing to
developments in climate science. While emissions reporting has
improved over time, data rerains of limited quality and
consistency. The use of inconsistent or incomplete data and
models could result in suboptimal decision malking. Any changes
could result in revisions to our internal frameworks and reported
data, and could mean that reported figures are not reconcilable or
comparable year on year. We may also have to re evaluate our
progress lowards the HSBC Group's climate-relaled targets in
future and this could result in reputational, legal and regulatory
risks.

There is increasing evidence that a number of nature-related risks
beyond climate change, which include risks that can be
represented more broadly by impact and dependence on nature,
can and will have significant economic impact, These risks arise
when the provision of natural services, such as water availability,
air quality, and soil quality, is compromised by overpopulation,
urban development, natural habitat and ecosystem loss,
ecosystem degradation arising from gconomic activity and other
environmental stresses beyond climate change. They can show
themselves in various ways, including through macroeconomic,
market, credit, reputational, legal and regulatory risks, for both
HSBC and our customers, We continue to engage with investors,
regulators and customers on nature-related risks to evolve our
approach and understand best practice risk mitigation.

Regulation and disclosure requirements in relation to human
rights, and to modern slavery in particular, are increasing.
Businesses are expected to be transparent about their efforts to
identify and respond to the risk of negative human nights impacts
arising from their business activities and relationships.

Mitigating actions

« Our product design, management and governance processes
have been adapted to help ensure that climate risk factors are
effectively and consistently considered, We also aim 1o
enhance our approach to greenwashing risk management.

« We have established a climate risk appetite which helps
support the oversight and management of the risks from
climate change and supports the business on helping to deliver
the HSBC Group's climate ambition in & safe and sustainable
way. The metrics implemented include exposure to high risl
transition sectors in our wholesale portfolio. \We continue 1o
review our risk appetite to try and ensure that it captures the
most material climate risks and develop appropriate metrics to
measure and monitor these risks.

« We have enhanced and expanded the use of a client Transition
Engagement Questionnaire to hetter understand our exposure
to the highest transition risk sectors and we continue to engage
with our customers to understand and help support their
transition away from high carbon activities.
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e We implement HSBC Group's sustainability risk policies as part
of its broader reputational risk framework. We focus our
policies on sensitive seclars which may have a high adverse
impact on people or on the environment and in which we have
a significant number of customers. In December 2022, the
HSBC Group announced an updated policy covering the
broader energy system including upstream oil and gas, oil and
gas power generation, coal, hydrogen, ranewables and
hydropower, nuclear, biomass and energy from waste. In
addition, the HSBC Group also expanded on its thermal coal
phase-out policy in which the HSBC Group committed not to
provide new finance or advisory services for the specific
purpose of the conversion of existing coal-to-gas fired power
plants or new metallurgical coal mines. We intend to use our
relationships to partner with corporate customers to help them
transition to cleaner and safer energy alternatives.

e In 2021, the HSBC Group joined several industry working
groups dedicated 10 helping assess, and manage, nature-
related risks, such as the Taskforce on Nature-related Financial
Disclosure (TNFD'). We will use these outputs 1o help assess
the availability of internal nature related data, and identify
opportunities to enhance our capabilities further,

s |n 2022, building on an earlier review which had identified
modern slavery and discrimination as priority human rights
issues, the HSBC Group conducted a comprehensive review to
refresh our salient human rights issues, which are the human
rights at risk of the most severe negative impact through our
business activities and relationships. The review identified five
salient human rights issues, including the right to decent work
and the right to equality and freedom fram discrimination,
amongst others, The HSBC Group incorporated additional
human rights elements into its existing procurement processes
and supplier code of conduct, we are applying the approach
being developed by HSBC Group to inform our own
management of this risk.

e Climate stress tests and scenarios are being used to further
improve our understanding of our risk exposures for use in risk
management and business decision making.

Far further details on our approach to climate risk management,
see ‘Climate risk’ on page 86.

Internally driven
People risk

Our success in delivering our strategic priorities and managing the
regulatory and legislative environment proactively depends on the
development and retention of our leadership and high-performing
cmployees.

The ability to continue to attract, develop and retain talentis
primarily impacted by a compelitive labour market across the EU
and the UK, coupled with heightened inflationary pressures. While
challenges resulting from transformation continued in 2022, these
are expected to reduce as we progress with programme
execution. The current people risk outlook is expected to remain
heightened for the first half of 2023.

Mitigating actions

« We seek to promote a diverse and inclusive workforce and
provide active support across a wide range of health and
wellbeing activities. We continue to build our speak up culture
through active campaigns.

« We monitor people risks that have arisen from organisational
restructuring. Talent attraction and retention actions are rolled
out; focus and emphasis on our strategy, values and purpose
are maintained: and improved capacity and enhanced workload
managermnent through demand planning review and
strengthening are applied.

« \We aim to have robust plans in place, driven by senior
management, to help mitigate the effect of external factors that
may impact our employment practices. Political, legislative, and
regulatory challenges are closely monitored to try and minimise
the impact on the attraction and retention of talent and key
performers.



We carefully monitor the impact of the rising cost of living
across the region. Our fixed pay principles consider the impact
of inflation on our employees across the region recognising the
pay pressure that exists and the related people risk impact.

We deploy a Future Skills Curriculum to all employees through
the HSBC University to help provide skills that will enable
employees and HSBC to be successful in the future.

We continue to develop succession plans for key ma nagement
roles, with actions agreed and reviewed on a regular basis by
the group's Executive Committee.

IT systems infrastructure and operational resilience

We operate an extensive and complex technology landscape,
which must remain resilient in order to support customers, the
group and markets where we operate. Risks arise where
technology is not understood, maintained, or developed
appropriately. We remain committed to investing in the reliability
and resilience of our [T systems and critical services. The group
does so in order to protect its customers, affiliates and
counterparties, and to help ensure they do not receive disruption
to services that could result in reputational, legal and regulatory
consequences. Increased pressure has been seen on our business
operations and customer support centres as our people, processes
and systems have responded to meet the current economic
environment.

The group's strategy includes simplification of our technology
estate to reduce complexity and costs; this includes consolidation
of our core banking systems onto a single strategic platform. The
target state will leverage existing and known technology, and will
be simpler and easier to maintain. However, as with any strategic
transformation programme nisks associated with implementation
must be managed continuously.

Mitigating actions

We continue to invest in transforming how software solutions
are developed, delivered and maintained. We invest both to
improve system resilience and to test service continuity. We
continue to ensure security is built into our software
development life cycle and to seek to improve our testing
processes and tools,

We continue to upgrade our IT systems, simplify our service
provision and replace older IT infrastructure and applications.

We manage implementation risks arising from the
simplification of our technology estate continuously via
oversight of these risks at all levels of the programme and
reporting up to our Risk Committee.

Execution risk

In order to deliver our strategic objectives and meet mandatory
regulatory requirements, it is important for the group to maintain a
strong focus on execution risk. This requires robust management
of significant resource-intensive and time-sensitive programmes
that are due to execute in 2023. Risks arising from the magnitude
and complexity of change planned in 2023 may include regulatory
censure, reputational damage and/or financial losses. Current
major initiatives include managing the operational implications of
the planned disposal of our retail banking operations in France,
large transformation programmes including the simplification and
integration of our IT systems and other restructuring programmes
across Europe.

Mitigating actions

Change execution risk was added to our risk taxonomy and
control library in 2022, so that the risk can be defined,
assessed, managed, reported and overseen in the same way as
the group's other material risks.

Our prioritisation and governance processes for significant
programmes are monitored by the HSBC Bank plc and Group's
Executive Committees,

We continue to work to strengthen our change management
practices in order to try and deliver sustainable change,
increased adoption of agile ways of working, and a more
consistent standard of delivery. For HSBC Bank plc, this

includes strengthening the embedding of an improved Group-
wide change framework which sets out the mandatory
principles and standards to be adhered to when leading and
delivering change.

Model risk

Model risk arises whenever business decision making includes
reliance on models. We use models in both financial and non-
financial contexts and in a range of business applications such as
customer selection, product pricing, financial crime transaction
monitoring, creditworthiness evaluation and financial reporting.
Assessing model performance is a continuous undertaking.
Models can need redevelopment as market conditions change.
Significant increases in global inflation and interest rates have
impacted the reliability and accuracy of both credit risk and traded
risk models.

We continued to prioritise the redevelopment of internal ratings-
based ('IRB’), internal model approach {'IMA’) and internal mode!
methods ('IMM') models, as part of the IRB repair and Basel Il
programmes with a key focus on enhancing the quality of data
used as model inputs. A number of these maodels have been
submitted to the PRA and the European Central Bank (‘ECB’) for
feedback and approval is in progress.

Some IMM maodels have been approved for use and feedback has
been received for some IRB models. Climate risk modelling is a
key focus as our commitment to sustainability has become a
critical part of the group's strategy.

Mitigating actions

* We have continued to embed the enhanced monitoring, review

and challenge of expected loss model performance through our
Model Risk Management function as part of a broader quarterly
process to determine loss levels, The Model Risk Management
team aims to provide strong and effective review and challenge
of any future redevelopment of these models.

Maodel Risk Management works closely with our lines of
business to ensure that our models meet regulatory
requirements as well as risk management, pricing, liquidity and
capital management needs. Internal Audit provides assurance
over the risk management framework for models.

Additional assurance work is performed by the modal risk
governance teams, which act as second lines of defence. The
teams test whether controls implemented by model users
comply with model risk policy and if model risk standards are
adequate.

Models using advanced machine learning technigues are
validated and monitored to try and ensure that model risks
arising from the usage of those algorithms have adequate
oversight and review.

A framework to manage the range of risks that are generated
by these advanced techniques is being developed to try and
capture the multi-disciplinary nature of these risks.

Data risk

We use multiple systems and growing quantities of data to
support our customers. Risk arises if data is incorrect, unavailable,
misused, or unprotected. We need to meet external regulatory
obligations and laws that cover data, such as the Basel Committee
on Banking Supervision’s 239 guidelines and the General Data
Protection Regulation ("GDPR').

Mitigating actions

Through our global data management framework, we monitor
the quality, availability and security of data that supports our
customers and internal processes. We work towards resolving
any identified data issues in a timely manner.

We have made improvements to our data policies. We are
implementing an updated control framework to enhance the
end-to-end management of data risk.

We aim to protect customer data through our data privacy
framewaork, which establishes practices, design principles and
guidelines that enable us to demonstrate compliance with data
privacy laws and regulations.
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« We seek to continue to modernise our data and analytics
infrastructure through investments in Cloud technology, data
visualisation, machine learning and artificial intelligence.

« We educate our employees on data risk and data management.
We delivered regular mandatory training on how to protect and
manage data appropriately.

Third Party risk

We use third parties to provide a range ol goods and services.
Risks arising from the use of third-party providers and their supply
chain may be harder to identify.

It is critical that we ensure we have appropriate risk management
policies, processes and practices over the selection, governance
and oversight of third parties and their supply chain, particularly
for key activities that could affect our operational resilience.

Any deficiency in the management of risks associated with our
third parties could affect our ability to support our customers and
meet regulatory expectations.

Mitigating actions

e We have enhanced our control framework for the use of third-
party providers to seek to ensure risks associated with these
arrangements are understood and managed effectively by our
businesses and functions across the group.

* We continue to enhance the effective management of our intra-
group arrangements as we have for external third-party
arrangements using the same control standards.

= We are implementing the changes required by new regulations
as sel by our regulators.

{_)ur material banking and insurance risks_

Ihe material risk types associated with our banking and insurance manufacturing operations are described in the following tables.

Description of risks — banking operations

Risks Arising from

Credit risk (see page 36)

The risk of financial loss if a Cradit risk arises principally from direct
customer or counterparty fails to landing, trade finance and leasing

meet an obligation under a contract.  business, but also from certain other

products such as quarantees and

derivatives.
Treasury risk (see page 75)
The risk of having insufficient Treasury risk arises from changes to the
capital, liquidity or funding respective resources and risk profiles
resources to meet financial driven by customer behaviour,
obligations and satisfy regulatory management decisions or the external

requirements, including the risk of  environment.
adverse impact on earnings or

capital due to structural foreign

exchanga exposures and changes in

market interest rates, and including

the financial risks arising from

historic and current provision of

pensions and ather post

employment benefits to staff and

their dependants.

Market risk (see page 84)

The risk that movements in market  Exposure to market risk is separated into
factors such as foreign exchange two portfolios:

rates, interest rates, credit spreads,
aquity prices and commeodity prices
will reduce our income or the value

trading portfolios; and
» non-trading portfolios.

of our partfolios. Market risk exposures arising from our

34

insurance aperations are discussed on
page 90.

HSBC Bank plc Annual Report and Accounts 2022

Measurement, monitoring and management of riak

Credit risk is:

e measured as the amount that could be lost if a customer or
counterparty fails to make repayments;

«  monitored using various internal risk management measures and
within limits approved by individuals within a framewerk of
delegated authorities; and

« managed through a robust risk control framework that outlines
clear and consistent policies, principles and guidance for risk
managers.

Treasury risk is:

« measured through appetites set as target and minimum ratios;

» monitored and projected against appetites and using stress and
scenario testing, and

« managed through control of resources in conjunction with risk
profiles and cashflows.

Market risk is:

« measured using sensitivities, value at risk ("VaR') and stress testing,
giving a detailed picture of potential gains and losses for a range of
marke!t movements and scenarios, as well as tail risks over specified
time horizons;

« monitored using VaR, stress lesting and other measures, including
the sensitivity of net interest income and the sensitivity of structural
foreign exchange; and

= managed using risk limits approved by the risk management
meating (RMM'} and the RMM in various global businesses.



Description of risks -

Climate risk (see page 86)

Climate risk relates to the financial
and non-financial impacts that may
arise as a result of climate change
and the move to a greener
aconomy.

Resilience risk (ses page 87)

Resilience risk is the risk that we are
unable to provide critical services to
our customers, affiliates, and
counterparties as a result of
sustained and significant operational
disruption.

banking operations (continued)

Arising from

Climate risk can materalise through:

* physical risk, which arises fram the
increased fraquency and severity of
weather events;

transition risk, which arises from the
process of moving to a low-carbon
economy; and

* greenwashing risk, which arises from
the act of knowingly or unknowingly
misleading stakeholders regarding our
strateqgy relating to climate, the climate
impact/benefit of a product or service, or
the climate commitments or
perfarmance of our customers.

Resilience risk arises from failures or

inadequacies in processes, people, systems

or external events, These may be driven by
rapid technological innovation, changing

behaviours of our consumers, cyber-threats

and attacks, cross border dependencies,
and third party relationships.

Requlat;\r compliance risk (see page 87)

Regulatory compliance risk is the
risk associated with breaching our
duty to clients and other
countarparties, inappropriate market
conduct and breaching related
financial services regulatary
standards.

Financial crim; risk (see page 88)

Financial crime risk is the risk of
knowingly or unknowingly helping
parties to commit or to further
potentially illegal activity through
HSBC, including money laundering,
fraud, bribery and corruption, tax
evasion, sanctions breaches, and
terronist and proliferation financing.

Model risk (seo page BQ]

Model risk is the potential for
adverse consequences from
business decisions informed by
models, which can be exacerbated
by errors in methodology, design or
the way they are used.

Regulatory compliance risk arises from the
failure to observe the letter and spirit of
relevant laws, codes, rules, regulations and
standards of good practice, This could
result in poor market or customer
outcomes leading to fines, penaltics and
reputational damage to our husiness.

Financial crime risk arises from day-to-day
banking operations involving customers,
third parties and employees.

Model risk arises in both financial and non-
financial contexts whenever business
decision making includes reliance on
maodels,

Measurement, monitoring and management of risk

Climate risk is:

* measured using a variety of risk appetite metrics and Key
Management Indicators, which assess the impact of climate risk
across the risk taxonomy;

* monitored using stress testing; and

* managed through adherence to risk appetita thresholds and via
spacific policies.

Resilience risk is:

* measured through a range of metrics with defined maximum
acceptable impact tolerances, and against our agreed risk appetite.
monitored through oversight of entarprise processes, risks, controls
and strategic change programmes; and

managed by continuous monitoring and thematic reviews.

Regulatory compliance risk is:

* measured by reference to risk appetite, identified metrics, incident
assessments, regulatory feedback and the judgement and
assessment of our regulatory compliance teams;

* monitored against the first line of defence risk and control
assessments, the results of the manitoring and control assurance
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 andior
remediation work is undertaken where required.

Financial crime risk is:

* measured by reference to risk appetite, identified metrics, incident
assessments, regulatory feedback and the judgement of, and
assessment by, our regulatory compliance teams;

* monitored against the first line of defence risk and control
assessments, the results of the monitoring and control assurance
activities of the second line of defence functions, and the results of
intarnal 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 abservance. Proactive risk control andior
remediation work is undertaken where required.

Model risk is:

* measured by reference to model performance tracking and the
output of detailed technical reviews, with key metrics including
model review statuses and findings;

* monitored against model risk appetite statoments, insight from the
independent review function, feedback from internal and external
audits, and regulatory reviews; and

* managed by creating and communicating appropriate policies,
procedures and guidance, training colleagues in their application,
and supervising their adoption to ensure operational effectiveness.
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Our insurance manufacturing subsidiaries are regulated separately
from our banking operations. Risks in our insurance entities are
managed using methodologies and processes that are subject to
Group oversight. Our insurance operations are also subject to

some of the same risks as our banking operations, and these are
covered by the Group's risk management processes. There are
though specific risks inherent to the insurance operations as noted
below.

e manutactunng aperalions

Arising from

Financial risk {see page 90)

For insurance entities, Exposure to financial risks arises from:
Financial risk includesthe o market risk affecting the fair values of

tisk of not being 3LI“E o financial assets or their future cash flows;
affectively match liabilities o ek and

arising under insurance g - "
e liquidity risk of entities not being able to

contracts with appropriate :
investments and that the make payments to policyholders as thay
fall due.

expected sharing of
financial performance with
policyholders under certain
contracts is not possible.

Insurance risk (see page 90)

The risk that, over time,
the cost of the contract,
including claims and
henefits may exceed the
total amount of pramiums
and investment income
recaived.

by many factors, including mortality and
morbidity experience, as well as lapse and
surrander rates.

The cost of claims and benefits can be influenced

Measurement, monitoring and management of risk

Financial risk is:

« measured (i) for eredit risk, in terms of economic capital and the
amount that could be lost if a counterparty fails to make repayments;
(i} for market risk, in terms of economic capital, internal metrics and
fluctuations in key financial variables; and (i) for liquidity risk, in
terms of intarnal metrics, including stressed operational cash flow
projections;

»  monitored through a framework of approved limits and delegated
authorities; and

+ managed through a robust risk control framewark that outlines clear
and consistent policies, principles and guidance. This includes using
product design and asset liability matching and bonus rates.

Insurance risk Is:

« measured in terms of life insurance liabilities and economic capital
allocated to insurance underwriting risk;

« monitored though a framework of appraved limits and delegated
authorities; and

« managed through a robust risk control framework that outlines clear

and consistent policies, principles and guidance. This includes using

product design, underwriting, reinsurance antl claims-handling

procedures.

C_redit risk

Cradit risk is the risk of financial loss if a customer or counterparty
fails to meet an obligation under a contract. Credit risk arises
principally from direct lending, trade finance and leasing business,
but also from certain other products, such as guarantees and
derivatives.

Credit risk management
Key developments in 2022

There were no material changes to the policies and practices for
the management of credit risk in 2022. We continued to apply the
requirements of [FRS 9 "Financial Instruments’ within the Credit
Risk sub-function. For certain retail portfolios we enhanced the
significant increase in credit risk ("SICH’) approach to capture
relative movements in probability of default ('PD’) since
originatior.

For our retail portfolios, we adopted the EBA 'Guidelines on the
application of definition of default’ during 2022 and, for our
wholesale portfolios, these guidelines were adopted during 2021,
Adoption of these guidelines did not have a material impact on our
portfolios and comparative disclosures have not been restated.

We actively managed the risks related to macrogconomic
uncertainties, including inflation, fiscal and monetary policy, the
Russia-Ukraine war, broader geopolitical uncertainties, the
continued risks resulting from the Covid-19 pandemic.

For further details, see ‘Top and emerging risks’ on page 28.
Governance and structure

We have established group-wide credit risk management and
related IFRS 9 processes. We continue to actively assess the
impact of economic developments in key markets on specific
customers, customer segments or portfolios. As credit conditions
change, 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.
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Cradit nsk sub-function

Credit approval authorities are delegated by the Board to the Chief
Executive together with the authority to sub-delegate them. The
Credit risk sub-function in Risk is responsible for the key policies
and processes for managing credit risk, which include formulating
credit policies and risk rating frameworks, guiding the appetite for
credit risk exposures, undertaking independent reviews and
objective assessment of credit nisk, and monitoring performance
and management of portfolios.

The principal objectives of our credit risk management are:

« to maintain across the group a strong culture of responsible
lending and a robust risk policy and control framework;

« to both partner and challenge global businesses in defining,
implementing and continually re-evaluating our risk appetite
under actual and scenario conditions; and

« toensure there is independent, expert scrutiny of credit risks,
their costs and mitigation.

Key risk management process
IFRS 9 "Financial Instruments’ process

The IFRS 9 process comprises three main areas: modelling and
data; implementation; and governance.

Muaclelling, cata and forward econamic qurdliance

The Group has established IFRS 9 modelling and data processes in
various geographies, which are subject to internal model risk
governance including independent review of sigmificant model
developments.

We have a centralised process for generating unbiased and
independent global economic scenarios. Scenarios are subject to a
process of review and challenge by a dedicated team, as well as
regional groupings. Each quarter, the scenarios and probability
weights are reviewed and checked for consistency with the
economic conjuncture and current economic and financial risks.
These are subject to final review and approval by senior
management in a Forward Economic Guidance Global Business
Impairment Committee.



{myzlermentation

A centralised impairment engine performs the 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

Management review forums are established in order to review and
approve the impairment results. Regional management review
forums have representatives from Credit Risk and Finance.
Required members of the forums are the heads of Wholesale
Credit, Market Risk, and Wealth and Personal Banking Risk, as
well as the global business Chief Financial Officers and the Chief
Accounting Officer.

Concentration of exposure

Concentrations of credit risk arise when a number of
counterparties or exposures have comparable economic
characteristics, or are engaged in similar activities or operate in
the same geographical areas/industry sectors, so that their
collective ability to meet contractual obligations is uniformly
affected by changes in economic, political or other conditions. The
group uses a number of controls and measures to minimise undue
concentration of exposure in the group’s portfolios across
industry, country and customer groups. These include portfolio
and counterparty limits, approval and review controls, and stress
testing.

Credit quality of financial instruments

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 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

Retail lending credit quality is based on a 12-month point-in-time
probability-weighted PD.

Credit quality classification

Sovereign debt Other debt

securities and bills  securities and bills
External External
credit rating credit rating

Quality classification’?
Strong _ BBBandabove  A-and above
Good B BBB-to BB BBB+ to BEB-
BB- to B and BB+ to B and
Satisfactory unrated unrated
Sub-standard B-toC B-toC
Credit impaired Default Default

1 Customer risk rating ('CRR’).
2 12-month point-in-time probability-weighted PD.

Quality classification definitions

Wholasals landing and dori Hetal) toyicig
12-month 12 month
Internal probability of Internal prabability-
credit rating default % credit rating weighted PD %
CRR1 to CRR2' 0-0.169 Band1and2  0.000 - 0.500
CRR3 _ 0.170-0.740 _Band3  0.501-1.500
CRR4to CRR5  0.741-4.914 Band4and5  1.501- 20.000
CRR6 1o CRRS  4.915-99.999 Band 6 20.001 - 99.999
CRRY to CRR10 100 Band 7 100

* ‘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 mest financial commitments, with low default risk.
* ‘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 concam.
* ‘Credit-impaired’ exposures have been assessed as described in Note 1.2{i) on the Financial Statements.

Forborne loans and advances

Forbearance measures consist of concessions towards an obligor
that is experiencing or about to experience difficulties in meeting
its financial commitments.

We continue to class loans as forborne when we modify the
contractual payment terms due to having significant concerns
about the borrowers’ ability to meet contractual payments when
they were due.

In 2022, we expanded our definition of forborne to capture non-
payment-related concessions, such as covenant waivers. For our
wholesale portfolio, we began identifying non-payment-related
concessions in 2021 when our internal policies were changed. For
our retail portfolios, we began identifying them during 2022,

The comparative disclosures have been presented under the prior
definition of forborne for the wholesale and retail portfolios.

For details of our policy on derecognised renegotiated loans, see
Note 1.2(i) on the financial statements.

Credit quality of forborne loans

For wholesale lending, where payment related forbearance
measures result in a diminished financial obligation or if there are
other indicators of impairment, the loan will be classified as credit
impaired if it is not already so classified. All facilities with a
customer, including loans that have not been modified, are
considered credit impaired following the identification of a
payment-related forborne loan. For retail lending, where a material
payment-related concession has been granted, the loan will be
classified as credit impaired.
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In isolation, non-payment forbearance measures may not result in
the loan being classified as credit impaired unless combined with
other indicators of credit impairment. These are classed as
performing forborne loans for both wholesale and retail lending.

Wholesale and retail lending forborne loans are classified as credit
impaired until there is sufficient evidence to demonstrate a
significant reduction in the risk of non-payment of future cash
flows, observed over a minimum one-year period, and there are no
other indicators of impairment. Any forborne loans nol considered
credit impaired will remain forborne for a minimum of two years
from the date that credit impairment no longer applies. For
wholesale and retail lending, any forbearance measures granted
on a loan already classed as forborne results in customer being
classed as credit impaired.

Forborme loans and recognition of expected credit losses

Forborne loans expected credit loss assessments reflect the higher
rates of losses typically experienced with these types of loans
such that they are in stage 2 and stage 3. The higher rates are
more pronounced in unsecured retail lending requiring further
segmentation. For wholesale lending, forborne loans are typically
assessed individually. Credit risk ratings are intrinsic o the
impairment assessments. The individual impairment assessment
takes into account the higher risk of the future non-payment
inherent in forborne loans.

Impairment assassment

For details of our impairment policies on loans and advances and
financial investments see Note 1.2(i) on the financial statements.

Write-aff of loans and advances

For details of our accounting policy on the write-off of loans and
advances, see Note 1.2{i) on the financial statements.

Unsecured personal facilities, including eredit 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. However, in
exceptional circumstances to achieve a fair customer outcome,
and in line with regulatory expectations, 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,
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Any secured assets maintained on the balance sheet beyond 60
months of consecutive delinquency-driven default require
additional monitaring and review to assess the prospect of
recovery.

There are exceptions in a few countries and territories where local
regulation or legislation constrain earlier write-off, or where the
realisation of collateral for secured real estate lending takes more
time. Write-off, either partially or in full, may be earlier when there
is no reasonable expectation of further recovery, for example, in
the event of a bankruptey or equivalent legal proceedings.
Collection procedures may continue after write-off.

Credit risk in 2022

At 31 December 2022, gross loans and advances to customers
and banks of £91bn decreased by £12bn, compared with

31 December 2021, This included favourable foreign exchange
movements of £3bn and a £22bn decrease due to a
reclassification of businesses to assets held for sale, including our
retail banking operations in France.

The reclassification of assets held for sale resulted in a decrease of
loans and advances to customers, of which £2bn perlaining to
wholesale and £19bn to personal banking. For loans and advances
to hanks, the reclassification resulted in a decrease of £1bn.

Excluding foreign exchange movements and the reclassification of
assets held for sale, there was £1bn decrease in personal loans
and advances, offset by £1bn increase in wholesale loans and
advances to customers. Loans and advances to banks increased
by £7bn.

At 31 December 2022, the allowance for ECL excluding foreign
exchange movements and the reclassification of assets held for
sale, in relation to loans and advances to customers increased by
£50m from 31 December 2021.

This was attributable to:

= a £46m increase in wholesale loans and advances to
customers, of which £44m was driven by stages 1 and 2; and

* a f4mincrease in personal loans and advances to customers,
of which £7m was driven by stages 1 and 2,

Stage 3 balances at 31 December 2022 remained broadly stable
compared with 31 December 2021.

The ECL charge for 2022 was £222m, inclusive of recoveries.
Inflation, recession and high interest rates combined with an
unstable geopolitical environment and the effects of a global
supply chain disruption have contributed to elevated degrees of
uncertainty during the year. At 31 December 2022, as a result of
this uncertainty, additional stage 1 and 2 allowances have been
recorded.



Summary of credit risk

The following disclosure presents the gross carrying/nominal
amount of financial instruments to which the impairment
requirements in IFRSS are applied and the associated allowance
for ECL. The allowance for ECL increased from £1,240m at

31 December 2021 to £1,370m at 31 December 2022.

The allowance for ECL at 31 December 2022 comprised of
£1,283m (2021: £1,168m) in respect of assets held at amortised
cost, £87m (2021: £72m) in respect of loans and other credit
related commitments, and financial guarantees, and £24m (2021:
£19m} in respect of debt instruments measured at FVOCI.

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

31 Dec 2022
Gross carrying/

31 Dec 2021

Gross carrying/

for ECLY nominal amount  Allowance for ECL
The group ) - Em _Em fm £m
Loans and advances to customers at amortised cost 73,717 (1,103} 92,331 (1,154)
— personal - 6,013 (55) 25,394 (163)
- corporate and commercial 55,004 (937) 56,087 (964)
- non-bank financial institutions ] 12,700 | 111y 10,850 ; (27)
Loans and advances to banks at amortised cost 17,152 (43) 10,789 B (5]
Other financial assets measured at amortised cost o 269,755 ~(137) 202,137 L]
— cash and balances al central banks - 131,434 (1) 108,482 -
- itemns in the course of collection from other banks 2,285 - 346 -
- Hong Kong Government certificates of indebtedness - - — -
- reverse repurchase agreements — non trading 53,949 - 54,448 -
- financial investments 3,248 - 10| -
— other assets’ ) 55,634 i3) 38,851 19)
- assets held for sale” . o 23,205 - (133) | — | -
Total gross carrying on bal sheet 360,624 (1,283) 306,257 (1,168)
Loans and other credit related commitments B 126,457 (67) 115,695 {5}
- personal 2,116 = 2,269 (1
- corporate and commercial 68,441 (62) 63,352 (48} |
- financial 55,900 {5) 50,074 (6)
Financial guarantees® 5,327 (20) 11,054 (17)
- personal - 23| — 26 —
— corporate and commercial B - 3.415 (19) 9,894 (18)
- financial | 1,889 I | ] 1,134 i
Total | amount off balance sheet® 131,784 (87) 126,749 (72)
492,408 (1,370) 432,006 {1,240)
Memorandum Memarandurm
Fair value allowance for ECL® Fairvalue  allowance for ECL®
£m £_m__ £m Erm
Debt instruments measured at fair value through other comprehensive
income ('FVOCI') 29,248 (24) 41,188 (18)

T The total ECL is recognised in the loss allowance for the financial asset unless the total FCl exceeds the gross carrying amount of the financial

asset, in which case the ECL is recognised as a provision.

2 Includes only those financial instruments which are subject to the impairment requirements of IFRS 9. ‘Prepayments, accrued income and other
assets’ as presented within the consolidated balance sheet on page 116 includes both financial and non-financial assets, including eash collateral

and settlement accounts.

AW

Excludes performance guarantee contracts to which the impairment requirements in IFRS 9 are not applied,
Represents the maximum amount at risk should the contracts be fully drawn upon and clients default,
Debt instruments measured at FVOC! continue to be measured at fair value with the allowance for ECL as a memorandum item. Change in ECL is

recogrised in ‘Change in expected credit losses and other credit impairment charges' in the income statement.
6 For further details on gross carrying amounts and allowances for ECL related to assets held for sale, see ‘Assets held for sale’ on page 186
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Sumimary of financial instruments to which the impawment reguirements in IERS 8 are applied (continued)

31 Dec 2022

Gross carrying/

31 Dec 2021

Gross carrying!

for ECL’ nominal amount  Allowance for ECL'
The banle £m £m fm £m
Loans and advances to customers at amortised cost 37,370 (378) 34,286 (360)
- personal 3,584 (12) 3,680 16)
- carporate and commercial 22,456 ‘ (247) 21,182 (308)
non-bank financial institutions 11,330 {119) 9,424 | (36)
Loans and advances to banks at amortised cost 14,529 (43) 6,782 (4)
Other linancial assets measured at amortised cost 169,321 3) 135,033 {1}
cash and balances at central banks 78,442 (1 63,008
iterns in the course of collection fram other banks | 1,863 = | 21 -
reverse repurchase agreements-non trading | 43,055 | - 39,708 =
financial investments 6,378 | - 3,337 —
ather assets’ ) 39,583 ! (2) 28,769 {1)
Total gross carrying on balance sheet 221,220 (424) 176,101 (355)
Loans and other credit related commitments 35,692 (31) 31,256 {29)
personal | 886 — 589 | -
corparate and commercial | 18,900 (28) 19,175 {26)
financial | 15,906 (3) | 11,491 {3}
“Financial guarantees”’ 1,363 (12) 1,270 {7)
[mth‘nllé.ll 3 - 3 —
corporate and commercial 827 111 527 (6)
financial 533 (1) 740 (L}
Total nominal it off balance sheet® 37,055 ~(43) 32,625 (36)
258,275 (467) 208,626 (391)
Memorandum Memorandum
Fair value allowance for ECL" Fair value  allowance for ECL®
£m £m tm £m
Debt instruments measured at FVOCI 12,206 (4) 23,152 {4

1 The total FCL is recognised in the loss allowance for the financial asset unless the total ECL exceeds the gross carr ving amount of the financial

asset, in which case the ECL is recognised as a provision.

7 Includes only those financial instruments which are subject to the impairment requirements of IFRS 9. 'Prepayments, accrued income and other
assels' as presented within the consolidated balance sheet on page 116 includes both financial and non-financial assets, including cash collateral

and settlement accounts.

Gy & Lo

The following table provides an overview of the group’s and
bank's credit risk by stage and industry, and the associated ECL
coverage. The financial assets recorded in each stage have the

following characteristics:

» Stage 1: These financial assets are unimpaired and without
significant increase in credit risk on which a 12-month

allowance for ECL is recognised.

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

recognised.
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Excludes performance guarantee contracts to which the impairment requirements in IFRS 9 are not applied.
Represents the maximum amaunt &l tisk should the contracts be fully drawn upon and chents default

Debt instruments measured at FVOC! continue to be measured at fair value with the alfowance for ECL as a memorandum item. Change in ECL is
recognised in ‘Change in expected credit losses and other credit impairment charges” in the income statement

* Stage 3: There is objective evidence of impairment, and are
therefore considered to be in default or otherwise credit-

impaired on which a lifetime ECL is recognised.

» Purchased or originated credit-impaired ('POCI'): Financial
assets that are purchased or onginated at a deep discount that
reflects the incurred credit losses on which a lifetime ECL is

recognised.



Summary of credit risk (excluding debt instruments measured at FVOCI) by stage distnbution and ECL coverage by industry sector at

31 December 2022

Gross carrying inal unt? Allowance for ECL ECL coverage %
Stage1 Stage2 Stage3 POCP Total Stage1 Stage2 Stage3 POCF Total Stage1 Stage2 Stage3 POCE Total

The group L e, By B £ Bn fm__€m  £m * % %%
Loans and
advances to
customers at
amortised cost ~ 63,673 7,817 2,224 3 73, 717 (51) (145) 807) - (1, 103_) 0.1 19 408 - 1.5
— personal | 5283 | 105 - 6,013 9) (15} (31) — | ISS)I 0.2 24 29.5 - 0.9
- corparate and

mmmerf:ial 46,671 6,479 1.851 3 55,004 (40) (123) (774) - | (937) 0.1 1.9 41.8 - 1.7

non-bark | |

financial |

institutions 11,?99 ] 268 | - 12700 | 12 7)) (102) = (111) - _'ILB 38.1 - 09
Loans and
advances to banks
at amortised cost 16.673 65 — 17,152 (6) (21) (16) = (1!3)_ - 5.1 248 — 0.3
Other financial
assets measurad at
amortised cost 267,770 1.662 323 — 269,755 (14) (17)  (106) - (137) - 1.0 3zs8 - 0.1
Loan and other
credit-related
commitments 116,994 9,300 1&_ .. 126_.‘_157 _(13]__ (32) | lZi] — 16?_]_ - 0.3 13.:5 .- 0.1
- personal [ 2,000 B - 2116 - - — - = - = = = ==

corporate and

commercial | 60,659 7.625 157 - 68,441 (12) {28) (22) — (&21} - 0.4 14.0 - 0.1
- financial | 54,331 1,568 1 — 55900 (1 (4 - — | (51, - 0.3 - - —
Finangial
guarantees’ 4,715 Bll - 5,327 (L] 2) (17) - (20) - 0.4 20.2 - 0.4
- personal | ZOJ 1 ‘ - 23]' - =] - - - - i - - =
- corporate and | | |

commercial | 2,946 82 | - 3415 (R)] {1 17) - (19) - 0.3 20.7 - 0.6
- financl 1749 1 =) veee| -] o -] | @ - er - o1
At 31 Dec 2022 469,825 19,721 2,859 3 492,408 (85) (217) (1,068) (1,370) — 1.1 37.4 — 0.3

! Exchides performance guarantee contracts to which the impairment requirements in IFRS 8 are not applied.
2 Represents the maximum amount at risk should the contracts be fully drawn upon and clients default
3 Purchased or originated credit-impaired (‘POCI’).

Unless identified at an earlier stage, all financial assets are

deemed to have suffered a significant increase in credit risk when
they are 30 days past due ('DPD') and are transferred from stage 1
to stage 2. The following disclosure presents the ageing of stage 2

financial assets by those less than 30 days and greater than 30
DPD and therefore presents those financial assets classified as
stage 2 due to ageing (30 DPD) and those identified at an earlier
stage (less than 30 DPD).

Stage 2 days past due anal

The group
Loans and advances to customers at
amortised cost:

personal
- corporate and commercial
— non-bank financial instititions
Loans and advances to banks at
amortised cost

Other financial assets measured at
amortised cost

sis at 31 December 2022

Gross carrying amount

of which:  of which:

11029 30 and >

Stage 2 pPp'2 DPD'?
£m £m £m
7.817 83 33?_
615 43 8
6,479 50 296
723 = 26 |
414 - 8
1,662 25 12

Allowance for ECL ECL coverage %

of which: of which: of which:  of which:

Tto29 30 and > Tto 29 30 and >

Stage 2 DPD*2 DPD' Stage 2 DpPD'2 DPD™?
£m £m £m % - % %
(145 @ 2) 19 22 06
(1s) 2) ) 24 47 17.1
(123) - (1) 1.9 = 0.3
@) = = 19 = =
(21) - - 5.1 - -
an = 2) 1.0 - 16.7

1 Days past due ("DPD'). Up-to-date accounts in stage 2 are not shown in amounts presented above
2 The days past due amounts presented above are on a contractual basis and include the benefit of any customer relief payment holidays granted.
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Surmmary of credit risk texcluding debt instruments measured &t | VOCI) by stage distnibution and ECL coverage by industry sector at
31 Dacember 2021 ([continued)

Gross carrying/nominal amaunt’

Allowanoe for ECL

ECL coverage %o

Stage 1 Stage2  Stage 3 pocH Total  Stage 1 Stage 2 Stage 3 poCH Total Stagel Stage 2 Stage 3 POCIH Total

The group Fm £m Em fm Em £m rm fm F'm £m U Y % % Y

Loans and advances

10 cuslomers at

amartised cost 80,730 9,121 ) 2478 2 : 92,331 186]_ {158} (208) {2)  (1,164) 01 1.7 36.6 100.0 1.2
persanal ‘ 24,255 686 | 463 ssded| 2] e o) - pes o1 23 276 - 06
corporate and | I
commercial 46,237 | 8,066 1,782 2| H6.087 (58)  (137) {767) (2) (964) 01 1.7 43.0 100.0 1.7
non-bank financial
institutions 10,238 369 I 243 10,850 [G) (5) (1G), 127 01 14 6.6 02

|oans and advances

1o banks at amartised

cost 16,750 39 10,789 14} (1 {5} 2.6 -

Other financial assets

measured at

amortised cost 202,048 47 42 202,137 (&) 19§ 214 — -

Loan and other credit-

related commitments 107,922 7.571 202 115,695 {25) (22} 8 (55) 03 4.0
personal 2,152 114 3 2,269 | i (n .

— corporate and
commercial 56,326 6,829 198 — | 63,352 (20 {20 18} {48 03 A0l — 01
hnancial 49,445 | 628 | 1 50,074 (4 i) | (6)) — 0.3 -

Financial guarantess’ 10,215 740 98 11,084 13 7 7 1 0.9 71 - 0.2
personal 23| 2| i — 26 | =] = = B
corporate and |
commercial 9,257 | 540) a7 9,894 2y 7 {7 116) 14 78 x 0.2
financial | 935 | 198 1 1,134 (M (n| 0.1 = 0.1

At 31 Dec 2021 411,665 17,518 2,821 2 432,006 (118 {188} (932) {2} (1,240 11 33.0 100.0 03

1 Excludes performance guarantee contracts (o which the impairment requirements in (FRS 9 are not applied.

2 Represents the maximum amount at risk should the contracts be fully drawn upon and clients default
3 Purchased or originated credit-impaired {'\POCI).
Stage 2 days past due analysis a1 31 December 2021 {continued)
Gross carrying amount Allowance for ECL ECL coverage % o
of wihich of which of which of which: of wiich: of which:
T 29 30 and = 1029 a0 and = 1 ta 28 30 and >
Stage 2 DPp pPp- Stage 2 oep't et Stage 2 P oPo

The group fm £ furi Fm £m £ % % %

Loans and advances to customers at

amortised cost 9,121 56 237 (158} i 1) Nt 18 o4

- personal 686 49| 2.0: (16) (1) i) 23 20 34

— corporate and commercial 8,066 7 199 (137) 1.7 0.0 -
“non-bank financial institutions 369 | 9| {5}, - 1.4 S —

Loans and advances o banks at

amortised cost 39 1 26 —

Other financial assets measured at

amortised cost ar - — —

1 Days past due (‘DPD’). Up-to-date accounts in
2 The days past due amounts presented above are on a conlractua
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stage 2 are not shown m amounts presented above,
J hasis and include the benefit of any customer relief payment holidays granted.



Summary of credit risk {excluding debt instruments measured at [ VOCI) by stage distribution and ECL coverage by industry sector ¢

31 December 2022

=]

Gross carr ying/ | an " Allowance for ECL ECL coverage %
Stage 1 Stage 2 Stage 3 PocP Total Stage 1 Stage 2 Stage 3 POCP Total Stage 1 Stage 2 Stage 3 POCI® Total
The bank . fm  Efm  fm  fm  fm  fm  fm _Em fm fm % % % % %
Loans and
advances to
customers at
amortised cost 33919 2,576 875 - 37,370 (19) (35) (324) - (37g) 0.1 1.4 3170 - 1.0
- personal | 3,090 482 | 12 —~ 3,584 (le 7} (3) - (12) 0.1 1.5 25.0 - 0.3
— corparate and ‘ | |
commercial 20,314 1,547 595 - 22,456 (16) (27)  (204) - (247) 0.1 1.7 34.3 - 1.1
- nan-bank |
financial | |
institutions | 10515 547 | 268 - | 11330 (1 . a7 = g = 0.2 437 - 1
Loans and
advances to
banks at
amortised cost 14,299 165 65 — 14,529 5) {22} {16) - (43) - 13.3 246 - 0.3
Other financial
assets measured
at amorlised cost 169,276 24 21 - 169,321 {2) m - - 3 - 4.2 - - -
Loan and athar
credit-related
commitments 32427 3,225 40 — 35,692 {9) s @ - 31 - 0.5 17.5 - 0.1
- personal | 874 10 2| - 886 == = = = =l = - = - -
- corporate and ‘ | |
commaercial [ 1 6,565 2,297 38 - | 18,900 (8) (13) n - {28) - 0.6 18.4 - 0.1
| L e
- fmancial | 14,988 918 | ot | - | 15,906 (n (2) el | - {3y - 0.2 - - -
Financial
guarantees' 1,194 133 36 - 1,363 - (1) (1 - (12) - 0.8 30.6 - 0.9
— persanal | 2 1 ‘ - - | 3 - - - - - - - -~ - —
- corparate and | | | |
commercial | 775 17 3s - 827 - — {11 - (11) - - 31.4 - 1.3
“financial | 417 1 15_‘ | s -] M -] | = 08 = = 02
At 31 Dec 2022 251,115 6,123 1,037 — 258,275 (35) (74)  (358) — (467) — 1.2 34.5 — 0.2
1 Excludes performance guarantes contracts to which the impairment requirements in IFRS 9 are not applied,
2 Represents the maximum amount at risk should the contracts be fully drawn upon and clients default
3 Purchased or originated credit-impaired {"POCI 5
Stage 2 days past due analysis at 31 December 2022
Gross carrying amount Allowance for ECL ECL coverage %
of which: of which: of which: of which: of which: of which:
Tto 29 30 and > Tto29 30 and > Tto 29 30 and >
Stage 2 DPD™ DPp'2 Stage 2 bpD'# DPD"? Stage 2 opPD*2 bPp*?
The bank B _Em £m  £m fm £m - £m % L % B %
Loans and advarices to customers at
amortised cost: ) 2,576 26 6 (35) (1) n 1.4 3.8 16.7
- personal ] 482 | 26 6| (7) (1) (1) 15 a8 16.7
corporate and commercial | 1,547 - - ‘ (Zﬂi - g 1.7 = -
— non-bank financial institutions _ 547 | - — | (n =2 =] 0.2 - -
Loans and advances to banks at
smontisod cost s = = &8 - = %33 = =
Other financial assets measured at
amortised cost . 24 - - )] (1) — 4.2 — -

1 Days past due ('DPD’), Up-to-date accounts in stage 2 are not shown in amounts presented above.

2 The days past due amounts presented above are on a contractual basis and include the benefit of any customer refief payment holidays granted,
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Summary of
31 December 2021 (continued)

Gross carrying/nominal amount”

credit nsk {excluding debt mstruments measured at FYOCH by stage distribution and ECL coverage by industry sector at

Allowance for ECL ECL coverage %

Stage 1 Stage2  Stage 2 roCH Total Stage 1 Stage 2 Slage 3 poCH  Total  Stage1 Stage 2 Stage 3 POCIE  Total
The: banlk Em £rri Em (] £m £m fm £m fm fm Ya Yo Y% Y Ya
Laans and
advances 1o
customers at
amortised cost 30_,105 3.197 984 34,266 (33} (47) (270} {360) 0.1 1.6 274 - 1.0
persanal 3,544 88| 48| ~|  ae80 mo@ @) (6) 23 63 - D2
corporate and |
cammercial 17,608 ! 2,893 | 681 | 21,182 (28)| {45} (235) 1308} 0.2 16 345 - 1.6
non-bank
financial | | |
institutions 8,963 | 218 | 255 | | 9,424 Ir‘JI:i [32II (36) 126 — 0.4
Loans and
advances to banks
at amoriised cost 6,778 ? 6,782 (] 1) {4) 14.3 — 0.1
(ther financial
nasets measured
At amortised cost 134,984 21 28 135,033 i ) 36 - -
Loan and other
crodit-related
cammitments 28.911 ) 2,301 43 ) 31,255 {15) (RR1] (3 {29) o1 (1) il = a1
personal 585 2 2 | h8o - = = -
corporate and | | | |
commercial 17.010 2,124 a4 ‘ 19.17% 112) (AR (3 {26)| 0.1 05 7.3 0.1
financial 11,316 175 | 11.491 13)] | - (3) -
Financial
guarantees’ 1,060 150 6l 1,270 (1 16 7) 01 10.0 0.6
persanal | 2 1 i | 3 | § =] -
corporate and |
cammercial 437 3 58 - 27 {6) - (6) 10.2 — 11
financial s 18 W a0 ) | m o2 — o1
AL 31 Dec 2021 201,835 5676 1,116 208,626 152} (59} (280} {391} = 1.0 25.1 = 0.2
1 Excludes performance guarantee coniracis to which the impairment requirements in IFRS 9 are not appled.
2 Represents the maximum amount at risk should the contracts be fully drawn upon and clients default.
3 Purchased or originated credit-impaired {"POCI).
Stage 2 days past due analysis at 31 December 2027 (o wtnued)
Gross camying amount Allowance tor ECE ECL coverage %o
af which of which! af which: of which: of whith of which:
11029 3 and = 11029 30 and > 1028 30 and =
Stage 2 oeo' oPo’ Stage 2 neo' nery Stage 2 neo' DPO
The bank Em £m Fri Fim £m Far Yo % %
Loans and advances to customers at
amortised cost: 3,197 19 I Aar 1) 15 53 -
- Parsonal _ 88 19 i 2 (1) 2.3 53 =
- Corporate and commercial 2,893 | 145) - | 16 =
_ Non-bank financial institutions 216 — - | : . N =
Loans and advances to banks at
amartised cost 7 11} - 14.3 -
Other financial assets measured at
amortised cost 21 - =

Stage 2 decomposition as at 31 December 2022

The following disclosure presents the stage 2 decomposition of

gross carrying amount and allowances for ECL for loans and
advances to customers, It also sets out the reasons why an
exposure is classified as stage 2 and therefore presented as a
significant increase in credit risk at 31 December 2022,

7 Days past due ('DPD’). Up-to-date accounts in stage 2 are not shown i amounts presented above.

The gualitative classification primarily accounts for credit risk
rating ("CRR’) deterioration, watch-and-worry and retail
management judgemental adjustments.

For further details on our approach to the assessment of
significant increase in credit risk, see ‘Summary of significant
accounting policies' on page 126.

The guantitative classification shows gross carrying values and

allowances for ECL for

which the applicable reporting date PD

measure exceeds defined quantitative thresholds for retail and

wholesale exposures.

sed
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Loans and advances to customers at 31 December 2022'

Gross ;arrTng amount AHownm;s for ECL.
Corporate Non-bank Corporate Non-banlk ECL
and financial and financial Coverage
P I ial  instituti Total P | cial  instituti Total % Total
The group  fm ~ £m £m  £Em Em  £m ~ Em fm %
Quantitative N 557 3310 379 4246 2 ey @ @s 20
Qualitative -~ 56 2874 319 3249 2 @ (51 B 59 1.8
30 DPD backstop? 2 295 25 322 = o m - 0.3
Total stage 2 815 6,479 723 7,817 {15) (123) (7) {145) 1.9
The bank o R R
Quantitative 456 1,109 314 1,879 (6) {13) (1) (20) 1.1
Qualitative 26 438 233 697 nm (14) - (15) 2.2
30 DPD backstop” — — - — - - - - -
Total stage 2 482 1,547 547 2,576 {7} (27) (1) {35) 1.4
1 Where balances satisfy more thar one of the above three criteria for determining a significant increase in credit risk, the corresponding gross
exposure and ECL have been assigned in order of categories presented.
2 Days past due {"OPD’).
Loans and advances to customers at 31 December 20217
o Gross carrying amount Allowance for ECL
Carporate MNon-bank Corporate Non-bank ECL
and financial ant financial Coverage
Personal commercial institutions Total Personal commearcial institutions Total % Total
The group £m £ Em £m £m Em £m Em %
Quantitative [ 3.611 162 4,334 13) (41) (1) (55) T
Qualitative B 102 4,260 198 4,560 (2 (96) @ (102) 22
30 DPD backstop” 23 196 9 227 1) — - - (1} 04
Total stage 2 686 8,066 369 2121 (16} [137) {5) (158) 1.7
The bink B
Quantitative 26 1,721 95 1,862 12 9 — (§A0] 0.6
Qualitative 62 1,162 121 1.345 - [36) — (36) 27
30 DPD backstop” - - - - - — - ) -
Total stage 2 88 2,893 216 3,197 2) {45} — {47) 15

1 Where balances satisfy more than one of the above three criteria for determiming a significant increase in credit risk, the corresponding gross

exposure and ECL have been assigned in order of categories presented.

2 Days past due (‘DPD)’).

Assets held for sale

During 2022, gross loans and advances and related impairment
allowances were reclassified from ‘loans and advances to
customers’ and 'loans and advances to banks’ to "assets held for
sale’ in the balance sheet.

At 31 December 2022, the most material balances held for sale
came from our retail banking operations France.

Disclosures relating to assets held for sale are provided in the
following credit risk tables, primarily where the disclosure is
relevant to the measurement of these financial assets:

*  Maximum exposure to credit risk {page 47);

Loans and advances 1o customers and banks measured at amortised

= Distribution of financial instruments by credit quality at
31 December (page 57);

Although there was a reclassification on the balance sheet, there
was no separate income statement reclassification. As a result,
charges for loan impairment losses shown in the credit risk
disclosures include loan impairment charges relating to financial
assets classified as ‘assets held for sale".

Loans and other credit-related commitments and financial
guarantees, as reported in credit disclosures, also include
exposures and allowances relating to financial assets classified as
‘assets held for sale'.

cost

Impairment

Total gross allowances

loans and on loans and

advances advances

- - ____fm ki

As raported . %0869  (1,149)
Reported in "Assets held for sale’ 21,325 (131)
At 31 Dec 2022 112,194 {1,277)

At 31 December 2022, gross loans and advances of our retail
banking operations in France were £21bn, and the related
impairment allowance for ECL was £0.1bn.

Lending balances held for sale continue to be measured at
amortised cost less allowances for impairment and, therefore,
such carrying amounts may differ from fair value.

These lending balances are part of associated disposal groups that
are measured in their entirety at the lower of carrying amount and
fair value less costs to sell. Any difference between the carrying
amount of these assets and their sales price is part of the overall
gain or loss on the associated disposal group as a whole.

For turther detads of the carrying amount and the fair value at 31 December

? of loans and advances to banks end customers classified as held for

HSBC Bank plc Annual Report and Accounts 2022 45




Report of the Directors | Risk

Gross loans and impairment allowances on lpans and advances to customers and hanks reported in 'Assets hald for sale’

Retail banking
operations in

France Other' Total
Gross Loans £m £m £m
Loans and advances to customers at amortised cost: 20,852 352_ .21_,194
Personal 18,835 253 19,088
Corporate and Commercial 1.975 89 2,064
Non-bank financial institutions 42 - 42
Loans and advances to banks at amortised cost — 131 131
At 31 Dec 2022 20,852 473 21,325
Impairment allowance
Loans and advances to customers at amortised cost: (76) (51) (127)
Personal (73) (38) 111)
Corporate and Commercial 3) (13) B (16)
Non-banl financial institutions - - —
Loans and advances to banks at amortised cost - (4) (4)
At 31 Dec 2022 (76) (55) (131)

1 Comprising assets held for sale relating to the planned sale of our branch operations in Greece and of our business in Russia.

Ihe table below analyses the amount of ECL (charges)/releases arising from assets held for sale. The charges during the period primarily

relate to the retail banking operations in France.

Changes in expected cradit 1o

s and other credit impai

2022 2027
£m fm
LEL charges arising from:
Asset held for sale 4
Asset not held for sale 218 s
At 31 Dec 222

Credit exposure

Maximum exposure to credit risk

This section provides information on balance sheet items and their
offsets as well as loan and other credit-related commitments. The
offset on derivatives remains in line with the movements

In Maximum exposure amounts.

'Maximum exposure to credit risk’ table

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

The offset in the table relates to amounts whaore there is a legally
enforceable right of offset in the event of counterparty default and where,
as a result, there is a net exposure for credit risk purposes. However, as
there is no intention to settle these balances on a net basis under normal
cireumstances, they do not qualify for net presentation for accounting
purposes. No offset has been applied to off-balance sheel collateral. In the
case of derivatives the offset column also includes collateral received in
cash and other financial assets.
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Other credit risk mitigants

While not disclosed as an offset in the following "Maximum
exposure to credit risk’ table, other arrangements are in place
which reduce our maximum exposure to credit risk. These include
a charge over collateral on borrowers' specific assets such as
residential properties, collateral held in the form of financial
instruments that are not held on balance sheet and short positions
in securities. In addition, for financial assets held as part of linked
insurance/investment contracts the credit risk is predominantly
borne by the policyholder. See Note 28 on the financial statements
for further details of collateral in respect of certain loans and
advances and dernvatives.

Collateral available to mitigate credit risk is disclosed in the
‘Collateral and other credit enhancement’ section on page 69.



Maximum exposure to credit risk

2022 2021
Maximum Maximum
exposure Offset Net EXPOSUTE Offset MNest
The group £m £m £fm fm £m fm
Loans and ad to held at amortised cost 72,614 (8,149) 64,465 91.177 (7.057) 84,120
persanal 5,958 | BT 5,957 | 25,231 | - 25,231
- corporate and commercial B 54,067 | (7,269) 46,798 55,123 16,228) 48,895 |
- non-bank financial Institutions — B 12,589 | (879) 11,710 ‘IG,BZ_SJ IBZS}' 9,994
Loans and advances to banks at amortised cost 17,109 (145) 16,964 10,784 (88) 10,696
Other financial assets held at amortised cost 268,023  (10.882) 257,141 202,455 (10239) 192216
- cash and balances at central banks 131,433 ~| 131,433 108482 108,482
— itemns in the course of collection from other banks 2,285 | - 2,285 348 | | 346
revarse repurchase agresments - non trading 53,949 (10,882) 43,067 54,448 | (10,239) 44,209
~ financial investments 3,248 = ‘ 3,248 10 - 10|
- asset held for sale B 21,214 - 21,214 ‘
- other assets 55894 | 55804 39160 ~| 39,169
Derivatives 225238 (224,434) 794 141221 (139,668) 1,563
Total on bal sheet exposure to credit risk 582,984 {243,620} 339,364 445,637 {157,062) 288.585
Total off-balance sheat 150,270 — 150,270 146,261 — 146261
- financial and other guaranteos’ 22,425 -| 22425  26810] -] 26840
loan and other credit-related commitments 127,845 — | 127,845 | 119,421 | — | 118,421
At 31 Dec 733,254 (243,620) 489,634 591,898 (157.052) 434,846
The bank . - . y
Loans and advances to customers held at amortised cost 36992  (8,132) 28,860 33936 (7,047) 26,889
- personal 3,572 =] 3,572 3,674 | =1 3,674
corporate and commercial 22,209 (7.264) 14,945 20,874 | (6,224) 14,650
- non-bank financial institutions 11,211 (868) 10,343 | 9,388 | (823) 8,566
Loans and advances to banks at amortised cost 14,486 — 14,486 6,778 - 6,778
Other financial assets held at amortised cost 169,367 (10,427) 158,940 135,109 8.045) 126,064
- cash and balances at central banks 78,441 = 78,441 | 63,008 | - i 63,008
_items in the course of collection from other banks 1,863 - 1,863 n - 211
- reverse repurchase agreements — non trading 43,055 (10,427) 32,628 ‘ 39,708 ‘ {8,045} 30,663
financial investments 6,378 -| 6,378 3,337 =~ 3,337 |
- other assets 39,630 - 39,630 | 28,845 ~ | 28,845
Derivatives 196,714 (196,505) 209 125787 (123.964) 1823
Total on balance sheet I e to credit risk 41 ?;55'9 {215,064) 202,495 301,610 (140,056) 161,554
Total off-balance sheet 44,673 - 44,673 41,034 - 41,034
financial and other guarantees! 8,231 ~] 8,231 8,592 | 8,592
— loan and other credit-related commitments 36,442 =] 36,442 | 32442 | B - | 32.442
At 31 Dec 462,232 (215,034j 247,168 342 644 {140,056) 202,588

1 “Financial and other guarantees’ represents ‘Financial guarantees’ and 'Performance and other guarantees’ as disciosed in Note 30, net of ECL.

Concentration of exposure

We have a number of businesses with a broad range of products.
We operate in a number of markets with the majority of our
exposures in UK and France.

For an analysis of:
* financial investments, see Nota 15 on the financial statements;
* trading assets, see Note 10 on the financial statements;

* denvatives, see page 72 and Note 14 on the financial
statements; and

* loans and advances by industry sector and by the location
of the principal operations of the lending subsidiary or by the
location of the lending branch, see page 67 for wholesale
lending and page 72 for personal lending.

Credit deterioration of financial instruments

regardhng the entification.
it impaired|

wind i Note 1.2 on the financial

stage 3 (ore

Measurement uncertainty and sensitivity analysis
of ECL estimates

The recognition and measurement of ECL involves the use of
significant judgement and estimation. We form multiple economic
scenarios based on economic forecasts, apply these assumptions
to credit risk models to estimate future credit losses, and
probability-weight the results to determine an unbiased ECL
estimate. Management judgemental adjustments are used to
address late-breaking events, data and model limitations, model
deficiencies and expert credit judgements.

Amid a deterioration in the economic and geopolitical
environment, management judgements and estimates continued
to be subject to a high degree of uncertainty in relation to
assessing economic scenarios for impairment allowances in 2022.

Inflation, economic contraction and high interest rates combined
with an unstable geopolitical environment and the effects of global
supply chain disruptions have contributed to elevated levels of
uncertainty during the year.

At 31 December 2022, as a result of this uncertainty, additional
stage 1 and 2 impairment allowances were recognised.
Management continued to reflect a degree of caution both in the
selection of economic scenarios and their weightings, and in the
use of management judgemental adjustments, described in more
detail below.
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At 31 December 2022, there was a reduction in management
judgemental adjustments compared with 31 December 2021.
Adjustments related 10 Covid-19 and for sector-specific risks were
reduced as scenarios and modelled outcomes better reflected the
key risks at 31 December 2022.

Methodology

Four economic scenarios are used to capture the current
sconomic environment and to articulate management's view of
the range of potential outcomes. Seenarios produced to calculate
ECL are aligned to HSBC's top and emerging risks.

Three of the scenarios are drawn from consensus forecasts and
distributional estimates. The Centi al scenario is deemed the ‘most
likely' scenario, and usually attracts the largest probability
weighting, while the outer scenarios represent the tails of the
distribution, which are less likely to occur. The Central scenario is
created using the average of a panel of external forecasters.
Consensus Upside and Downside scenarios are created with
reference to distributions for select markets that capture
forecasters’ views of the entire range of outcomes. In the later
years of the scenarios, projections revert to long-term consensus
trend expectations, In the consensus outer scenarios, reversion to
trend expectations is done mechanically with reference to
historically observed quarterly changes in the values of
macroeconomic variables.

The fourth scenario, Downside 2, is designed to represent
management's view of severe downside risks. It is a globally
consistent narrative-driven scenario that explores more extreme
sconomic outcomes than those captured by the consensus
scenarios. In this scenario, variables do not, by design, revert to
long-term trend expectations. They may instead explore alternative
states of equilibrium, where econamic activity moves permanently
away from past trends. The consensus Downside and the
consensus Upside scenarios are each constructed to be consistent
with a 10% probability. The Downside 2 is constructed with a 5%
probability. The Central scenario is assigned the remaining 75%.
This weighting scheme is deemed appropriate for the unbiased
estimation of ECL in most circumstances. However, management
may depart from this probability-based scenario weighting
approach when the economic outlook is determined to be
particularly uncertain and risks are elevated.

In light of ongoing risks, management deviated from this
probability weighting in the fourth quarter of 2022, and assigned
additional weight 1o ouler scenarios

Description of economic sCenaro:

The economic assumptions presented in this section have been
formed by HSBC with reference 1o external forecasts specifically
far the purpose of calculating ECL.

Econoimic forecasts remain subject toa high degree of
uncertainty. Upside and Downside scenarios are constructed 50
that they encompass the potential crystallisation of a number of
key macro-financial risks.

At the end of 2022, risks to the aconomic outlook included the
persistence of inflation and its consequences on monetary policy.
Rapid changes to public policy also increased forecast uncertainty.

In Europe, risks relating to energy pricing and supply security
remain significant. Geopolitical risks also remain significant and
include the possibility of a prolonged and escalating Russia-
Ukraine war, continued disagreements hetween the US and other
countries with China over a range of economic and strategic
issues, and the evolution of the UK's relationship with the EU.
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Economic forecasts for our main markets deteriorated in the fourth
quarter as GDP growth slowed. In Europe high inflation and rising
interest rates have reduced real household incomes and raised
business costs, dampening consumption and investment and
lowering growth expectations. The affects of higher interest rate
expectations and lower growth are evident in asset price
expectations, with house prices forecasts, in particular,
significantly lower.

The seenarios used to calculate ECL in the Annual Report and
Accounts 2022 are described below,

The consensus Central scenarno

HSBC's Central seenario reflacts a low growth and higher inflation
anvironment across many of our key matkets. The scenario
features an initial period of below-trend GDP growth in most of
our main markets as higher inflation and tighter monetary policy
causes a squeeze on business marging and households' real
disposable income, Growth returns to its long term expected trend
in later years as central banks bring inflation back to target.

Our Central scenario assumes that inflation peaked in mast of our
key markets at the end of 2022 but remains high through 2023
before moderating as energy prices stabilise and supply chain
disruptions abate. Central hanks are expected to keep raising
interest rates until midway through 2023, Inflation is forecast to
revert to target in most markets, by early 2024,

Global GDP is expected to grow by 1.6% in 2023 in the Central
scenario and the average rate of global GDP growth is 2.6% over
the five-year forecast period. This is below the average growth
rate over the five year period prior to the onset of the pandemic.

The key features of our Central scenario are:

e Economic activity in European and North American markets
continues to weaken. Most major economies are forecast to
grow in 2023, but at very low rates. Hong Kong and mainland
China are expected to see a recovery In economic activity from
2023 as Covid-19 related restrictions are lifted.

e I most markets, unemployment rises moderately from historic
lows as economic activity slows. Labour markets remain fairly
tight across our key markets.

« Inflation is expected to remain elevated across many of our key
markets driven by energy and food prices. Inflation is
subsequently expected to converge back towards central banks
target rate over the noxt two years of the forecast.

« Policy interest rates in key markets will continue to rise in the
near term but at a slower pace. Interest rates will stay elevated
but start to ease as inflation returns to target.

« The West Texas Intermediate oil price is forecast to average
£72 per barrel over the projection period,

The Central scenario was first created with forecasts available in
November, and reviewed continuously until late December.
Probability weights assigned to the Central scenario are 60% for
UK and France.

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



Central scenario 2023-2027

UK  France

X % %
GDP growth rate B B
2023 Annual average growth rate (0.8) 0.2
2024 Annual average growth rate 13 1.6
2025: Annual average growth rate . 1?_' 15
S-year average 1.1 1.2
Unemployment rate - B
2023: Annual average rate a4 7.6
2024: Annual average rate 4.6 7.5
2025 Annual average rate 4.3 7.3
5-year average 43 7.3
House price growth
2023 Ar_:_nua_l average growth rate B 0.2 18
2024: Annual average growth rate (3.3 20
2025: Annual average growth rate 07 3.1
H-year average 04 2.8
Inflation rate B
2023 Annual average rate 6.9 4.6
2024 Annual average rate 25 2.0
2025: Annual average rate 21 1.8
5-year average 3 2.4
Probability 60.0  60.0

The graphs compare the respective Central scenario at the year
end 2021 with current economic expectations at the end of 2022.

GDP growth: Comparison
UK

I 4Q21 Central 5Y Average: 2.5%
[ 4Q22 Central 5Y Average: 1.1%

Nate: Real GDP shown as vear-on-year percentage change.

France

4021 Central 5Y Average: 2.1%
4022 Central 5Y Average: 1.2%

Note: Real GDP shown as year-an-year percentage change.

The consensus Upside scenario

Compared with the Central scenario, the consensus Upside
scenario features stronger economic activity in the near term,
before converging to long-run trend expectations. It also
incorporates a faster fall in the rate of inflation than incorporated
in the Central scenario.

The scenario is consistent with a number of key upside risk
themes. These include faster resolution of supply chain issues; a
rapid conclusion to the Russia-Ukraine war, de-escalation of
tensions between the US and China: relaxation of Covid-19
policies in Asia; and improved relations between the UK and the
EU.

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

Consensus Upside scenario 'best outcome'

UK France

_ % % ___
GDP growth rate 44 (4024) 31 (1029)
Unemployment rate 35 (4023) 65 (4024)

House price growth 42 (1023) _ 37 (1023
Inflation rate 07 {1224! 08_!402_31
Probability ) B ) 5 5

Note: Extreme point in the consensus Upside is ‘best outcome’ in the

scenario, for example the highest GDP growth and the lowest

unemployment rate, in the first two years of the scenario. The date on
which the extreme is reached is mdicated in parenthesis. For inflation,
lower inflation is interpreted as the "best’ outcome.

Downside scenarios

Downside scenarios explore the intensification and crystallisation
of a number of key economic and financial risks.

High inflation and the tighter monetary policy response have
become key concerns for global growth. In the downside
scenarios, supply chain disruptions intensify, exacerbated by an
escalation in the spread of Covid-19 and rising geopolitical
tensions drive inflation higher.

There also remains a risk that energy and food prices rise further
due to the Russia-Ukraine war, increasing pressure on household
budgets and firms' costs.

The possibility of inflation expectations becoming detached from
central bank targets also remains a risk. A wage-price spiral
triggered by higher inflation and pandemic related labour supply
shortages across could put sustained upward pressure on wages,
aggravating cost pressures and the squeeze on household real
incomes and corporate margins. In turn, it raises the risk of a more
forceful policy response from central banks, a steeper trajectory
for interest rates and ultimately, deep economic recession.

The risks relating to Covid-19 are centred on the emergence of a
new variant with greater vaccine resistance that necessitates a
stringent public health policy. In Asia, with the reopening of China
in December, management of Covid-19 remains a key source of
uncertainty, with the rapid spread of the virus posing a heightened
risk of a new variant emerging.

The geopolitical environment also presents risks, including:

* aprolonged Russia-Ukraine war with escalation beyond
Ukraine's borders;

* the deterioration of the trading relationship between the UK
and the EU over the Northern Ireland Protocol; and

* continued differences between the US and other countries with
China, which could affect sentiment and restrict global
economic activity.

The consensus Downside scenario

In the consensus Downside scenario, economic activity is
considerably weaker compared with the Central scenario. In this
scenario, GDP growth weakens below the Central scenario,
unemployment rates rise and asset prices fall.
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The scenario features a temporary supply side shock that keeps
inflation higher than the baseline, before the effects of weaker
demand begin to dominate leading to a fall in commodity prices
and to lower inflation.

The following table describes key macroeconomic varables and
the probabilities assigned in the consensus Downside scenario.

I

Consensus Downside scenario 'worst oufcome
UK France
Ya Y
GOP growth rate (3.5) (3023) (1.4) (3023}
Unemplayment rate 58 (2024) 8.8 (4023)
House price growth (10.1) (2024) (0.6) (40Q23)
Inflation rate {min) (0.4) (4024) 0.3 (4024)
Inflation rate (max) 10.8 (1023) 7.2 (1023)
Probability 25 25

Nate: Extreme point in the consensus Downside s ‘worst outcome” in
the scenario, for example lowest GDP growth and the highest
unemployment rale, in the first two years ol the scenario. The date on
winch the extreme is reached is indicated in parenthesis. Due to the
nature of the shock to inflation in the downside scenarios, botl the
lowest and the highest point is showin in the tables,

Jownside 2 scenario

The Downside 2 scenario features a deep global recession and
reflects management's view of the tail of the economic
distribution. It incorporates the crystallisation of a number of risks
simultaneously, including further escalation of the Russia-Ukraine
war, worsening of supply chain disruptions and the emergence of
a4 vaccine-resistant Covid-19 variant that necessitates a strnngent
public health policy response globally.

This scenario features an initial supply-side shock that pushes up
inflation and interest rates higher. This impulse is expected to
prove short lived as a large downside demand pressure causes
commodity prices to correct sharply and global price inflation to
fall as a severe and prolonged recession takes hold.

The following table describes key macroeconomic variables and
the probabilities assigned in the Downside 2 scenario.

Downside 2 seenano 'worst outc e’

UK France
Y Oy
GDP growth rate (6.9) (3023) (6.8) (4023)
Unemployment rate 8.7 (2024) 10.3 (4024)
House price growth (22.9) (2024) (6.4) (2024)
Inflation rate {min) 2.3) (2024) (2.5) (2024)
Inflation rate (max) 135 (2023 104 (2023)
Probability 10 10

Note: Extreme point in the Downside 2 is ‘worst outcome” i the
scenario, for example lowest GDP growth and the highest
unemployment rate, in the first two years of the scenatio. The date on
which the extreme is reached s indicated n parenthesis. Due to the

nature of the shock ta inflation in the downside scenarios, both the
lowest and the highest point is shown i the tables.

Seenario weighting

In reviewing the economic conjuncture, the level of uncertainty
and risk, management has considered both global and country-
specific factors. This has led management to assign scenario

probabilities that are tailored to its view of uncertainty in individual
markets.

Key consideration around uncertainty attached to the Central
scenario projections focused on:

e the progression of the Covid-19 pandemic in Asian countries
and announcement of removal of Covid-19 measures and travel
restrictions in mainland China and Hong Kong;

« further tightening of monetary policy and impact on borrowing
costs in interest rate sensitive sectors, such as housing;

« the risks to gas supply security in Europe and subsequent
impact on inflation and commodity prices and growth; and
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s the ongoing risks to global supply chains.

In the UK, the surge in price inflation and a squeeze on household
real incomes have led to strong monetary policy responses from
central bank. Higher interest rates have increased recession risks
and the prospects for outright decline in house prices.

The UK faces additional challenges from the rise in energy prices
and accompanying deterioration in the terms of trade. For the UK,
the consensus Upside and Central scenarnos had a combined
weighting of 65%.

In France, uncertainties around the outlook remain elevated due to
high inflation and Europe's exposure to the Russia-Ukraine war
through the economic costs incurred from the imposition of
sanctions, trade disruption and energy dependence on Russia. The
consensus Upside and Central scenarios had a combined
weighting of 656%.

The following graphs show the historical and forecasted GDP
growth rate for the various economic scenarios in UK and France.

UK

France

Critical accounting estimates and judgements

The ealculation of ECL under IFRS 9 involves significant
judgements, assumptions and estimates, The level of estimation
uncertainty and judgement has remained elevated since

31 December 2021, including judgements relating to:

e the selection and weighting of economic scenarios, given
rapidly changing economic conditions and a wide dispersion of
economic forecasts. There is judgement in making assumptions
about the effects of inflation and interest, global growth, supply

chain disruption; and

« astimating the economic effects of those scenanos on ECL,
particularly as the historical relationship between
macroeconomic variables and defaults might not reflect the
dynamics of current macroeconomic conditions.

How economic scenarios are reflected in ECL
calculations

Models are used to reflect economic scenarios on ECL estimates.
As described above, modelled assumptions and linkages based on
historical information could not alone produce relevant information
under the conditions experienced in 2022, and management
judgemental adjustments were still required to support modelled
outcomes.



We have developed globally consistent methodologies for the
application of forward economic guidance into the calculation of
ECL for wholesale and retail credit risk.

These standard approaches are described below, followed by the
management judgemental adjustments made, including those to
reflect the circumstances experienced in 2022.

For our wholesale portfolios, a global methodology is used for the
estimation of the term structure of probability of default ('PD’) and
loss given default ('LGD'). For PDs, we consider the correlation of
forward economic guidance to default rates for a particular
industry in a country. For LGD calculations, we consider the
correlation of forward economic guidance to collateral values and
realisation rates for a particular country and industry. PDs and
LGDs are estimated for the entire term structure of each
instrument.

For impaired loans, LGD estimates take into account independent
recovery valuations provided by external consultants where
available or internal forecasts corresponding to anticipated
economic conditions and individual company conditions. In
estimating the ECL on impaired loans that are individually
considered not to be significant, we incorparate forward economic
guidance proportionate to the probability-weighted outcome and
the Central scenario outcome of the performing population.

For our retail portfolios, the impact of economic scenarios on PD is
modelled at a portfolio level, Historical relationships between
observed default rates and macroeconomic variables are
integrated into IFRS 9 ECL estimates by using economic response
models. The impact of these scenarios on PD is modelled over a
period equal to the remaining maturity of the underlying asset or
assets. The impact on LGD is modelled for mortgage portfolios by
forecasting future loan-to-value ('LTV') profiles for the remaining
maturity of the asset by using national level forecasts of the house
price index and applying the corresponding LGD expectation.

These models are based largely on historical observations and
correlations with default rates. Management judgemental
adjustments are described below.,

Management judgemental adjustments

In the context of IFRS 9, management judgemental adjustments
are short-term increases or decreases to the ECL at either a
customer, segment or portfolio level to account for late-breaking
events, model and data limitations and deficiencies, and expert
credit judgement applied following management review and
challenge.

This includes refining model inputs and outputs and using
adjustments to ECL based on management judgement and higher-
level quantitative analysis for impacts that are difficult to model.

The effects of management judgemental adjustments are
considered for balances and ECL when determining whether or
not a significant increase in credit risk has occurred and are
attributed or allocated to a stage as appropriate. This is in
accordance with the internal adjustments framework.

Management judgemental adjustments are reviewed under the
governance process for IFRS 9 (as detailed in the section ‘Credit
risk management’ on page 36). Review and challenge focuses on
the rationale and quantum of the adjustments with a further
review carried out by the second line of defence where significant.
For some management judgemental adjustments, internal
frameworks establish the conditions under which these
adjustments should no longer be required and as such are
considered as part of the governance process. This internal
governance process allows management judgemental
adjustments to be reviewed regularly and, where possible, to
reduce the reliance on these through model recalibration or
redevelopment, as appropriate.

The drivers of management judgemental adjustments continue to
evolve with the economic environment and as new risks emerge.

Management judgemental adjustments made in estimating the
scenario-weighted reported ECL at 31 December 2022 are set out
in the following table.

Management judgemantal adjustments to ECL at 31 December
20227
Retail M[ﬁ Total
£m £m £m
Banks, sovereigns, government entities
and lew-risk counterparties (186) 2 (18)

Corporate lending ad._.;ustments - (100) (100}
Retail lending Inflation-related

adjustments 8 - 8
Other macroeconomic-ralated

adjustments 3 - 3
Pandemic-related economic recavery

adjustmanits - — —_
Other retail lending adjustments 7 — 7
Total 2 (102) (100}

Management judgemental adjustments to ECL at 31 Dec ember
2021

fwmaul Wholss.‘;e Taal

_ Em ~ fm £m
Low-risk counterparties
(banks, sovereigns and government
entities) - 14) 14)
Corporate lending adjustments K 31
Retail lending probability of default
adjustments - — —
Retail model default timing adjustments
Macmemrlnmlr:—mtat:ﬂd_ad_jusr.mems_ 17 - 17
Pandemic-related economic recovery
adjustments 3 3
Other retail lending adjustments - -
Total 20 27 47

1 Management judgemental adjustments presented in the table reflect
increases or (decreases) to ECL, respectively.

Management judgemental adjustments at 31 December 2022
were a decrease to ECL of £102m for the wholesale portfolio and
an increase to ECL of £2m for the retail portfolio.

During 2022, management judgemental adjustments reflected an
evolving macroeconomic outlook and the relationship of the
modelled ECL to this outlook and to late-breaking and sector-
specific risks,

At 31 December 2022, wholesale management judgemental
adjustments were an ECL decrease of £102m (31 December 2021:
£27m increase).

* Adjustments relating to low credit-risk exposures decreased
ECL by £2m at 31 December 2022 (31 December 2021: £4m
decrease). The adjustments mainly relate to standard, monthly
adjustments for bank and sovereign exposures secured by
Export Credit Agency guarantees; the benefit from which is not
recognised in the inbound data. The reduction in ECL for these
exposures was mostly offset by a management overlay on a
Russian Bank exposure due to sanctions. Total net adjustments
are broadly flat in comparison to 31 December 2021.

* Adjustments to corporate exposures decreased ECL by £100m
at 31 December 2022 (31 December 2021: £31m increase), The
adjustments mainly relate to standard, monthly adjustments for
corporate exposures secured by Export Credit Agency
guarantees and government Covid-19 guarantees; the benefit
from which is not recognised in the inbound data. The
reduction in ECL for these exposures has been partially offset
by management overlays to reflect increased risk on an
individual exposure in France and increased risk on certain sub-
sectors within France. In comparison to December 2021, the
level of management overlay has significantly reduced as
modelled results increasingly reflect the macroeconomic
environment and portfolio risk, resulting in a net underlay
rather than overlay,
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At 31 December 2022, retail management judgemental
adjustments were an ECL increase of £2m (31 December 2021:
£20m increase}.

+ Retal lending inflation-related adjustments increased ECL by
£8m (31 December 2021: nil). These adjustments addressed
where increasing inflation and interest rates results in
affordability risks which were not fully captured by the
modelled output.

e Other macroeconomic-related adjustments increased ECL by
£3m (31 December 2021: £17m increase). These adjustments
were primarily in relation to country-specific nsks related to
future macroeconomic conditions.

« Banks, sovereigns, government entities and low-risk
counterparties adjustments decreased ECL by £16m
(31 December 2021: nil). These adjustments related to the re-
alignment of PD between reporting and origination date for
certain parts of the portfolio.

« Other retail lending adjustments increased ECL by £7m
(31 December 2021: nil), reflecting all other data, model and
management judgemental adjustments.

« Pandemic-related economic recovery adjustments were
removed during 2022 as scenarios stabilised.

Economic scenarios sensitivity analysis of ECL
estimates

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

Ihe ECL calculated for the Upside and Downside scenarios should
not be taken to represent the upper and lower limits of possible
ECL outcomes. The impact of defaults that might occur in the
future under different economic scenarios is captured by
recalculating ECL for loans at the balance sheet date.

There is a particularly high degree of estimation uncertainty in
numbers representing more severe risk scenarios when assigned a
100% weighting.

For wholesale credit risk exposures, the sensitivity analysis
excludes ECL and financial instruments related to defaulted (stage
3) obligors. It is generally impracticable to separate the effect of
macroeconomic factors in individual assessments of obligors in
default. The measurement of stage 3 ECL is relatively more
sensitive to credit factors specific to the obligor than future
economic scenarios, and loans to defaulted obligors are a small
portion of the overall wholesale lending exposure, even if
representing the majority of the allowance for ECL. Therefore, the
sensitivity analysis to macroeconomic scenarios does not capture
the residual estimation risk arising from wholesale stage 3
exposures, Due to the range and specificity of the credit factors to
which the ECL is sensitive, it is not possible to provide a
meaningful alternative sensitivity analysis for a consistent set of
risks across all defaulted obligors.

For retail credit risk exposures, the sensitivity analysis includes
ECL for loans and advances to customers related to defaulted
obligors. This is because the retail ECL for secured mortgage
portfolios including loans in all stages is sensitive to
macroeconomic variables.

Wholesale and retail sensitivity

The wholesale and retail sensitivity tables present the 100%
weighted results. These exclude portfolios held by the insurance
business and small portfolios, and as such cannot be directly
compared with personal and wholesale lending presented in other
credit risk tables. Additionally, in both the wholesale and retail
analysis, the comparative period results for Downside 2 scenarios
are also not directly comparable with the current period, because
they reflect different risk profiles relative to the consensus
scenarios for the period end.
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The wholesale and retail sensitivity analysis is stated inclusive of
management judgmental adjustments, as appropriate to each
scenaro.

Wholesale analysis

IFRS 9 ECL sensilivity 1o future

¢ conditions' 44
UK France
£m £m
ECL of loans and ad 1o ers at .
31 December 2022
Heparted ECL 84 94
Consensus scenarios
Central scenarno _64 _8?
Upside scenario 51 77
Downside sconano E 104
Downside 2 scenano 271 124
Gross carrying amount’ 143,037 148,417
IFRS O ECL sensitivity to futire economic conditions
LK France
fm £m
ECL of loans and advances to customars at
31 December 2021
Heported ECL 104 94
Consensus Soenanos
Central scenarno 20 89
Upsidis scenano 71 78
Dawnsitle scenario 109 120
Downside 2 scenano 189 138
Gross carrying amount’ 142,450 120,955

1 ECL sensitivity includes off-balance sheet financial instruments that
are subject o significant measurement uncertainty

2 Includes low credit-risk financial instruments such as debt
instruments at FYOCL which have high carrying amounts but low
ECL under all the above scenarios.

3 Excludes defaulted obligors. For a detaited breakdown of perfarming
and non-performing wholesale portlolio exposures, see page 67.

Retail analysis

IFRS 9 CCL sensitivity to future economic conditions!

UK France®
£m £m
ECL of loans and advances to customers at -
31 December 2022
Reported ECL 7 - g']
Consensus scenarios

Contral scenario B .36
Upside scenano 6 84
Downside scenario 7 88
Dawnside 2 scenario 12 92
Gross carrying amount 2,037 18,987
IFRS 9 ECL sensitivity to future sconanic conditions'

UK France

Em fm

ECL of loans and advances to customers at
31 December 2021

Reported ECL 5 91
Consensus scenanios

Central scenario 4 N
Upside scenario 4 ‘é‘l
Downside scenario b 92
Downside 2 scenario 10 93
Gross carrying amount 2,007 18,295

1 ECL sensitivities exclude portfolios utilising less complex modelling
approaches.

2 Includes balances and ECL which have been reclassified from ‘foans
and advances {o customers’ to ‘assets held for sale” in the balance
sheet. This alsa includes any balances and ECL which continue to be
reported as personal lending in ‘foans and advances (o customers’
that are in accordance with the basis of inclusion for Retail sensitivity
analysis.



Reconciliation of changes in gross carrying/
nominal amount and allowances for loans and
advances to banks and customers including loan
commitments and financial guarantees

The following disclosure provides a reconciliation by stage of the
group’s gross carrying/nominal amount and allowances for loans
and advances to banks and customers, including loan
commitments and financial guarantees. Movements are calculated
on a quarterly basis and therefore fully capture stage movements
between quarters. If movements were calculated on a year-to-date
basis they would only reflect the opening and closing position of
the financial instrument.

The transfers of financial instruments represent the impact of

stage transfers upon the gross carrying/nominal amount and
associated allowance for ECL.

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

Changes in 'New financial assets originated or purchased’, ‘Assets
derecognised (including final repayments)’ and ‘Changes to risk
parameters — further lending/repayments’ represent the impact
from volume movements within the group’s lending portfolio.

Reconciliation of changes in gross carrying/nominal amount and allo

wances for loans and advances to banks and customers including

loan commitments and financial guarantees
Non credit - impaired Credit - impaired
Stage 1 Stage 2 Stage 3 POCI Total
Gross Gross Gross Gross Gross
mrrymg.: ) ecrryirrg:‘ “ carrylngl cm'r\ri_ngl r.nrryi_ng{ .
amount for ECL amount for ECL  amount for ECL amount for ECL amount for ECL
The group £fm fm £m ~ Em £m £m £m fm  £m £m
At 1 Jan 2022 179,612 (118) 17,471 (188) 2,779 (923) 2 12) 199,864 (1,231)
Transfers of financial instruments (14,449) (26) 13,625 59 824 (33) — - — —_
— transfers from stage 1 to stage 2 (25,027) 15 25,027 (15) - - - - -
- transfers from stage 2 to stage 1 10,847 (42) (10,847) 42 - - - - -
- transfers to stage 3 {340) 2 (600) 35 9240 37) - - - -
- transfers from stage 3 . - (1 45| (3), (116) 4, -] - - =
Net remeasurement of ECL arising
from transfer of stage T 29 - (24) = {10) — - - (5)
New financial assets originated or
purchased 47,763 {_30_] — - — - — - 47,763 (30)
Asset derecognised (including final
repayments) (27,882) 4 (2,625) 13 (442) 110 - - (30,949 127
Changes to risk parameters - further
lending/repayments _ 0969 33 (8645 16 6N  @o) 1 - (884 29
Changes 1o risk parameters - credit
quality = 33 B - {1 01) — (318) ) - 2 £2 (385)
Changes 1o model used for ECL
calculation — 4 = 10 — - - - - 14
Assets written off - - - " {165) 165 - = (165} 165
Credit related modifications that
resulted in derecognition - - - - [} 1 - = (1) 1
Foreign exchange 5,764 3) 744 {11) B8 (34) - - 6,596 (48)
Others’” (12468) 4  (2511) 26 (286) 100 - — (15265) 130
At 31 Dec 2022 168,371 71) 18,059 {200) 2,536 (962) 3 — 188,969 (1,233)
ECL incomae statement change for the
period i '+ (86) (238) g (250)
Recoveries 2
Othars 28
Total ECL income statement
change for the period (220)
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Reconcihation of changes i gross carrying nominal amount and allowances for loans and advances to bhanks and customers including
loan commitments and financial guarantees (continued)

12 months ended

At 31 Dec 2022 31 Dec 2022

Gross carrying/ Allowance for ECL release/

nominal amount ECL (charge)

£ Em fm:

As above ) 188,969 (1,233} (220}

Other linancial assets measured at amortised cost 269,755 (137) (3)

Non-trading m.ve_rss_z purchase agreement camimitingnts 33,684 - -

Performance and ather guarantees not considerad for IFRS 9 6
St y of fir | instr ts to which the impai it requirements in IFRS 9 are

applied/Summary lidated i stat 492,408 (1,370} (217)

Debt instruments measured at FVOCI 29,248 (24) (5)

Total allowance for ECL/total i t ECL change for the period N/A (1.3..‘}4&‘- B [222i

1 Excludes performance guarantee contracts to which the impairment requirements in (FRS 9 are not appled.

2 Includes the period on period mavement in exposures relating to other HSBC Group companjes. As at 31 December 2022, these amounted to
£4bn and were classified as stage 1 with na ECL.

3 Total includes £21bn of gross carrying loans and advances to customers and banks, which were classified to assets held for sale and a
corresponding allowance for ECL of £131m reflecting business disposals as disclosed m Note 34 “Assets held for sale and labiities of disposal
groups held for sale’ on page 186.

Reconciliation of changes in gross

.t1||",-||u|-nr-|='.||-.|:||n wint and allowances for loans and advances to Iw.m.!.-'; :F|-| ctistormers including
luan commitments and financial guarantees” (continued)
Nar credit - impairod Cradit - anpaired
Stage 1 Stage 2 Shage 3 POCE Total
Groas Gross Gross Gross Gross
carmyng/ carrying/ carrying/ careying/ carrying/
nomingl  Allowance nominal  Allowanoe nomrinal  Allowance nominal  Allowance nominal - Allowance
amont for ECL amount far ECL amount for ECL armount for ECL amount for ECL
The group 'm fm fm £m fim Fm fm fm Fm £m
At 1 Jan 2021 184,715 (180) 31,726 {378} 3,352 (1,060) A0 (129 219,833 {1.620)
Transfers of financial instruments; 5,245 166} 15,617) a0 372 (24} - -
~ transfers from stage 1 to stage 2 18,437)| 14 8,431 (144 ~
— transters from stage 2 to stage 1 13,714 (78 (13,714 78 . = = =
transfers to stage 3 | 183) (401} 28 494 | 128) — -
transfers from stage 3~ | 5h )] 67 12) 1n22)| 4 . -
Net remeasurernent of ECL arising from
transfer of stage 43 (22} - 15) 16
New financial assats originated or
purchased 12,348 (55) - 72,348 {55)
Assel derecogmsed (including final
repaymants) 57,088) &) 13,481) 32 (454) 95 13} 2 (61,036) 135
Changes to risk parameters - further
lending/repayments (16, 766) 76 13,827) 62 (213 40 129) 2 (20,935) 180
Changes to nsk parameters - credit
quality - 54 K {176) (115)
Changes to model used for ECL
calculation 2 8 — "
Assets written off - (162} 152 {5) 5 (157) 157
Credit related madifications that resulted
in derecognition - = -
Foreign exchange {7.512) 2 {1,060} 10 {126) 46 n i (8,699) 59
Others’ B 1,320) {170} 2 {1} (1,490} |
At 31 Dec 2021 179,612 {118) 17,471 (188) 2,779 923) 2 (2) 199,864 |1.231)
ECL Income statement change for the
pariad 126 a8 (16) 4 172
Recoveries 3
Others 123}
Total ECL income statement change for
the period 152
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Reconciliation of changes in gross carrying/nominal amount and allowances for loans and advances to banks and customers mcluding
loan commitments and financial guarantees' (continued)

I-E manths ended

At 31 Dec 2021 31 Dec 2021

Gross carrying/ ECL relpase

nominal amount  Allowance for ECL flcharge)

B B £ - _Em . Em
Asabove ) 199,864 231 162
Other financial assets measured at amortised cost 202,137 B 19 n
Non-trading reverse purchase agreement commitments 30,005 - =
Performance and athar guar.;jmaes not considered for IFRS 9 0 0 18

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

consolidated income statement 432,006 (1,240) 169
Debt instruments measured at FvocCi ! 41,188 19) 5
Total allowance for ECL/total income statement ECL change for the period /A {1,268) 174

1 Excludes performance guarantee contracts to which the impairment requirements in IFAS 9 are not applied.
2 Includes the period on period movement in exposures relating to other HSBC Group companies. As at 31 December 2021, these amounted to
£(1)bn and were classified as stage 1 with no ECL.

Reconciliation of changes in gross carrying/nominal amount and allowances for loans and advarices to banks and customers including
loan commitments and financial guarantees’

Non credit — impaired ) Credit - impaired
Stage 1 Stnga 2 Stnng 3 P(_)CI Total
Gross Gross Gross Gross Gross
ATVIG e NS ey carmyin! caming/
amount forECL  amount for ECL  amount for ECL amount for ECL amount for ECL

The bank ) £m £m £m £m £m £m fm fm £m £m
At 1 Jan 2022 65,710 (86) 5,657 (58)  1.088 (276) M - 7285 (390)
Transfers of financial instruments _ (959) [3] 774 B n ) 185 (18) — - - -
- transfers from stage 1 10 stage 2 (6,499) 6 ‘ 6,499 (6) & . - = - =
~ transfers from stage 2 1o stage 1 5,554 l 9) (5.554) 9 - - - - - -
- transfers to stage 3 ] (53) - (172]‘ 18 ‘ 225 {(18) - - — -

transfers from stage 3 L SRS R 1 RS B | =] =l =l = ‘ =
Net remeasurement of ECL arising from
transfer of stage — 5] _= (11) = - - e o (5)
New financial assets originated or
purchased 11,825 (15) - - - - - - 11,825 - (19)
Asgset derecognised (including final
repayments) (6,459) 1 {272) 2 {21) 2 - - (6,752) 5
Changes to risk parameters — further
lending/repayments 2,162 1" (79) 14 (182) 5 - - 1,901 30
Changes to risk parameters - cradit
quality = 1_? = ~ lag) EE [13L - == = _('I_EZ_]
Changes to model used for ECL
calculation ] - 7 - 10 . — - — =5 - 17
Assets written off = — - - (62) 62 - - (62) 82
Credit related modifications that resulted
in derecog_niliun - — - - - - = - - -
Foreign exchange 210 - 19 (3) 8 2) 1 - 238 (5)
Others’ 6,034 (1) - = = = = - 6034 a
At 31 Dec 2022 78,523 {33) 6,099 (73) 1,016 (358) = - 85,638 (464)
ECL income statement change for the
period - 27 - (124) - ~ (130)
Recoveries . ) - o .
Others ) - g - 18
Total ECL income change for the
period 112)
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Reconcihation of changes in gross carrying/nominal amount and allowances Tor loans and advances to banks and customers including
loan commitments and financial guarantees’ (contmued)

12 months ended

At 31 Dec 2022 31 Dec 2022

Gross carrying/ Allowance for ECL release/

nominal amount ECL (charge)

£m B £fm - ﬂ

As above ) 85,638 (464) (112)
Other financial assets measured at amartised cost 169,321 (3} (1
Nan-rading reverse purchase agreemeant commitrments 3,316 —_ -
Parformance and other guarantees nol considered for IFRS 9 1

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

applied/Summary consolidated income statement 258,275 (467) (112)
Debt instruments measured at FVOC| 12,206 {4) 2
Total allowance for ECL/total i stat t ECL ct for the period nfa (471) (110)

1 Excludes performance guarantee conlracts to which the imparment requirements i (FRS 9 are not applied.
2 Includes the period on period movement in exposures relating to other HSBC Group companies. As at 31 December 2022, these amaunted to
£3bn and were classified as stage 1 with na ECL.

Recancihation of changes in gross carryina/normimal amount and Mowanees Tor loans and advances to banks and customers including
lnan commitments and financial guarintees’ (contmuead)
Non crodit - wnpaired Credhit — impaired
Stage 1 Stage 2 Stage 3 POCI Total
Giross (Gross Grous Gross Gross
carrying’ [=aatilali ) GArrying' carrying! carrying/
nommal  Allowance momingl  Allowances nominal  Allowance nominal  Allowance! nominal  Allowence!
Armount for ECL amourt far ECL wmnount far ECL amaount for ECL Armotnt for ECL
Thit bank Em t'm Finy Fm Fm £m £m Em £m £m
1 Jan 2021 78,422 121} 14,161 (213) 1,395 {363} 2 () 93,980 (699)
Transfers of financial instruments: 4,795 {27) (4,840) 39 a5 {12) - -
transters from stage 1 Lo stage 2 | {2,261J| 3| 2,261 (3] | =
- transters from stage 2 to stage 1 7.043 | (29)| {7,043) 29| | . - =
translers to stage 3 {59) 13| 58 {13)
- transfers from stage 3 | 13] i 1 | 14) 1 -1 —
Net remeasurement of ECL arising from
transfer of slage 13 1) (il - — 1
New financial assets originated or
purchased 11,632 1 = — 11,532 (31)
Asset derecognised (including final
repayments) (11,867) 2 11,836) 17 (80} 4 2 | 113,779) 29
Changes ta risk parameters — further
lending/repayments 113,051) 58 {1,813) 32 (190) 4 — - [15,054) 94
Changes to risk parameters - credit
quality 48 59 - 13 - - 120
Changes to model used for ECL
calculation - 2 8 — 1
Assets writtc_q__nf_i - — - (78} 78 (1 1 79) 78

Credit related modifications that resulted
in derecognition

Foreign exchange (76) (15} i) | {95) 1

Others’ 14,061) (4,081) -
At 31 Dec 2021 55,710 {56) 5,657 |58) 1,088 1276) (1) 72,454 (390}
ECL income statemant change for the

period 92 16 20 1 229

Recoveries 1

Others 123}

Tatal ECL income staterment change for
the period 207
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Reconciliation of changes in gross carrying/nominal amount and allowances for loans and advances to banks and customers including

loan commitments and financial guarantees’ (continued)

12 months ended
At 31 Dec 2021 31 Dac 2021
Gross carrying/ ECL releasa/
nominal amount  Allowance for ECL [eharge)
fm Em ~ Em
As above o - 72,454 (390) 207
Other financial assets measured at amortised cost 135,033 (1) 1
Non-trading reverse purchase agreement commitments 1,139 — -
Performance and ather guarantees not considered ﬂ_;r IFRS 9 3 o q

Summary of financial instruments to which the impairment requirements in IFRS 9 are applied/Summary
consolidated income statement 208,626 {391) 212
Debt instruments measured at FVOCI 23,182 4) ]
Total allowance for ECL/otal income statement ECL change for the period nla (385) 217

1 Exchides perfarmance guarantee contracts to which the impairment requirements in IFRS 9 are not applied.
2 Includes the period on period movement in exposures relating to other HSBC Group companies. As at 31 December 2021, these amounted to
£14lbn and were classified as stage 1 with no ECL.

Credit quality

Credit quality of financial instruments

We assess the credit quality of all financial instruments that are
subject to credit risk. The credit quality of financial instruments is
a point-in-time assessment of the probability of default ('PD’),
whereas stages 1 and 2 are determined based on relative
deterioration of credit quality since initial recognition.

Accordingly, for non-credit-impaired financial instruments, there is
no direct relationship between the credit quality assessment and
stages 1 and 2, though typically the lower credit quality bands
exhibit a higher proportion in stage 2.

The five credit quality classifications provided below each
encompass a range of granular internal credit rating grades
assigned to wholesale and personal lending businesses and the

external ratings attributed by external agencies to debt securities,
as shown in the table on page 37.

Distribution of financial instruments by credit gquality st 31 December 2022

The group

In-scope for IFRS 9

Loans and advances to customers held at
amortised cost

- personal
corparate and commarcial
- non-hank financial institutions
Loans and advances 1o banks held at amortised
cost
Cash and balances at central banks
Items in the course of collection fram other
banks

Reverse repurchase agreements - non-trading
Financial investments

Assets held for sale

Prepayments, accrued income and other assets -
- endorsements and acceptances '
- accrued income and other |
Debt instruments measured at fair value

through other comprehensive income’
Out-of-scope for IFRS 9

Trading assets - )

Other financial assets designated and otherwise
mandatorily measured at fair value through

profit or loss

Derivatives

Assets held for sale

Total gross carrying amount on balance .
sheet

Strong
£m

27,997

2,019

19,352
6,626

14,637
131,379
2,281
43,777
3,028
19,419

53,972

208

53,764

28,248

26,961

1,945
199,167

0

552,918

Gross carrying/

Sub- Cradit
Gosd Seklidesry o oo
_ B £m £m o
19,618 19,612 4,263 2,227
2,928 858 103 105
13,393 16,496 3,910 1,853
3,207 2,258 250 269 |
790 1,634 26 65
- 55 == i1
i 4 — -
7,953 2,219 = =
= 220 o =
1,598 1,773 124 291
708 896 26 a3
a 25 = 6|
704 2 81| 26 26|
2471 626 1085 -
4,323 9,966 298 -
331 669 1 =
21,128 4,886 29 28
58,920 42,560 4,872 2,643

Total
£m

73,717
6,013

55,004

12,700 |

17,152
131,434

2,285
53,949
3,248
23,205
55,634
243
55,391

31,450
41,548
2,946
225238
107

661,913

Allowance
for ECL

£m

{1,103)
(55)
(937)
{(111)

(43)
)

(133)
3)

(3)

&N

(1,307)

g E

72.614

5,958
54,067
12,589

17,109
131,433

2,285
53,949
3,248
23,072
55,631
243

55.333_!

31,426

107

660,606
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Distribution of financial instruments by credit guality at 31 December 2022 (conunued)

Gross carrying

Sub- Cradit Allowance

Strong Good Satisf: Y fard impaired Total for ECL Net
The group £m £m £m £fm £fm ) Fm _E_rp_ £r|:|
Percentage of total credit quality 84% 9% 6% 1% —% 100% o
Loans and other credit-related commitmants 82,801 23,578 17,523 2,392 163 126,457 (67) 126,390
Laan and other credit related commitments for
loans and advances o customers 48,627 23,501 17.422 2,390 163 92,103 (66) 92,037
Loan and other eredit-related commitments for
loans and advances to banks 34,174 77 101 2 - 34,354 {1 34,353
Financial guarantees 2,924 1171 995 153 84 5,327 (20) 5,307
In-scope: Irrevocable loan commitments
and financial guarantees 85,725 24,749 18,518 2,545 247 131,784 {87) 131.697
Loans and other credit-related commitments 1,168 183 90 14 1 1,456 - 1,456
Performance and other guarantees 9,791 3,583 3,074 599 89 17,136 (18) 17,118
Out-of-scope: Revocable loan
commitments and non-financial
guarantees 10,959 3,766 3,164 613 90 18,592 {18} 18,574

7 For the purposes of this disciosure gross carrying value (s defined as the amortised cost of a financial asset, before adjusting lor any loss
allowance. As such the gross carrying value of debt instruments at [ VOC! as presented above will not reconcile to the balance sheet as it excludes
feir value gains and losses.

Instributian of financial instrumants by credit quality at 31 December 2021 (cantimbied)

Gross carrying/notional amount

Sub Credit Allowance
Strong oo Sanslactory standard inpsired Total for ECL Net

The group frm £ fm m £m fm fm Fm
In-scape for IFRS 9
|.oans and advances to customers held at
amortised cost 41,339 20,531 23,469 4,612 2,480 92,33 {1,154) 91,177

persanal 18,956 4,136 1,793 h6 453 | 25,394 (163} 25,231

corporate and commercial 16,533 13,867 19,597 4,305 1,785 56,087 {9643 55,123

nan-bank financial institutions 5,850 | 2,528 2,079 151 242 | 10,850 | 127) 10,823
Loans and advances ta barks held at amortised
cost 8,649 320 1,815 5 10,789 t3] 10,784
Cash and balances at central banks 108,133 198 151 108,482 108,482
Jtems in the course of callection from other '
banks 343 3 346 348
Reverse repurchase agreemeants - non-trading 47,01 6,355 1,022 54,448 54,448
Financial investments 2 8 10 - 10
Assets held for sale - -
Prepayments, accrued income and ather assets 36,558 GG 1,574 11 42 38,851 19) 38,842
~ endarsements and acceptances i 105 61 23 7| 196 = 196
— acorued income and other | 36,453 505 1,561 1 35| 38,655 9, 38,646
Debl instruments measured al fair valua through
othar comprehensive incame’ 36,410 1,899 1,406 118 39,833 119 39,814
(jil.l-u.!-scope for IFRS 9
Trading assels 28110 5,331 8,985 350 - 42,776 - 42,776
Other financial assets designated and otherwise
mandatorily measured at fair value through profit
or loss 2,246 304 2,644 3 5,197 - 5,197
Derivatives 111,471 25,487 4,054 207 2 141,221 141,221
Agsets held for sale _' )
Tatal grass carrying amount on balance sheet 420,332 61,091 45,131 5,206 2,524 534,284 {1,187} 533,087
Percentage of lolal cradit quality 8. 7% 11.4% 8.4% 1.0% 0.5% T00.0%
Loans and other credit-related commitments 711,74 21,860 20,018 1,874 202 115,695 thh) 115,640
Financial guarantees 8412 1,088 1.245 210 99 11,064 {17 11,037
In-scope: Irrevocable loan commitments and
financial guarantees 80,153 22,948 21,263 2,084 am 126,749 (72} 126,677
Loans and other credit-related commitments 2,134 1.114 432 94 7 3,781 — 3,781
Parformance and other guarantees 7,738 4,359 3,130 490 116 15,833 131) 15,802
Out-of-scope: Revocable loan commitments and
non-financial guarantess 9,872 5,473 3,662 Hid 123 19,614 {31) 19,583

1 For the purposes of this disclosure gross carrying value is defined as the amartised cost of a financial asset, before adjusting for any loss
allowance. As such the gross carrying value of debt instruments at FVOC! as presented above will not reconcile to the balance sheet as it excludes
fair value gains and losses.
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Distribution of financial mstruments by credit quality at 31 December 2022

Gross carrying/)

Sub- Credit Allowance
Strong Good Satisf: v tandard impaired Total for ECL Net
The banlk £m £m £m B £m fm £fm ~ Em ~ Em
In-scope for IFRS 9 o o o — — -
Loans and advances to customars held at
amortised cost 21.§p1 ) 9.291__ 4,838 765 875 37,370 ; (378) 3_3,_992
- personal 1,837 927 797 10 13 3,584 | (12). 3,572
- carparate and commaercial 12,018 6,001 3,230 613 594 22,456 (247) 22,209
non-bank financial institutions 7.746 2,363 B11 142 268 11,330 | (119) 11,211 |
Loans and advances to banks held al amortised
cost 13,764 512 163 25 65 14,529 43) 14,486
Cash and balances at central banks 78,442 — - - - 78,442 (U] 78,441
ltems in the course of collection from othar
banks 1,863 - - - - 1,863 - 1,863
Reverse repurchase agreements - non-trading 33,159 7,763 2,133 - = 43,055 43,055
Financial investments 6,190 - 188 - - 6,378 - 6,378
Prepayments, accrued income and other assets ) 39,376 95 81 10 21 39,583 (2) 39,581
endorsements and acceptances 205 4 3 — 6 218 - 218
- acorued income and other 39,171 91 78 | 10 15 ‘ 39,365 (2) 39,363
Debt instruments measured at fair value
through other comprehensive income' 12,827 64 307 - - 13,198 4) 13,194
Out-of-scope for IFRS 9 B o o S — — _
Trading assets 18,479 4,226 9,213 298 = 32.216 - 32,218
Other linancial assets designated and otherwise
mandatorily measured at fair value through
profit or loss 149 214 651 1 - 1,015 - 1,015
Derivatives 174,548 18,118 4,031 17 - 196,714 - 196,714
Total gross carrying amount on balance
sheet 400,398 40,283 21,605 1,116 961 464,363 (a28) 463,935
Percentage of total credit quality 86.2% 8.7% 4.7% 0.2% 0.2% 100.0% S
Loans and other credit-related commitments 125,143 6,577 3,200 732 40 35,692 {31) 35,661
Financial guarantees 729 205 388 5 36 1,363 112 1,351
In-scope: Irrevocable loan commitments
and financial guarantees 25,872 6,782 3,588 737 76 37,055 43} 37,012
Loans and other credit-related commiiments 493 183 91 14 1 782 - 782
Performance and other guarantees 5,338 1,083 417 42 6 6,886 (7) 6,879
Out-of-scope: Revocable loan
commitments and non-financial
guarantees 5,831 1,266 508 56 7 7,668 (7) 7,661

1 For the purposes of this disclosure gross carrying value is defined as the amortised cost of a financial asset, before adjusting for any loss

allowance. As such the gross carrying value of debt instruments at FVOC as presented above will not reconcile to the balance sheet as it excludes

fair value gains and losses.
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istribution of financial mstruments by credit guality a1 3

|

December 2021 [continued)

Gross carrymg/notional amount

Sutby Cridit Allowance
Strang Giood Satisfactory standard impaired Total for ECL Net

The bank Em fm Em fm I'm 'm £m £m
In-seope for IFRS 9
Loans and advances to customers held at
amortised cost 16,093 9,038 6,467 804 984 34,286 (350) 33,936
- personal 1,809 850 860 13] a8 3,680 (6) 3674

corporate and commercial | 8,120 | 6,649 5,003 129 681 21,182 (308) 20,874

non-bank financial institutions 6,964 | 1,539 (M) 62 265 9.424 iSEFi 9,388
Laans and advances to banks held at amortised
cosl 6.427 166 187 2 6,782 (4) 6,778
Cash and balances at central banks G3.008 — 63,008 63,008
Items in the course of collection from ather bitnks 21 21 - 211
Reverse repurchase agreements — non-trading 32,877 5916 915 39,708 39,708
Financial investments 3,337 - 3,337 ~ 3,337
Prepayments, accrued income and other assels 28,524 121 94 2 28 28,769 (1) 28,768

endorsements and acceptances an fil 13 =] 7 171 - 171
— acerued income and other | 28,434 (1] 81 2| 21 28,598 | 1) 28,597
Dabt instruments measured at fair value through
ather comprehensive income’ 21,748 64 1,039 22,851 ] 22,847
Out-ol-scope for IFRS 9
Trading assets 18,318 5,087 8,470 360 32,220 = 32,220
Other financial assets designated and otherwise
mandatorily measured at fair value through profit
ar loss 138 2 504 2 2,644 ~ 2,644
Derivatives 98,698 24,160 2,854 75 125,787 = 125,787
Total gross carrying amount on balance sheet 290,279 44,547 22530 1,236 1.012 359,603 {359) 360,244
Percentage of total eredit quality 0. 7% 12:4% £.3% 0.3% 0:3% 100.0%
Loans and other credit-related commitments 20,446 6,663 3,651 452 43 31,266 (29 31,226
Financial quarantees 630 B9 an 20 60 1.270 7 1,263
In-scope: Irevocable loan commitments and
financial quarantees 21,076 6,752 4122 472 103 32,525 136) 32,489
Loans and other cradit-related commitments G20 383 126 86 1 1.216 1,216
Performance and other guarantees 1,846 1,839 180 56 13 7,334 7 7,327
Out-of-scope: Revacable loan commitments and '
non-financial guarantees 5,466 2,322 606 142 14 8,550 (7} 8,543

1 Forthe purposes of this disclosure gross cartying value is defined as the amortised cost of a financial asset, before adjusting for any loss

ailowance. As such the gross carrying value of debt instruments at FVOC! as presented above will nat reconcile to the balance sheet as it excludes

fair value gains and losses.
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Distribution of financial instruments to which

the impairment requirements in IFRS 9 are applied, by credit quality and stage distribution

érum carryi I
Sub- Credit Allowance
Strong Good § y  standard  impaired Total for ECL Net
The group £m £m £m £m £m £fm  fm Em
Loans and advances to customers at amortised B
cost 27,997 19,618 19,612 4,263 2,227 73,717 (1,103) 72,614
_ stage 1 27,183 18885 16,313  1292| | 63673  (51) 63622
stage 2 814 733 3,299 2,97 - 7,817 (145) 7,672
- slage 3 = - - - 2,224 2,224 ©07)| 1,317‘
- POCI = - - - 3 3 - 3
Loans and advances to banks at amortised
cost 14,637 790 1,634 26 65 17,152 (43) 17,109
stage 1 14,502 565 1,605 1] -] 16673 © 16,667
- stage 2 135 225 29 25 - 414 [21|I 393
- stage 3 - - - - 65 65 (16) 49
- = [ S S (= = .~ N
Other financial assets measured at amortised
cost 253,856 10,259 5,167 150 323 269,755 (137) 269,618
- stage 1 | 253,577 9,893 4,272 28 —| 267,770 {mi 267,756
— stage 2 | 279 366 895 122 - 1.662 (17) 1,645
staga 3 o o - ‘ - 323 323 (1086) 217
pocl =] _ = —v i =0 | B~ . ...
Loans and other credit-related commitments 82801 23,578 17,523 2,392 163 126,457 67) 126,390
stage 1 | 79,931 21,530 14,570 | 9263 | - [ 116,994 [13}; 116,981
- stage 2 | 2,870 2,048 2,953 1,429 - 9,300 (32) 9,268
- stage 3 | - - - - 163 163 (22), 141
i | =3 = v | == l - - ' - ‘
Financial guarantees 2,924 1,171 895 153 84 5,327 {20} 5,307
stage 1 2,895 1,058 727 35 - 4,715 (1) 4,714 I
- slage 2 29 113 268 118 - 528 12) 526
- stage 3 | = = - - | 84 84 ma‘ 67
At 31 Dec 2022 382,215 55,416 44,931 6,984 2,862 492,408 (1,370) 491,038
Debt instruments at FVOCI' : ) )

- stage 1 | 28,047 2,384 547 - e 30,978 (10) 30,968
- stage 2 i 201 87 79| 105 - 472 (14) 458 |
stage 3 | - - - - — - - -
At 31 Dec 2022 28,248 2,471 626 1056 - 31,450 {24) 31,426

1. For the purposes of this disclosure gross carrying value is defined as the amortised cost of a financial asset, before adjusting for any loss
allowance. As such the gross carrying value of debt instruments at FVOC! as presented above will not reconcile to the balance sheet as it exciudes

Tair value gains and losses.
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Distribution of finanaial instruments 1o which the impairme

{continued)

it requirerments in IFRS @ are applied, by credit quality and stage distribution

Giross carrying/notional amaount

Sub- Credit Allowance
Strong Good Satislactory standard imipaired Total for ECL Net
The group fm frn frm Em fm £m fm £m
Loans and ;tdv_u__n_ces 1o customers at amortised cost 41,339 20,631 23,469 4,512 2.480 5!2,1-1_31 {1,154) 91 ,_‘I__??
stage 1 40,831 19,376 | 19,077 1,446 [ 80730 ~(86) 80,644
- stage 2 508 1,185 4,392 3,066 ‘ 91 1158)/ 8,963
stage 3 — 2478 2478 ‘ {908) 1,570
poct _ 2 2| 2) :
Loans and advances to banks al amortised cost 8,649 320 1,815 5 10,789 15) 10,784
stage 1 8,620 | an 1,814 b 10,750 14} 10,746
stage 2 29 9 1 - 39 (1} 38
stage 3 — -
poc | | - | | - | .
ther financial assets measured at amortised cosl 192,107 7.219 2,758 11 42 202137 (9) 202,128
stage 1 192,108 | 7,214 2,727 2 | 202,048 = 202,048
stage 2 2 5] 31 L a7 | - 47
slage 3 42 42| ()] 33
POCI | = =
Loans and other credit-related commitments 71,741 21,860 20,018 1.874 202 115,695 {55) 115,640
stage 1 . 71,024 19,960 | 16,337 551 - 107,922 (25) 107,897
- stage 2 667 1.900 | 3,681 1,323 ‘ 7671 {22) 7,549
stage 3 : 202 | 202 8) 194
POCI ' | —| ~
Financial guarantees 8,412 1,088 1,245 210 98 11.054 (17) 11,037
stage 1 8,340 | 951 | 849 75 10,216 | 3l 10,212
stage 2 72 137 | 396 135 740 7 733
stage 3 ‘ 99 a9 7} 92
- poc! | =il =
AL 31 Dec 2021 322,248 51,018 49,305 6,612 2,823 432 006 (1,240) 430,766
Debt instruments at FYOC!!
slage 1 36,005 1,825 1,292 - 39,122 1oy 38,112
stage 2 405 74 14 118 — 71 19) 702
slage 3 = —
—pocl : - | = | =] =
At 31 Dac 2021 36,410 1,890 1,406 118 349,833 {18} 39,814

1 For the purposes of this disclosure gross carrying value is defined as the amortised cost of a financial assel, before adjusting for any loss

allowance. As such the gross carrying value of debt nstruments at FVOC! as presented above will not reconcile to the balance sheet as it excludes

fair value gains and losses.
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Distribution of financial instruments to which the impairment requirements in IFRS 9 are applied, by credit quality and stage distribution
I 1 P ) 1 Y *]

tcontintuad)
Gross carrying/ I amount
Sub- Credit Allowance
Strong Good factory dard paired Total for ECL Net
The bank - £Il'l tl!_!_ fm  £m £m fm - _931_ - ET_
Loans and ad 1o custi s at e
amortised cost 21,601 9,291 4,838 765 875 37,370 (378) 36,992
- stage 1 20,937 9,032 | 3,849 101 ~| 33919 (19) 33,900
stage 2 664 259 | 289 664 ~| 2,576 (35) 2,541
stage 3 = - @ = 875 875 (324) 551
- Poc s =i S = - o =] =
Loans and advances to banks at amortised
cost 13,764 512 163 25 85 14,529 (43) 14,486
~ stage 1 13,663 502 | 134 ) 14,299 5 14,294
stage 2 101 10 ' 29 25 = 165 (22) 143
- stage 3 - = - - 65 65 (186) 49
POCI - -] = | - - - = =
Other fi ial t ed at amortised
cost 159,030 7,858 2,402 10 21 169,321 (3 169,318
stage 1 159,026 7,857 | 2,393 == —| 169,276 2) 169,274
- slage 2 4 1| 9 10| - 24 (1) 23
- stage 3 — - - - 21 21 - 21
- poci = =1 = =] e =1 ___ =
Loans and other credit-related commitments 25,143 6,577 3,200 732 2 40 35,692 !:?1_}_ 35,661
stage 1 | 24007 5,971 2,329; 120 —| 32,427 (90 32418
~ slage 2 | 1,136 606 | 871 612 - 3,225 {15) 3,210
stage 3 | a - - - 40 40 (%) 33
- pocl - = —| = - = =) -
Financial guarantees 729 205 388 5 3 1,363 (1z2) 1,351
- stage 1 729 200 265 - - 1,104 - 1,194
- stage 2 - 5 123 5 - 133 (1 132
- stage 3 - - — - 36 36 (11) 25
- POCI . - e - ] -{ -
At 31 Dec 2022 220,267 24,443 10,991 1,537 1,037 258,275 (467) 257,808
Debt instruments at FVOCI'
- stage 1 12.827 64 3ozi = = 13,193 (m 13192
- slage 2 - - 5 - - 5 (3) 2
- slage 3 - - i - - - - -
- PoCl e = =l = = 2 =i -
At 31 Dec 2022 12,827 64 307 - - 13,198 4 13,194

1 For the purposes of this disclosure gross carrying value is defined as the amortised cost of a financial asset, before adjusting for any loss

allowance. As such the gross carrying value of debt instruments at FVOC! as presented above will not reconcile to the balance sheet as it excludes

fair value gains and losses.
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Distribution of financial instrumeants to which the impairment requirements in IFRS 9 are apphied, by credit quality and stage distribution

{eontinued)

Gross carrying/notional amount

Sub Credit Allowance
Strong Good Salislactory standard impaired Total for ECL Net
The banl ) Fm m Em fm Fm £m Em £
Loans and advances 1o customers at amortisod cost 16,993 9,038 6,467 B0 981 34,286 (350} 33,936
stage 1 16,757 8,305 4,964 78 30,106 | (33} 30,072
- slago 2 236 7133 1,603 725 3,197 47) 3,150
slage 3 984 984 {270) 714
FOCI = —
Loans and advances o banks al amortised cost 6,427 166 187 2 6,762 4 6,778
stago 1 6,427 | 160 | 186 2 | 6,775 13) 6,772
stage 2 G 1 ! {1 [

slage 3 =
POCI - =
Other financial assets measured al amortised cost 127,957 6,037 1,009 2 28 135,033 (N 135,032
atage 1 127,956 5,037 991 134,989 | 134,984
stage 2 1 18 2 bl - 21
slage 3 B 28 1) 27
POCI | =
| oans and other credit-related commitmants 20,446 6,663 3,651 452 43 31,266 29} 31,226
stage 1 20,307 6,469 2,135 28,911 (15) 23,896
stage 2 139 | 194 1,616 152 | 2,301 (1) 2,290
:;lm‘:;r’. 3 43 | 43 (3) 40
POCI f | .
Financial guarantess (30 89 471 20 G0 1,270 {7 1,263
stage 1 G300 8 324 17 1,060 (1) 1,058
_ stage 2 | 147 3 150 | = 150
stage 3 6O | 60 (6) 54

- POCI | —
At 31 Dec 2021 172,453 21,993 11,785 1,280 1.115 208,626 1391) 208,235

Debt instruments at FVOCT ) ) -

- stage 1 21,748 | 64 1,035 = — 22,847 2) 22,845
- stage 2 | | 4 - q 12} 2
- stage 3 B | = = | —
- POCI - = - - -
At 31 Dec 2021 21,748 0G4 1,039 22,851 (4) 22,847

T For the purposes of this disclosure gross cartying valde is defined as the amortised cost of a financial assel, before adjusting for any loss

allowance. As such the gross carrying value of debt instruments at FVOCI as presented above will not reconcile to the balance sheet as it excludes

fair value gains and losses.

Credit-impaired loans

The group determines that a financial instrument is credit impaired

and in stage 3 by considering relevant objective evidence,

primarily whether:

¢ contractual payments of either principal or interest are past due

for more than 90 days;

« there are other indications that the borrower is unlikely to pay
such as that a concession has been granted to the borrower for
economic or legal reasons relating to the borrower's financial

condition; and
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* the loan is otherwise considered to be in default. If such

unlikeliness to pay is not identified at an earlier stage, it is
deemed to occur when an exposure 1s 90 days past due, even
where regulatory rules permit default to be defined based on
180 days past due. Therefore, the definitions of credit-impaired

and default are aligned as far as possible so that stage 3
represents all loans which are considered defaulted or

otherwise credit-impaired.



Forbearance

The following table shows the gross carrying amounts of the
group’s holdings of forborne loans and advances to customers by

industry sector and by stages.

A surnmary of owr current polic
Cradit risk management” an

dnd practices for forbearance s et oat in

Forborne loans and advances to customers at amortised costs by stage allocation
Stage 1 Stage2 Stage 3 POCI Total
The group : £m _ &m £m _ fm £m
Gross carrying amount
Parsonal — 29 32 - 61
— first lign residential mortgages | - | 24 27 ‘ - 51
— other persanal lending which Is securaed | - 3 4 - 7
cradit cards o o ' ' i ‘ 1 - ‘ = | 1
- other personal lending which i1s unsecurad I B — | __ 1 - 1 = o 2|
Whaolesale - 1,816 726 =S 2,542
corporate and commercial - 1,804 [ 722 - 2,526 i
- non-bank financial institutions - | 12 4 = 16|
At 31 Dec 2022 — 1,845 758 — 2,603
Allowance for ECL
Personal - 2) 4} - 8l
first lien residential mongages - 2) (4) =] {6]!
- ather personal lending which is secured | — - - —_ =
- credit cards - ‘ - - - ‘ -
- other personal lending which is unsecured =l = | - += |
Wholesale - (25) (252) - (277
corporate and commercial -] {24l {252)} =1 IZ?B]!
- non-bank financial institutions —| 1) - - B {1l_|
At 31 Dec 2022 — (27) (256) - 283)
The group B
Gross carrying amount o
Parsanal - = 132 = 132
- lirstlien residential mortgages | - — | 96 - 96
- other personal lending I — | = | 36| =] 36
Wholesale 49 92 706 2 949
corporate and commercial 49 192 702 | 2| 945 |
- non-bank financial institutions - 4 — 4
At 31 Dec 2021' 49 192 838 2 1,081
Allowance for ECL
Personal - {15) (15}
- first lien residential montgages - — (1 l]i — {11)
— other persanal lending - | {4 I 4
Wholesale - i) (5 {218} 2 (226)
- corporate and commercial 1) (5| {218) 12} (226)
non-bank financial institutions =] ==| —| = | —
AL 31 Dec 2021' (1) (5) 1233) (2) (241)

1 Forborne exposures and allowances for ECL at 31 December 2021 have not been restated and ag
in the Annual Report and Accounts 2021,

reed with the policies and disclosures presented

Following the adoption of the EBA 'Guidelines on the application of definition of default’, retail and wholesale loans are identified as
forbarne and classified as either performing or non-performing when we modify the contractual terms due to financial difficulty of the
borrower. At 31 December 2022, we reported £1,845m (31 December 2021 £241m) of performing forborne loans. The increase of
£1,604m was mainly driven by the inclusion of non-payment-related concessions in the forbearance assessment since 1 January 2022.
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Forbarne loans and advances to customers at amortised costs by stage allocation (continued)

Stage 1 Stage 2 Stage 3 PoCI Total
The bank £m £m £m Em £fm
Gross carrying amount
Personal — 1 7 - 8
first lien residential mortgages — — 6 - 6
cradil cards - 1 - - 1
other personal lending which is unsecured = - 1 = 1
Wholesale = 106 364 = a7
corporate and commercial - 106 364 = 470
At 31 Dec 2022 — 107 371 — 478
Allowance for ECL
Parsonal - - (1)) 3 (1)
first lien residential mortgages — — {1 — (1)
cradit cards - - - - —
other parsonal lending which is unsecured - - £5 — -
Whaolesale - (1) (158) - {159)
corporate and commercial - (1) (158) - {1 59.]
At 31 Dec 2022 — (1) (159) — (160)
Tha bank
Gross carrying amaount
Personal ] 3
first hen residential morigages 2 2
ather personal lending 1 1
Wholesale 40 168 431 629
corporate and commercial 40 168 431 629
AL 31 Dec 2021 40 158 434 632
Allowange for ECL
Personal - -
first lien residential mortgages
other personal lending =
Whalesale m (2) {124) 12
corporate and commercial (1) 2) [124) {127)
At 31 Dec 2021 i1 {2) (124) (127}

1 Forborne exposures and allowances for ECL at 3T December 2027 have not been restated and agreed with the policies and disclosures presented

in the Annual Report and Accounts 2021,

66 HSBC Bank plc Annual Report and Accounts 2022



Wholesale lending

This section provides further details on the countries and

industries comprising wholesale loans and advances to customers

and banks. Industry granularity is also provided by stage with

geographical data presented for loans and advances to customers
and banks, loans and other credit-related commitments and

financial guarantees.

Total wholesale lending for loan

5 and advan

Gross carrying amount

28 10 banks and customers by stage distribution

Allowance for ECL

Stage1 Stage2  Stage3 PoCI Total Stage1 Stage2  Stage3 poci Total
The group £m £fm £m £m £m £m £m £m £m £m
Corparate and commercial 46,671 6479 1,851 3 55004 (40) (123) (774) = (937)
- agriculture, forestry and fishing 166 20 29 = 215 ‘ - (1) (12) = (13)
- mining and guarrying 943 | 1 — - 944 2) - — - IZ}@
- manufacturs 9,963 1,228 317 2 11,510 (/) (13) (78) - (98)
— electricity, gas, steam and air- I |
conditioning supply 1,838 165 78 - 2,081 W] [R}] (6) - (B]:
- waler supply, sewerage, waste l |
management and remediation 208 6 5| - 219 - — 4) — 4)
- construction 571 107 47 =" | 725 (&1 {3) (14) = (18)
- wholesale and retail trade, repair of | i |
maotar vehicles and motoreycles 8,397 | 645 178 1 9,221 4) (E}I (114) — (124)
- transportation and storage 2,980 1,418 157 | - 4,555 (6)/ (13) (56) - (75)
- accommadation and food | 668 209 46 =i 923 t2|i {5]: {11) - I'lB]i
publishing, audiovisual and
broadcasting 3,292 20 36 - 3,418 (2) (1) (14) - (17)
- real estate 3,955 784 199 | - 4,938 (s) (16) (124) - (145)
- professional, scientific and 1echinical [ |
activities 2,568 564 211 - 3,343 (2) (12) (95) = (109)
- administrative and support services 8,177 957 312 - 9,446 (7 (38) (173) - (218)
public administration and defence, |
compulsory social security | 33 - - - 33 - - - - -
— education 30 4 3 - 37 - — : (L)) - ()
health and care | 153 25 88 - 266 [ (1) (49) - (50)
- arts, entertainment and recreation . 86 70 5 - 161 - (2) 2) i (4)
other services 1,330 38 76 - 1,444 (1 — (19) - (z0)
- activities of househalds 3 - - - 3 - - - - -
- extra-territonal organisations and
bodies activities 39 - - | - 39 - - | - -
_ government | 1,255 137 64 ~|  1,456| i = 2) = @
- asset-backed securities | 16 11| - - k1 - (1) - = (11)
Nan-bank financial institutions 11,708 723 268 - 12,700 2) Y] (102) - (111)
Loans and advances to banks 16,673 414 65 - 17,152 {6) ~(21) (16) - 43)
At 31 Dec 2022 - 75,053 7616 2,184 3 84,856 48 (151) (892) -  (1,001)
By country — - )
UK 36,885 2,187 825 -~ 39,897 (15) 147) (309) - (371)
France 25,940 3,331 850 2 30,123 (6)  (67) {435_4 - {518)
Germany 5197 1,155 313 — 6665 - 21 (107) < (128)
Other countries 7,031 943 196 1 81N (17) (16) (41) - (74)
At 31 Dec 2022 75,053 7,616 2,184 3 84,856 (48) (151) (892) - {1,091)
Total wholesale lending for loans and other credit-related commitments and financial guarantees’ by stage distribution
Nominal amount o Allowance for ECL -
Stage1 Stage2 Stage3  POCI Total  Stage1 Stage2 Stage3  POCI Total
The group fm £m £m £m £m £m £m £m £m £m
Corporate and commercial 63,605 8,012 239 — 71,856 {13) (29) (39) = {81)
Financial 56,080 1,707 2 - 57,789 (1) (5) - — (6)
At 31 Dec 2022 119,685 9,719 241 — 129,645 (14) (34) (39) - (87)
By geography B . o = — =
Europe 119,685 9719 241 - 129,645 4 @a @9 - (87)
- of which: UK 29,090 3665 59 - 32804 9 (177 @ - (33)
of which: France B 75,886 2,796 38 - 78720 12) (5 (14) - {21)
~ of which: Germuny 10,748 2,749 700 - 13597 (1) (11) = - (12)
1 Excludes performance guarantee contracts to which the impairment requirements in IFRS 9 are not applied.
HSBC Bank plc Annual Report and Accounts 2022 67




Report of the Directors | Risk

Tatal wholasale lending for laans and advances 1o hanks and customers by stage distribution (contimued)

Gross carnying amaount Allowance for EEL
Stane 1 Slaga 2 Stage 3 PoCH Total Srage 1 Stage 2 Smge3 POCI Total

The group fm fm fm fm Fm fm Frn £m fm fm
Corporate and commercial ) 46,237 8,066 1.782 2 56,087 {58) 1137) (767) 2) 1964}

agriculture, fo.r.eslry and fishing 1657 T 7 . m - | (5}: - {5}

mining and quarrying | 1.207 86 58 1,351 ik (1) {5) — 7

manufacture 7.327 1,624 8 2 9,234 18) (1) {72) {2} (96}

plectrcity, g:ls, steam and air-

conditioning supply 2,891 49 a0 2,970 13} (1 14 8
- water suppl.y. sewerage, wasle |

management and remediation 215 q 219 4} — (4}

canstruction | 641 116 a7 854 2) 12 140 = 44)

whalasale and retail trade, repair of

maotar vehicles and motorcycles | 7,743 889 192 - 8,824 (44 18) (132)| = 1144y

Iransportation and storage 3,254 1,570 | 205 5,029 | 49) (209 {E:E-JI - 85)

accommodation and food 831 409 80 1,320 4 (10 (20) - (34)

publishing, audiovisual and | ‘

broadeasting 2,390 a1 50 251 2\ (2) (12) = 116}

rool estate - | a819| 891 280 . 6,020 ) (a2)| {159) {200)

professional, scientific and technical |

achvities 2,622 669 221 . 342 [3) 18)| (60) [71)

administrative and support setvices I 4,766 1,204 | 178 10,147 i) {21} (161 — {191)

public administration and defence, | |

campulsory social security 376 180 | H56 - =

oducation 22 6| 3 - 30 ~ | Al ()l — 2)

health and care | 473 41 (5 - 526 1) () 15) - 110)

arts, entertainment and recreation 104 116 8 225 | (3} (3) = (6}

other services ' 1,427 66 | an - 1,678 (@ 2) 128)| = (33}

activities of households — 2 | = 2 -

government 1,027 45 | - 1,072 - —
- asset-backed securities 16 10| - 26 (8) | = 8
Non-bank financial institutions 10,238 369 243 10,850 (6) (5) (16} = (27)
Loans and advances to bariks 10,750 39 - 10,789 4 (1) — (5}
A 31 Dec 2021 67,225 8474 2,025 2 17,726 168) 1143) (783) i2) {996}
By country
UK 27,765 3,001 832 - 31,598 (34) 113} (233) - {310}
France 29,287 3492 !_')?2 1 33,362 (27) {62] (396) [__1_]_ (486)
Germany 4,628 1175 328 6,131 {17) [73) - (90)
Other countries 5,645 806 293 1 6,645 17} (21) B [} 110}
At 31 Dec 2021 67,226 #5474 2,025 2 17,726 (68) 1143) (783) {2) |996)

Total wholesale lending for loans and other credit related commitments and financial guarantees’ by stage distribution (continued)

Nominal ameaunt Allervance for ECL
Stago 1 Stage 7 Stage 3 POCI Tatal Stage 1 Stage 2 Stage 3 POCH Total

The group fin £m Em 'm Em I'm Fim Cm Fm £m
Corporate and commercial 65,582 7,369 295 ~ 737246 22) (27) (15} - {64)
Financial 50,380 826 2 51,208 (5} 2 = 7
At 31 Dec 2021 115,962 8,196 297 — 124,454 27 129) (15) {71)
By geography . )
Europe 115,962 8,195 297 — 124454 127} (29) {15) = Al
— of which: UK 25,662 2,910 a7 28,659 (16) (11 =] - (30)
— of which: France 77,664 1.273 37 78.974 (3) 3 i) = (10)
 of which: Germany 10714 3691 127 = 13,933 {4 18 47 - i13)

1 Excludes performance guarantee conltracts to which the impairment requirements in IFRS 8 are not appled.
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Collateral and other credit enhancement

Although collateral can be an important mitigant of credit risk, it is
the group's practice to lend on the basis of the customer's ability
to meet their obligations out of cash flow resources rather than
placing primary reliance on collateral and other credit risk
enhancements. Depending on the customer's standing and the
type of product, facilities may be provided without any collateral
or other credit enhancements. For other lending, a charge over
collateral is obtained and considered in determining the credit
decision and pricing. In the event of default, the group may utilise
the collateral as a source of repayment.

Depending on its form, collateral can have a significant financial
effect in mitigating our exposure to credit risk. Where there is
sufficient collateral, an expected credit loss is not recognised. This
Is the case for reverse repos and for certain loans and advances to
customers where the loan to value (‘'LTV') is very low.

Mitigants may include a charge on borrowers’ spacific assets,
such as real estate or financial instruments. Other credit risk
mitigants include short positions in securities and financial assets
held as part of linked insurance/investment contracts where the
risk is predominantly borne by the policyholder. Additionally, risk
may be managed by employing other types of collateral and credit
risk enhancements, such as second charges, other liens and
unsupported guarantees. Guarantees are normally taken from
corporates and export credit agencies, Corporates would normally
provide guarantees as part of a parent/subsidiary relationship and
span a number of credit grades. The export credit agencies will
normally be investment grade.,

Certain credit mitigants are used strategically in portfolio
managemant activities. While single name concentrations arise in
portfolios managed by Global Banking and Commercial Banking, it
is only in Global Banking that their size requires the use of
portfolio level credit mitigants. Across Global Banking, risk limits
and utilisations, maturity profiles and risk quality are monitored
and managed proactively. This process is key to the setting of risk
appetite for these larger, more complex, geographically distributed
customer groups. While the principal form of risk management
continues to be at the point of exposure origination, through the
lending decision-making process, Global Banking also utilises loan
sales and credit default swap ('CDS’) hedges to manage
concentrations and reduce risk. These transactions are the
responsibility of a dedicated Global Banking portfolio management
leam. Hedging activity is carried out within agreed credit
parameters, and is subject to market risk limits and a robust
governance structure, Where applicable, CDSs are entered into
directly with a central clearing house counterparty.

Otherwise our exposure to CDS protection providers is diversified
among mainly banking counterparties with strong credit ratings.

CDS mitigants are held at portfolio level and are not included in
the expected loss calculations. CDS mitigants are not reported in
the following tables.

Collateral on loans and advances

The following tables include off-balance sheet loan commitments,
primarily undrawn credit lines.

The collateral measured in the following tables consists of charges
over cash and marketable financial instruments. The values in the
tables represent the expected market value on an open market
basis. No adjustment has besn made to the collateral for any
expected costs of recovery. Marketable securities are measured at
their fair value.

Other types of collateral such as unsupported guarantees and
floating charges over the assets of a customer’s business are not
measured in the following tables. While such mitigants have value,
often providing rights in insolvency, their assignable value is not
sufficiently certain and they are therefore assigned no value for
disclosure purposes.

The LTV ratios presented are calculated by directly associating
loans and advances with the collateral that individually and
uniguely supports each facility. When collateral assets are shared
by multiple loans and advances, whether specifically or, more
generally, by way of an all monies charge, the collateral value is
pro-rated across the loans and advances protected by the
collateral.

For credit-impaired loans, the collateral values cannot be directly
compared with impairment allowances recognised. The LTV
figures use open market values with no adjustments, Impairment
allowances are calculated on a different basis, by considering
other cash flows and adjusting collateral values for costs of
realising collateral as explained further on page 129,

Other corporate, commercial and financial (non-bank) loans
and advances

Other corporate, commercial and financial (non-bank) loans are
analysed separately in the following table, which focuses on the
countries containing the majority of our loans and advances
balances. For financing activities in other corparate and
commercial lending, collateral value is not strongly correlated to
principal repayment performance.

Collateral values are generally refreshed when an obligor's general
credit performance deteriorates and we have to assess the likely
performance of secondary sources of repayment should it prove
necessary to rely on them.
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Wholesale lending - corporate, commercial and financial {non-bank) leans and advances Including loan cormmibments by level of

collateral for key countries by stag

(excluding commercial real estate)

of which:
Total UK France Germany
Gross Gross Gross Gross
carrying/ carrying/ earrying’ carrying/’
nominal ECL naminal ECL naminal ECL nominal ECL
] ] coverage amount coverage
The group £m Yo £ £ £m %o £m a
Stage 1
Not collateralised 117,166 — 46,080 - 53,960 — 11,577 .
Fully collateralised 10,444 0.1 6,300 0.1 2,146 — 809 —
LTV ratio: _
less than 50% 2,456 0.2 1,643 0.2 491| - - .
51% ta 75% 3.321 0.1 2,161 - 1,050 | - | - —
76% 10 90% 354 - 234 - 36 | - —
91% ta 100% 4,313 2,262 = 569 - | 809 =
Partially collateralised (A} 4,542 0.1 769 — 3,797 0.1 — -
collateral value o A 3,664 77 3,128 -
Total 132,152 - 52,549 59,903 - 12,386 -
Stage 2
Mot collateralised 13,074 0.9 4,219 0.8 4,581 1.0 3,269 0.9
Fully collateralised 1,132 1.5 327 1.2 239 1.7 228 0.9
LTV ratio: . ) ) -
less than 50% 515 1.7 224 0.4 122 0.8 - -
51% to 76% 272 15 84 3.6 69 1.4 = -
T6% 1o 90% 4 - 2 - i - | —
91% 1o 100% 3n 1.2 17 — 47 4.3 228 0.9
Partially collateralised (B): 509 1.4 23 - 472 1.5 - -
eollateral value on B 426 13 405 =
Total 14,715 1.0 4.569 0.8 5,292 1.1 3,497 0.9
Stage 3 o
Not collateralised 1,795 40.3 673 31.2 668 57.9 348 287
Fully collateralised 80 26.3 10 10.0 12 333 24 _?g._Z_
L7V ratio T
- less than 50% 26 231 2 - 7 28.6 — -
- 51% 10 75% 6 333 3 32.3 2| 50.0 = =
~ 76% 10 90% 11 36.4 2 = 7| = = =
91% 10 100% 37 21.6 3 - 2 50.0/ 24 29.2
Partially collateralisad (C). 172 23.8 1 27.3 159 23.3 - —
- eollateral value on C 125 -3 122 —
Total 2,047 38.4 694 30.8 839 51.0 372 28.8
pocl -
Not collateralised 2 - — — 2 — . -
Fully collateralised - - — - - — - —
LTV ratio:
~ less than _50% — = - = - st - —
51% to 75% - - - - — - - -
- 76% 10 90% - | - — = ~ | N = -
- 91%t0 100% - - - = - = = =
Partially collateralised D}: - — — - - — - -
— collateral value on D - — - -
Total 2 - - - 2 = = =
At 31 Dec 2022 148,916 0.7 57,812 0.5 66,036 0.8 16,255 0.9
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Whalesale lending - corporate, commercial and financial {nan-bank) loans and advances including loan commitments by level of

collateral for key countries by stage (excluding commercial real estate) (continued)

of which
Total UK Frarion Germany
Gross Grass Gross Gross
carrying/ carrying/ carmyng’ carnpingyd
nominal ECL raminal ECL nommal ECL maminal ECL
amount coverage amount coverage amaount coverage Aot caverage
The group £rn . £ % £ %  fm %
Stagé. 1 B — )
Not collateralised 109,435 0.1 40,298 o1 5?583 - 11,479 -
Fully collateralised 10,399 0.1 6,133 a1 2221 ot 708 —
LTV ratio: ) o
less than 50% 2,450 0.2 1.649 . a1 587 —
51% to 76% 4' 3,543 01 2124 0.0 989 —
— 76% 10 90% | 801 | 01| 446 0.0 349 — -
- 91% to 100% 3,605 | B | 1.914 - | 296 | | 708 -
Partially collateralised (A): 3,424 0.1 &5 - 3248 a1 - -
— collaters! value on A 2,661 51 2,655 —
Total 123,258 0.1 46,518 0.1 58,0562 — 12,187 -
Stage 2
Not collateralised 11,024 0.9 4,365 0.9 1,890 1.5 3,942 0.6
Fully collateralised 1,675 1.1 608 0.8 6394 17 243 04
LTV ratio: - - ) -
~ less than 50% 689 1.7 217 1.4 350 11 - -
- 51% to 75% 253 0.8 217 0.9 34 29| — ‘
- 76% to 90% 271 | 04 185 | 0.0 106 0.9 - -
- 91% to 100% 462 04| 9 - el 13 243 | 0.4
Partially collateralised (B): 1,673.2 0.9 4 0.0 1.567 0.9 = -
- collateral value on B 1,408 3 1,404 —
Total 14,272 0.9 4,877 2.9 4.096.4 1.2 4,185 0.5
Stage 3 o
Not collateralised 1598 372 G639 251 378 86.0 393 17.8
Fully collateralised 148 16.2 77 78 10 5000 24 16.7
LTV ratio: - e — o o
~ less than 50% 76 184 41| 73] 6 50.0 | =
51% to 75% 22 138§ 13| 105 2| 500 - =
~ 76% to 90% 18 5.6 17 —~ | — -
91% to 100% ! 32 166/ = =] 1 100.0 ‘ 2 167
Partially collateralised (C): 216 273 35 17.1 165 27.3 —
- collateral value on C 152 . 22 123 =
Total 1.962 34.6 781 230 553 67.8 417 17.7
POC o B} -
Not collateralised - - = — — - —
Fully collateralised i = - —
LTV ratio: - — )
- less than 50% — = = | = =] =] =
- B1%to 75% - | — — | — -
— 76% to 90% | — = - | - — | — -
- 91% to 100% | = = =1 = =l = = =
Partially collateralised (D), 2 100.0 = — 2 100.0 -
— collateral value on D 2 — 2 — -
Total 2 100.0 — — 2 100.0 - -
At 31 Dec 2021 139,484 0.6 52,274 0.5 62 703 07 16,789 0.6

Other credit risk exposures

In addition to collateralised lending, other credit enhancements are
employed and methods used to mitigate credit risk arising from
financial assets. These are described in more detail below:

* Some securities issued by governments, banks and other
financial institutions benefit from additional credit
enhancement provided by government guarantees that cover

the assets;

* Debt securities issued by banks and financial institutions
include asset-backed securities ('ABSs') and similar instruments
which are supported by underlying pools of financial assets.
Credit nisk associated with ABSs is reduced through the
purchase of credit default swap ('CDS’) protection;

* Trading loan and advances mainly pledged against cash
collaterals are posted to satisfy margin requirements. There is
limited credit risk on trading loans and advances since in the
event of default of the counterparty these would be set off
against the related liability. Reverse repos and stock

borrowings are by their nature collateralised.

Collateral accepted as security that the group is permitted to sell o replede
urider these arrangaments = described on page 165 of the finaneal

statements

¢ The group's maximum exposure to credit risk includes financial
guarantees and similar contracts granted; as well as loan and
other credit-related commitments. Depending on the terms of
the arrangement, we may use additional credit mitigation if a
guarantee i1s called upon or a loan commitment is drawn and
subsequently defaults,

Far further information on these arrangements. see Note 30 on the financial

sfatemeris.
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Derivatives

We participate in transactions exposing us to counterparty credit
risk. Counterparty credit nisk is the risk of financial loss if the
counterparty to a transaction defaults before satisfactorily settling
it. It anses principally from over-the-counter ("OTC'} derivatives
and securities financing transactions and is calculated in both the
trading and non-trading books. Transactions vary in value by
reference to market factors such as interest rates, exchange rates
or asset prices.

The counterparty risk from derivative transactions is taken into
account when reporting the fair value of dernvative positions. The
adjustment to the fair value is known as the credil value
adjustment ('CVA’).

The International Swaps and Derivatives Association ["ISDA")
master agreement is our preferred agreement for documenting
derivatives activity, It is common, and our preferred practice, for
the parties involved in a derivative transaction to execule a credit
suppart annex {('CSA') in conjunction with the ISDA master
agreement. Under a CSA, collateral is passed between the parties

to mitigate the counterparty risk inherent in outstanding positions.

The majority of our CSAs are with financial mstitutional clients.

\We manage the counterparty exposure on our OTC denivative
contracts by using collateral agreements with counterparties and

latal parsonal lending for loans and advanoes 1o

TRAIN LB T BT

netting agreements. Currently, we do not actively manage our
general OTC derivative counterparty exposure in the credit
markets, although we may manage individual exposures in certain
circumstances.

We place strict policy restrictions on collateral types and as a
consequence the types of collateral received and pledged are, by
value, highly liquid and of a strong quality, being predominantly
cash.

Where a collateral type 1s required to be approved outside the
collateral policy, approval is required from a committee of senior
representatives from Markets, Legal and Risk.

Personal lending

This section provides further details on the countries and products
compnsing personal loans and advances to customers.

Further product granularity 1s also provided by stage, with
geographical data presented for loans and advances to customers,
loan and other credit-related commitments, and financial
quarantees.

I costs by stage distribution

ustomers at
Gross Carrying amount Allowance for ECL
Stage 1 Stage 2 Stage 3 Total Stage 1 Stage 2 Stage 3 Total

The group £m £m £m £m £m £m £m £m
By portfolio -
First lien residential mortgages 4,155 511 81 4,747 (7) 7 (22) (36)
- af which.

interast only fincluding offset) 878 53 30 961 o (1) {12) {13)
~ affordabhifity ;nc!ud.r':rg ARMs 353 6 - 359 (1) (1) - (2]
Other personal lending 1,138 104 24 1.266 {2} (8) (9) (19}
— guaranteed loans in respect of residential property — - I = = = = | = =
~ Other personal lending which is secured 982 70 9 1.061 (n 4) 2) (7)

credit cards 61 23 7 91 - (2) - (2)

Other personal lending which is unsecured | 95 1 8 114 H)E {2)| (7) ; [E]|
At 31 Dec 2022 5,293 615 105 6,013 {9) (15) (31) (55)
By geography
uK! 3,090 482 13 3,585 (2) (9) (3) (14)
France 50 3 36 89 - — 117 (17)
Germany 163 32 — 195 — - — -
Other countries 1.990 98 56 2,144 (7} (6) {1 1,'_p (24}
At 31 Dec 2022 5,293 615 105 6,013 (9) (15) (31) (55)
Total personal lending for loang and other cradit - lated commitments and financial guarantees by stage distibution

Nominal amount Allowance for ECL a
Stage 1 Stage 2 Stage 3 Total Stage 1 Stage 2 Stagae 3 Total

The group £m £m £m £m £m £m £m £m
UK 875 11 2 888 — — -
France 637 32 3 672 - — - —
Germany 155 57 — 212 = — = =
(hher countries 357 9 1 367 - — - =
At 31 Dec 2022 2,024 109 6 2,139 — — — -

1 Includes primarily first lien residential mortgages i Channel Islands and Isle of Man.
2 Exeludes performance guarantee contracts to which the impairment requirements in IFRS 8 are not applied.
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lotal personal lending for loans and advances to customers at amortised costs by stage distribution {continued)

Gross carrying amaunt

Allowance for ECL

Stage 1 Stage 2 Stage 3 Total Sl;{_;; 'Stage 2 Stage 3  Total

The group £m £m fm fm £m £m Em fm
By portiolio _ ' .
First lien residential mortgages 6,723 173 234 7130 . B (65) 81}
— of which

interast oply fincluding offset) 3134 115 a4 3,343 1) 2) (27) {30}
~ affordabiity inclucing ARMs 451 _2 6 459 Y
Dlh_ar personal lending B - - B T?,532_ 5_13 = 219 18264 = 1 1}_ L] _6a) B2

guaranteed loans in respect of residential property 14,387 | 332—‘ 38 14,757 (5)| 2) il (8)
- Other personal lending which is secured 2,635 136 | 100 2. (3) 4! (24) 31 J‘
- credit cards N\ 22 | 11 s (W] {2 n {4)

Other personal landing which is unsecured 292 | 23 70| 385 | 12). 13) {34) 139[
At 31 Dec 2021 24,255 686 453 25,394 {22) (16) (125) {163)
By geography . I - - = —
UK' 3.543 g8 49 3,680 (IR 3 8 7
France 18,500 497 239 19.236 no (10} s I95i_
Germany. 161 47 - 208 = = = -
Other countries 2,051 54 165 2,270 (11 (3 “7) (61)
At 31 Dec 2021 24,265 686 453 25,394 (22) (16) {125) (163)

Total personal lending for loans and other credit-related commitments and financial quarantees’ by stage distribution (continued)

) MNominal amount Allowanoe for ECL

Stage 1 Stage 2 Stage 3 Total Stage 1 Staﬁa .2 . S-I;;;a 3 -|:Gh.i|
The group Em fm £m _Em Em £m £m fm
UK 586 3 2 591 = = =
France _1.076 20 2 1.088 = = = =
Germany 136 85 - 221 . - e - e
Other countries 37 8 - 385 (1) — — )
At 31 Dec 2021 2,175 116 4 2,295 (1) — — (1)

1 Includes primarily first lien residential mortgages in Channel Islands and lsle of Man,
2 Excludes performance guarantee contracts to which the impairment requirements in |FRS 9 are not applied.

Collateral on loans and advances

The following table provides a quantification of the value of fixed
charges we hold over specific assets where we have a history of

enforcing, and are able to enforce, collateral in satisfying a debt in

the event of the borrower failing to meet its contractual

obligations, and where the collateral is cash or can be realised by
sale in an established market.

The collateral valuation excludes any adjustment for obtaining and
selling the collateral and in particular loans shown as collateralised
or partially collateralised may also benefit from other forms of
credit mitigants.
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Personal lending: resic

lential mortgage loans including loan commitments by level of collateral Tor key countnes

of which:
Total UK France
Gross ECL Gross ECL Gross ECL
P a ¥ g caoverage
The group £m Yo £m % ~ £m %
Stage 1 B
Fully collateralised 4,340 0.1 2,376 - 3 -
LTV rittia. )
less than 50% 2,199 0.1 | 1,255 - | 3 -
§1% 1o 60% 744 0.1 429 = - -
61% to 70% 738 0.3 420 0.2 - -
- T1% 1o B0% | 442 0.2 188 — — —
- 81% 10 90% 202 - 63 = = =
91% 10 100% 15 - 17 - = =
Partially collateralised (A): 50 - 11 — - =
LTV ratio;
- 101% to 110% 4 - 3 - - -
- 111% o 120% 3 - 1 = - -
_t_;reatrarlhan 120 43 = 7 - = =
— gollateral value on A 10 6 —
Total 4,390 0.1 2,387 - 3 -
Stage 2 S
Fully callateralised 510 1.4 428 0.5 - -
LTV ratio:
less than 50% 203 | 15 151 ‘ 0.7| = —
51% 1o 60% [ 105 l 1.9 90 | 1.1 - -
- 61% 10 70% 91 11 83 = = —
71%0 10 80% | 66 1.5 60 - | — -
81% 10 90% 39 ‘ - ‘ 38 - | - -
91% to 100% o 6 - 6| —| - =
Partially collateralised (B): 1 — 1 — o -
LTV ratio;
101% 1o 110% . 1 i = ‘ 1[ - = =
111% 10 120% - = = = _ _
- greater than 120% ‘ —| -1 - | — = =t
~ collateral value on B 1 1 -
Total 511 1.4 429 0.5 — —
Stage 3
Fully collateralised 65 16.9 70 10.0 7 14.3
LTV ratio: ) ) -
— lass than 50% | 46 13,0‘ 9 1.1 = =
~ B1% 10 60% 5‘ 20.0 1 - | =) =
-~ B1%1070% o 222 - B 6 B
— 71% to B0% ‘ 3 333 - — | - -
- B1% 10 90% 1 ‘ = - ‘ -] - =
— 91% 10 100% 1 100.0 | - —| 1 100.0
Partially collateralised (C): 16 68.8 - — 16 62.5
LTV ratio: o
~ 101% to 110% -~ " _‘ - = =
111% to 120% = = = -1 = =
— greater than 120% 16| 68.8 | =/ = 16 62.5
collataral valiue on c - - -
Etal B 81 27.2 10 10.0 23 47.8
At 31 Dec 2022 4,982 0.7 2,826 .1 26 42.3

74 HSBC Bank plc Annual Report and Accounts 2022



Personal lending: residential mortgage loans including loan commitments by level of collateral for kay countries (continued)

 of which:
Total UK France
Gross ECL Gross ECL Gross ECL
BXPOSUre co 1 el coverage
The group . S fm % &n % £m %
Stage 1 S B - B =
Fully collateralised - 6,915 0.2 2788 > 2,088 =
LTV ratio: ) ) o _ -
- less than 50% | 3400 01 1,308 — el a1
51% to 60% 1274 0.2 640 — 437 | -
— B1% to 70% 1,074 0.2 452 - 296 —
- 71% to B0% 776 0.3 358 - 177 | —
- 81%1090% - 346 03 13 = 48 | =
- 91%10100% o ,! 46 —| 18 S -
Partially collateralised (A): B 90 11 - 50 —
LTV ratio: - -
— 101%to 110% . - 18 . 2] 12| =
- 111% to 120% - 9 _— ? - § =
— greater than 120% B 63 - 8 = 33 : =
- collateral valee on A 63 4 50 B
Total 7,008 0.2 2,800 — 2,138 —
Stage2 S : -
Fully collateralised - 169 3.0 A6 — 83 1.2
LTV ratio:
- less than 50% B , g1 2.2 18 ~ 48 | 21
- 51%10 60% . 25| 40| 6. - 13 -
- 61% to 70% 34 29 17 — 12| -
71% to 80% 15 6.7 5 ~ 7| -
~ B1% 10 90% | = = 2| —
- 91%10 100% 1] - - - i -
Partially collateralised (B) - b = - 2 —
LTV ratio: o — )
- 101% o 110% . 1 = = = =1 -
- 111% 10 120% - | L - - : -
greater than 120% 1 3 -~ - — 2] —~
collateral value on 8 4 3
Total 174 29 46 — 85 12
Stage 3
Fully collateralised o ) 204 245 g 11.1 62 21.0
LVraio: o ) o o )
- less than 50% B ] 94| 128] ] 167 24 208
~ 51%1060% - . a1 19.4] 3 8 250
- 61%to 70% B | 34 235 | — | = 19| 105
— 71%to 80% B 13 385 - - 3| 333
- 81% 10 90% 14 429 - - 4 250
~ 91%10 100% 18 722 -] 4] 500
Partially collateralised (C): 30 53.3 — - 24 583
LTV ratio N o _ o ) o -
~ 101%10 110% - - { 2| 50.0 —] = 2] 50.0
- 111%10 120% B B 2 50.0 . ~| 2| 500
~ greater than 120% - | 26 538 = = 20| 60.0
— collateral vahie on c 6 = 6 -
Total 234 28.2 8 1.1 86 314
Al 31 Dec 2021 7413 1.1 2,858 — 2,309 1.3

Treasury risk

Overview

Treasury risk is the risk of having insufficient capital, liquidity or
funding resources to meet financial obligations and satisfy
regulatory requirements, as well as the risk to our earnings or
capital due to structural and transactional foreign exchange
exposures and changes in market interest rates, together with
pension and insurance risk.

Treasury nisk arises from changes to the respective resources and
risk profiles driven by customer behaviour, management decisions
or the external environment.

Approach and policy

Our objective in the management of treasury risk is to maintain
appropriate levels of capital, liquidity, funding, foreign exchange
and market risk to support our business strategy, and meet our
regulatory and stress testing-related requirements.

Our approach to treasury management is driven by our strategic
and organisational requirements, taking into account the
regulatory, economic and commercial environment. We aim to
maintain a strong capital and liquidity base to support the risks
inherent in our business and invest in accordance with our
strategy, meeting both consolidated and local regulatory
requirements at all times.
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Our palicy is underpinned by our risk management framework.
The risk management framework incarporates a number of
measures aligned to our assessment of risks for both internal and
requlatory purposes. These risks include credit, market,
operational, pensions, structural and transactional foreign
exchange risk, and interest rate risk in the banking book.

For further details, refer to our Pillar 3 Disclosures at 31 December
2022.

Treasury risk management
Key developments in 2022

¢ Our CET1 ratio decreased from 17.8% at 31 December 2021 to
16.8% at 31 Decernber 2022, This included a 1.6 percentage
point impact from the disposal of the retail banking operations
in France and a 1.2 percentage point impact from BWA growth
due to implementation of new regulations, increased volatility
in the market and the impact of FX movemenis. Share
issuance, profits and other movements added 1.8 percentage
points to the ratio.

« The Group Board approved a new interest rate risk in the
banking book {'IRRBB’) strategy in September, with the
objective of increasing our stabilisation of NII, with
consideration given to any capital or other constraints, and then
adopting a managed approach based on interest rates and
outlook.

= We took steps to reduce the duration risk of our Treasury hold
to-collect-and-sell portfolio, which is accounted for at FVOCI
primarily to reduce the capital impact from rising interest rates.
This risk reduction lowered the hold-to-collect-and-sell stressed
value at risk ('SVaR'} exposure of this portfolio from 532m at
the end of 2021 to 353m at the end of 2022.

= We implemented a new hold-to-collect business model to
better reflect our management strategy to stabilise NI This
portfolio of High Quality Liquid Assets ('HQLA') will form a
greater part of our liquid asset buffer going forward, as well as
being a hedge to our structural interest rate risk.

« We enhanced the monitoring and forecasting of our capital
positions as a result of the Russia-Ukraine war, although there
were no material capital or liguidity direct impacts from the
increased uncertainty on the forward economic outlook. There
was also limited direct impact on our pension plans, as the
most material plans had little or no direct nvestments in Russia
or Ukraine.

s Work continued over 2022 to implement and improve de-
risking strategies for our pension plans with a particular focus
on asset de-risking in Germany. In light of the increased market
valatility we have reviewed the investment strategies of our
pension plans to ensure that they remain appropriate and the
pension plans continue to cope with future volatility.

s The cost of living has continued to increase throughout Europe
aver 2022 and there are a number of pension risks arising from
this issue. The main areas where this impacts pensions are
across investment strategy, actuanal factors, pension increases
and members' behaviours. We have worked with the fiduciaries
of the pension plan to ensure impact to plans and members is
understood and monitored.

= HBCE signed a framework agreement with Promontoria MMB
SAS (‘My Money Group’) and its subsidiary Banque des
Caraibes SA, for the sale of its retail banking business in
France. The sale, which is subject to regulatory approvals, is
anticipated to complete in the second half of 2023. The impact
of classifying the disposal group as held for sale resulted in a
1.6 percentage point reduction in the group’s CET1 ratio, which
will be partly offset by the reduction in RWAs upon closing.

s The Group performed its inaugural resolvability self-assessment
to meet the BoE requirements, which came into effect on
1 January 2022. This was incorporated into the BokE publication
of their findings from the first assessment of the resolvability of
the eight major UK firms as part of the Resolvahility
Assessment Framewaork.
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Governance and structure

The Chief Risk Officer is the accountable risk steward for all
treasury risks. The Chief Financial Officer is the risk owner for
treasury risks with the exception of pension risk which is co-
owned together with the regional heads of Performance &
Reward.

Capital, liquidity, interest rate risk in the banking book and non-
trading book foreign exchange risk are the responsibility of the
Executive Committee and the Risk Committee. The Treasury
function actively manages these risks on an on-going basis,
supported by the Asset and Liability Management Committee
(‘ALCO'}, overseen by Treasury Risk Management and the Risk
Management Meeting ("RMM').

Pension risk is overseen by the Pension Risk Management
Meeting.

Capital, liquidity and funding risk management
processes

Assessment and sk appetiti

Our capital management policy 1s supported by a global capital
management framewaork. The framework sets out approach to
determining key capital risk appetites including CET1, total capital,
minimum requirements for own funds and eligible liabilities
{'MREL"), and leverage ratio. Our Internal Capital Adequacy
Assessment process {'ICAAP') is an assessment of the group’s
capital position, outlining both regulatory and internal capital
resources and requirements resulting from our business model,
strategy, risk profile and management, performance and planning,
risks to capital, and the implications of stress testing. Our
assessment of capital adequacy is driven by an assessment of
risks. These risks include credit, market, operational, pensions,
insurance, structural foreign exchange, and interest rate risk in the
banking book. Climate risk is also considered as part of the ICAAP,
and we are continuing to develop our approach. The ICAAP
supports the determination of our capital risk appetite and target
ratios, as well as enables the assessment and determination of
capilal requirements by regulators. Subsidiaries prepare ICAAPs in
line with global guidance, while considering their local regulatory
regimes to determine their own risk appetites and ratios.

We aim to ensure that management has oversight of our liquidity
and funding risks at group and entity level through robust
governance, in line with our risk management framework. We
manage liquidity and funding risk at an operating entity level in
accordance with globally consistent policies, procedures and
reporting standards. This ensures that obligations can be metin a
timely manner, in the junsdiction where they fall due.

Operating entities are required to meet internal minimum
requirements and any applicable regulatory requirements at all
times. These requirements are assessed through our internal
liquidity adequacy assessment process ('ILAAP'), which ensures
that operating entities have robust strategies, policies, processes
and systems for the identification, measurement, management
and monitoring of liquidity risk over an appropriate set of time
horizons, including intra-day. The ILAAP informs the validation of
risk tolerance and the setting of risk appetite. It also assesses the
capability to manage liquidity and funding effectively. These
metrics are sel and managed locally but are subject to robust
global review and challenge to ensure consistency of approach
and application of the Group’s policies and controls,

Planning and performance

Capital and risk-weighted asset {'RWA') plans form part of the
annual financial resource plan that is approved by the Board.
Capital and RWA forecasts are submitted to the ALCO on a
monthly basis, and capital and RWAs are monitored and managed
against the plan.

Through our internal governance processes, we seek to strengthen
discipline over our investment and capital allocation decisions, and
to ensure that returns on investment meet management's
objectives. Our strategy is lo allocate capital to businesses and
entities to support growth objectives where returns above internal
hurdle levels have been identified and in order to meet thair



regulatory and economic capital needs. We evaluate and manage
business returns by using a RoTE measure.

Funding and liquidity plans also form part of the financial resource
plan that is approved by the Board. The Board-level appetite
measures are the LCR and net stable funding ratio 'NSFR’),
together with an internal liquidity metric. In addition, we use a
wider set of measures to manage an appropriate funding and
liquidity profile, including legal entity depositor concentration
limits, intra-day liquidity, forward-looking funding assessments
and other key measures.

Risks to capital and liquidity

QOutside the stress tasting framewaork, other risks may be identified
that have the potential to affect our RWAs, capital and/or liquidity
position. We closely monitor future regulatory changes and
continue to evaluate the impact of these upon our capital and
liguidity requirements, particularly those related to the UK's
implementation of the outstanding measures to be implemented
from the Basel |l reforms ('Basel 3.1°).

Regulatory developments

Our capital adequacy ratios have been affected by regulatory
developments in 2022, including changes to internal-ratings based
("IRB’) modelling requirements and the UK's implementation of the
revisions to the Capital Requirements Regulation and Directive
{'CRRII'). The PRA's final rules on NSFR were implemented and
have been reflected in disclosures since the first quarter of 2022,

With effect from 1 January 2023 IFRS 17 Insurance Contracts
comes into force. We expect this to reduce the group’s CET1 ratio
by 0.3 percentage points because we value our insurance
subsidiaries under the equity method in our capital adequacy
reporting. Also from the same date, the group will be subject to a
binding minimum leverage ratio, set according to PRA rules.

Future changes to our ratios will occur with the implementation of
Basel 3.1. The PRA published its consultation on the
implementation of Basel 3.1 in the UK during the last quarter of
2022, with a proposed implementation date of 1 January 2025,
The proposal includes five-year transitional provisions for certain
elements of the reform.

Regulatory reporting processes and controls

The quality of regulatory reporting remains a key priority for
management and regulators. We are progressing with a
comprehensive programme to strengthen our processes, improve
consistency and enhance controls across our prudential regulatory
reporting, focussing on PRA requirements initially. We
commissioned a number of independent external reviews, some at
the request of our regulators, including one on our credit risk RWA
reporting process, which concluded in December 2022, These
reviews have so far resulted in improvements in the accuracy of
reported RWAs and LCR in accordance with policies, which have
been reflected in our year-end regulatory reported ratios. Qur
prudential regulatory reporting programme is being phased over a
number of years, prioritising RWA, capital and liquidity reporting in
the early stages of the programme. While this programme
continues, there may be further impacts on some of our regulatory
ratios, such as the CET1, LCR and NSFR, as we implement
recommended changes and continue to enhance our controls
across the process.

Stress testing and recovery planning

The group uses stress testing to inform management of the capital
and liquidity needed to withstand internal and external shocks,
including a global economic downturn or a systems failure. Stress
testing results are also used to inform risk mitigation actions,
allocation of financial resources, and recovery and resolution
planning, as well as to re-evaluate business plans where analysis
shows capital, liquidity and/or returns do not meet their target.

In addition to a range of internal stress tests, we are subject to
supervisory stress testing in many jurisdictions. These include the
programmes of the BoE, the EBA and the ECB. The results of
requlatory stress testing and our internal stress tests are used
when assessing our internal capital and liquidity requirements
through the ICAAP and ILAAP. The outcomes of stress testing
exercises carried out by the PRA and other regulators feed into the
setting of regulatory minimum ratios and buffers.

We maintain recovery plans for the group and material entities,
which set out potential options management could take in a range
of stress scenarios that could result in a breach of capital or
liquidity buffers. The recovery plan sets out the framework and
governance arrangements to support restoring us to a stable and
viable position, and so lowering the probability of failure from
aither idiosyncratic company-specific stress or systemic market-
wide issues. Our material entities’ recovery plans provide detailed
actions that management would consider taking in a stress
scenario should their positions deteriorate and threaten to breach
risk appetite and regulatory minimum levels. This is to help ensure
that entities can stabilise their financial position and recover from
financial losses in a stress environment.

The group also has capabilities, resources and arrangements in
place to address the unlikely event that we might not be
recoverable and would therefore need to be resolved by
regulators. We have contributed to the Group's inaugural
resolvability assessment framework (‘RAF') self-assessment during
2021 to meet the BoE’s requirements, which came into effect on

1 January 2022,

Overall, our recovery and resolution planning helps safeguard the
Group's financial and operational stability. The Group is committed
to further developing its recovery and resolution capabilities,
including in relation to the BoE's resolvability assessment
framework.

Measurement of interest rate risk in the banking book

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,
spacifically loans, deposits and financial instruments that are not
held for trading intent or held to hedge positions held with trading
intent. Interest rate risk that can be economically hedged may be
transferred to the Markets Treasury business. Hedging is generally
executed through interest rate derivatives or fixed-rate
government bonds. Any interest rate risk that Markets Treasury
cannot economically hedge is not transferred and will remain
within the global business where the risks originate.

The following measures are used by Treasury to monitor and
control interest rate risk in the banking book including:

¢ Net Interest Income ('NII'} sensitivity;

* FEconomic Value of Equity ('EVE') Sensitivity; and
¢ Non-Trading Value at Risk ('VaR').

Net interest incoms 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 (simulation modelling), where
all other economic variables are held constant. This monitoring is
undertaken at an entity level. HSBC Bank plc calculates both one-
year and five-year NIl sensitivities across a range of interest rate
scenanos.

NIl 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, early
prepayment of mortgages. These sensitivity calculations do not
incorporate actions that would be taken by Markets Treasury or in
the business that originates the risk to mitigate the effect of
interest rate movements.
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The NIl sensitivity calculations assume that interest rates of all
maturities move by the same amount in the ‘up-shock' scenario.
The sensitivity calculations in the "down-shock’ scenarios reflect
no floors to the shocked market rates.

However, customer product-specific interest rate floors are
recognised where applicable.

Economic value of equity sensitivity

EVLE represents the present value of the future banking book cash
flows that could be distributed to equity holders under a managed
run-off scenario. This equates to the current book value of equity
plus the present value of future NIl in this scenario. EVE can be
used 1o assess the economic capital required to support interest
rate risk in the banking book. An EVE sensitivity represents the
expected movement in EVE due to pre-specified interest rate
shocks, where all other economic vanables are held constant.
Operating entities are required to monitor EVE sensitivities as a
percentage of capital resources.

Non-trading Value at Risk

Non-trading portfolios comprise positions that pnmarily anse from
the interest rate management of our retail and commercial
banking assets and liabilities, financial investments measured at
FVOCI, debt instruments measured at amortised cost, and
exposures arising from our insurance operations.

The following table summarises the man business areas where
non-trading market risks reside, and the market risk measures
used to monitor and limit exposures.

Non-trading risk
* Interest rates
» Credit spreads

Value at risk | Sensitivity | Stress testing

Risk types

Non-trading portfolios

Value at risk of the non-trading portfolios

Non-trading VaR includes the interest rate risk in the banking book
transferred to and managed by Markets Treasury and the
exposures generated by the portfolio of HOLA held by Markets
Treasury to meet liquidity requirements.

The non-trading VaR reduced materially during 2022 from £29.4m
to end the year at £18.6m and was predominately driven by
interest rate risk. The volatile market conditions driven by
geopolitical events and concerns around high inflation led the
Markets Treasury business to materially reduce the holdings of
outnight and asset swapped UK and US Government bonds. The
rationale for the execution was to firstly protect the value of the
Held to Collect and Sale portfolio and secondly to reduce the
entities sensitivity to the increase of interest rates. There was a
spike in the VaR during September due to a recalibration of the
VaR model to incorporate the market volatility, however the
Markets Treasury business took further action to reduce their
Interest Rate sensitivity following change in the UK fiscal stance
and increase in uncertainty leading the bond market to sell off
sharply and bond yields rise to multi year highs. The daily levels of
total non-trading VaR over the last year are set out in the graph
below.

Daily VaR (non-trading portfolios), 99% 1 day (£m)
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The group’s non-trading VaR for the year is shown in the table below.

Nan-trading VaR, 99% 1 day

Balance at 31 Dec 2022
Average

Maximurm

Minimum

Balance at 31 Dec 2021
Average

Maximum

Minimum

Interest Credit Portfolio
rate ("IR’) d ('CS') din ification’ Total®
Em £m £fm £m
17.1 7.2 (5.6} 18.6
= 263 87 50 280
%7 M8 0 - 409
16.3 4.2 = 17.8
287 9.0 84 294
26.6 10.0 {5.6) 31.0
346 12.7 — 37.8
18.0 72 - 225

1 Portfolia diversification is the market risk dispersion effect of holding a portfolio containing different risk types. It represents the reduction in
unsystematic market risk that occurs when combining a number of different risk types, for example, interest rate, equity and foreign exchange,
together in one portfolio. It is measured as the difference between the sum of the VaR by individual risk type and the cambined total Vaf. A
negative number represents the benelit of portfolio diversification. As the maximum accurs on different days for different risk types, it is hot

meaningful to calculate a portfolio diversification benefit for this measure.
2 The total VaR is non-additive across risk types due to diversification effect.

Other Risk
Non-trading book foreign exchange exposures are outlined below.
Structural foreign exchange exposures

Structural foreign exchange exposures represent net assets or
capital investments in subsidiaries, branches, joint arrangement or
associates, together with any associated hedges, the functional
currencies of which are currencies other than pound sterling.

An entity's functional currency is that of the primary economic
environment in which the entity operates. We use the pound
sterling as our presentation currency in our consolidated financial
statements because sterling forms the major currency in which we
transact and fund our business. Exchange rate differences on
structural exposures are recognised in other comprehensive
income ("OCI'").

The structural foreign exchange exposures are managed within
limits such that the capital ratios and the capital ratios of
individual banking subsidiaries are largely protected from the
effect of changes in exchange rates. We may hedge certain
structural foreign exchange positions, either at entity level, or by
relying on hedges held in other group entities, subject to approved
limits.

Transaction foreign exchange exposures

Transactional foreign exchange risk arises primarily from day-to-
day transactions in the banking book generating profit and loss or
FVOCI reserves in a currency other than the reporting currency of
the operating entity. Transactional foreign exchange exposure
generated through profit and loss is periodically transferred to
Markets and Securities Services and managed within limits with
the exception of limited residual foreign exchange exposure
arising from timing differences or for other reasons. Transactional
foreign exchange exposure generated through OCI reserves is
managed by the Markets Treasury business within agreed
appetite.

Pension risk management processes

HSBC provides future pension benefits on a defined contribution
basis from many of its European operations. However, there
remain future defined benefit pensions provided in the region.

Pension plans are run by local fiduciaries in line with local
legislative requirements. The largest pension plan is the HSBC
Trinkaus & Burkhardt Pension Scheme which is regulated by the
German Company Benefits Act (Gesetz zur Verbesserung der
betrieblichen Altersversorgung — Betriebsrentengesetz — BetrAVG).

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, it 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;

* 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, causing an
increase in the value of the 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.

The impact of these vanations 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 fiduciaries 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 or
liability characteristics. 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.
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Capital risk in 2022

Capital overview

Capital adequacy metncs

At
31 Dec 31 Dec
2022 2021

Risk-weighted assets ('RWAs') (Em)
Credit nsk 68,821 59,929
Counterparty credit risk 17,981 16,434
Markert risk 15,822 9,828
Operational risk 11,547 10,512
Total RWAs 114,171 106,703
Capital on a transitional basis (Em}
Common equity tier 1 CET1') capital 19,184 18,963
Tier 1 capital 23,077 22,826
Total capital 36,187 33,992
Capital ratios on a transitional basis (%)
Commaon rauity ter 1 16.8 178
Tatal tier 1 202 214
Total capital ratio 31.7 318
Leverage ratio (transitional) *
Tier 1 capital (Em) 23,077 22,825
Total leverage ratio exposure measure {Emy) 417,587 636,518
Leverage ratio (%o} B 5.5 4.3
Leverage ratio (fully phased-in) 2
Tier 1 capital {Em) 23,077 22,662
Tatal leverage ratio exposure measure ([£m) 417,587 536,518
Leverage ratio (%) 55 a2

References to EU regulations and directives (including techmcal
standards) should, as applicable, be read as references to the UK's
version of such regulation and/or directive, as onshored into UK

law under the European Union (Withdrawal) Act 2018, and as may
be subsequently amended under UK law.

Capital figures and ratios in the table above are calculated in
accordance with the revised Capral Requirements Regulation and
Directive, as implemented ('CRR II'). Leverage ratios are calculated
using the end point definition of capital and the [FRS 9 regulatory
transitional arrangements.

Regulatory transitional arrangements for IFRS 9
‘Financial Instruments’

We have adopted the regulatory transitional arrangements in
CRR Il for IFRS 9, including paragraph four of article 473a. Our
capital and ratios are presented under these arrangements
throughout the table above, Without their application, our CET1
ratio would be 16.8%.

The IFRS 9 regulatory transitional arrangements allow banks to
add back to their capital base a proportion of the impact that IFRS
9 has upon their loan loss allowances during the first five years of
use, The impact is defined as:

e the increase in loan loss allowances on day one of [FRS 9
adoption; and

s any subsequent increase in expected credit losses ('ECL') in the
non-credit-impaired book thereafter,

Any add-back must be tax-effected and accompanied by a
recalculation of exposure and RWAs. The impact is calculated
separately for portfolios using the standardised ('STD') and internal
ratings based ('IRB’) approaches. For IRB portfolios, there is no
add-back to capital unless loan loss allowances exceed regulatory
12-month expected losses.

In the current period, the add-back to the capital base amounted
to £24m under the STD approach with tax impacts of £5m which
resulted in a net add-back of £19m.

Own funds
Dwn funds disclosure
At
31 Dec 31 Dec
2022 2021
Rel’ £fm £m
Commeon equity tier 1 {'CET1') capital: instruments and reserves
1 Capital instruments and the related share premium accounts 1.217 797
- ordinary shares 1,217 | 797
2 Retained earnings’'” 16,1??_. 15,511
3 Acoumulated other comprehensive income {and othor reserves) 4,010 2,931
f .Miﬁoﬁlv interests {amount allowed in consolidated CLT1) 72 57
ba Indq.:;-_ﬁ.r;__nﬁ_:_:!gmly reviewed interim net profits net ol any toresecable charge or dividend I1,459i 625
5 ¢ »n equity tier 1 capital before regulatory adjustments’ 20,017 19,921
IZB Total requlatory adjustments la common equity e 1 o (833) {958)
79  Common equity tier 1 capital® 19,184 18,963
36 Additional tier 1 capilal before regulatory adjustments 3,942 3,906
43 Total regulatory adjustments to additional tier 1 capital {49) (44)
44 Additional tier 1 capital - o 3,893 - 3,862
45 Tier 1 capital® 23,077 22,825
51 Tier 2 capital before regulatory adjustments 13,559 11,591
57 Total regulatory adjustments to tinr 2 capital [449) (424)
h8  Tier 2 capital 13,110 11,167
59 Total capital® 36,187 33,992

* The references identify the lines prescribed m the European Banking Authority template, which are applicable and where there is a value.
1 These disclosures are based on updated rules implemented from 1 January 2022 including the PRA’s disclosure templates and instructions which
came into foree at that time. The presentation of comparatives has been amended only for CRR Il grandfathered instruments ta align to the

updated template’s rows and instructions.

2 From 30 September 2022, investments m non-financial institution subsidiaries or participations have been measured an an equity accounting basis
in compliance with UK regulatory requirements. Comparatives for prior periods have been represented on a consistent basis with the current year.
3 This row inclides losses that have been recognised and deducted as they arose and were therefore not subject (o an independent review.
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At 31 December 2022, our common equity tier 1 ('CET1') capital
ratio decreased to 16.8% from 17.8% at 31 December 2021. The
key drivers of the fall in our CET1 ratio were:

* 4 1.6 percentage point impact from the expected loss on
reclassification of our retail banking operations in France to
held for sale;

* a 1.2 percentage point impact from RWA growth due to
implementation of new regulations and increased volatility in
the market and due to impact of FX movement

Share issuance, profits and other movements added 1.8
percentage points to the CET1 ratio.

Throughout 2022, we complied with the PRA's regulatory capital
adequacy requirements, including those relating to stress testing.

Risk-weighted assets

RWA movement by key driver

Total

RWAs

£

RWAs at 1 Jan 2022 B 106,703
Asset size B 3,531
Asset quality ' 296

Madel updates (2,804)

Methodology and policy (937)
_Foreign exchange movemaent 7,382
Total RWA t 7,468
RWAs at 31 Dec 2022 114,171

RWAs increased by £7.5bn during the year, including an increase
of £7.4bn due to foreign currency translation differences.

Asset size

Asset size increased by £3.5bn driven by an increase in Market
Risk RWA by £4.5bn mainly attributable to heightened market risk
volatility, and an increase in transactional and structural foreign
exchange exposure. This was partially offset by £0.7bn decrease in
Credit Risk RWAs due to other balance sheet movements.

Asset quality

Credit Risk increased marginally by £0.3bn due to portfolio mix
changes.

Model updates

The £2.8bn decrease in RWASs was mainly driven by the
implementation of new models for retail credit risk and equity
prices (in market risk).

Meathodology and policy

The £0.9bn decrease in RWA is mainly driven by synthetic
securitization and by risk parameter refinements, partially offset by
increases due to implementation of CRR Il rules.

Leverage ratio

Our leverage ratio is 5.5% at 31 December 2022, up from 4.2% at
31 December 2021. The improvement was primarily due to the
exclusion of central bank claims and cash pooling netting
following the implementation of the PRA UK leverage ratio
framework from 1 January 2022 and a rise in tier 1 capital.

Pillar 3 disclosure requirements

Pillar 3 of the Basel regulatory framework is related to market
discipline and aims to make financial services firms more
transparent by requiring publication of wide-ranging information
on their risks, capital and management. Our Pillar 3 Disclosures at
31 December 2022 is published on our website, www.hsbe.com/
investors.

Structural foreign exchange exposures

The group’s structural foreign currency exposure is represented by
the net assets or capital investments in subsidiaries, branches,
joint arrangements or associates, the functional currencies of
which are currencies other than the sterling.

For our policies and proceciuros for m

BXPOSUISS, S0 page

g structueal foreign exchange

HEgement  sactmn.

D af the 'Risk m:

Net struatural foreign exchange exposures

2022 2021
£m fm

Currency of structural exposure
Euro 10,007 8,068
US Dollars 1,062 1,470
South African Rand B 287 285
Israeli New Shekel _ Bﬁ 169
Others, each less than £150m - 305 318
At 31 Dec 11,746 10,311
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Liquidity and funding risk in 2022
Liquidity coverage ratio

The LCR aims to ensure that a bank has sufficient unencumbered
HOLA to meet its liquidity needs in a 30-calendar-day liquidity
stress scenario. HOLA consist of cash or assets that can be
converted into cash at little or no loss of value in markets.

Al 31 December 2022, all the group’s principal operating entities
were within the LCR risk tolerance level established by the Board
and applicable under the LFRF.

The following table displays the individual LCR levels for HSBC

Bank plc's principal operating entities on the European
Commission Delegated Regulation basis.

Operating entriies' LCHs'

Al
31 Dec 31 Dec
2022 2021
Yo Y
HSBC Bank plc 143 142
HSBC Continental Europe 150 142

In addition to the regulatory metric, the group manages liquidity
via 'internal liquidity metric', which is being used to monitor and
manage liquidity risk via a low-point measure across a 270-day
horizon, taking into account recovery capacity.

Net stable funding ratio

The Net Stable Funding Ratio ('NSFR’) requires institutions to
maintain sufficient stable funding relative to required stable
funding, and reflects a bank's long-term funding profile (funding
with a term of more than a year).

At 31 December 2022, all the group’s principal operating entities
were within the NSFR risk tolerance level established by the Board
and applicable under the LFRF.

Operating entities” NSFRa!

At
31 Dec 31 Dec
2022 2021
o O
HSBC Bank ple 115 115
HSBC Continental Eurape 140 130

Depositor concentration and term funding maturity
concentration

The LCR and NSFR metrics assume a stressed outflow based on a
portfolio of depositors within each depositor segment. To ensure
the validity of these assumptions in the sense that the deposit
hase is sufficient diversified, the depositor concentration is
monitored on an ongoing basis.

In addition to this, operating entities momitor the term funding
maturity concentration metric to ensure they are not overly
exposed to term funding concentration of wholesale market
counterparts by the current maturity profile in any defined period.

Liquid assets of the group's principal operating entities

The table below shows the unweighted liquidity value of assets
categorised as hquid, which 1s used for the purposes of calculating
the LCR metnc. This reflects the stock of unencumbered liquid
assets at the reporting date, using the regulatory definition of
liquid assets.

Operating entities’ igud asse

At Estimated At Estimated
liquidity value liguiclity value
31 Dec 2022 31 Dec 2021
£m Em
HSBC Bank plc

Level 1 93,500 88,423
Level 2a 5,726 3.195
Level 2b 3,270 3,473

HSBC Continental Europe
Level 1 74,852 38,158
Level 2a 781 460
Level 2b 173 142

1 The LCR and NSFR ratios presented in this table are based on average value. The LCR is the average of the preceding 12 months. The NSFR is the
average of preceding quarters. Prior period numbers have been restated for consistency.

2 In response to the requirement for an IPU in line with £U Capital Requirements Directive ('CRD V'), HBCE completed the change of control
transactions for HSBC Germany ('HTDE') and HSBC Malta ('HBMT') on 30 November 2022. The average for LCR and NSFR includes the impact of

inclusion of two entities for Nov-22 and Dec-22.

3 In December 2022, a strategic data enhancement was implemented which resulted in a reclassification of some securities. This reclassification
drove a reduction in total High Quality Liquid Assets and corresponding LCR as of 31 December 2022. Prior period numbers have been restated

for consistency.

82 HSBC Bank plc Annual Report and Accounts 2022



Sources of funding

Our primary sources of funding are customer current accounts,
repo and wholesale securities.

The following ‘Funding sources and uses’ table provides a
consolidated view of how our balance sheet is funded, and should
be read in light of the LFRF, which requires operating entities to
manage liquidity and funding risk on a stand-alone basis.

The table analyses our consolidated balance sheet according to
the assets that primarily arise from operating activities and the

sources of funding primarily supporting these activities. Assets
and liabilities that do not anise from operating activities are
presented at other balance sheet lines. In 2022, the level of
customer accounts continued to exceed the level of loans and
advances to customers. The positive funding gap was
predominantly deployed in liquid assets, cash and balances with
central banks and financial investments, as required by the LFRF.

Funding sources and uses for the group
2022 2021
£m fm
Sources o
Customer accounts 215,948 205,241
Deposits by banks 20,836 32,188
Repurchase agreements - non-trading 32,901 27,259
Debt securities in issue 7.268 9,428
Cash collateral, margin and settlerment accounts 60,385 37,076
Liabilities of disposal groups held for sale 24,711 -
Subordinated liabilities 14,528 12,488
Financial liabilities designated at fair value 27,287 33,608
Liabilities under insurance contracts 19,987 22,264
Trading liabilities B 41,265 46,433
- repos 8,213 7.663 |
stock lending 1,773 1,637
— other trading liabilities 31,279 37,133
Total equity 24,016 23,716
Other balance sheet liabilities 228,221 146,911
At 31 Dec 717,353 596,611

Contingent liquidity risk arising from committed lending
facilities

The group provides customers with committed facilities such as
standby facilities to corporate customers and committed backstop
lines to conduits sponsored by the group. All of the undrawn
commitments provided to conduits or external customers are
accounted for in the LCR and NSFR in line with the applicable
regulations.

2022 2021
B £m fm
Uses S
Loans and advances to customers 72,614 9an.177
Loans and advances 1o banks 17,109 10,784
Reverse repurchase agreements — non-trading 53,949 54,448
Cash collateral, margin and settlement accounts 51,858 34,907
Assets held for sale 21,214 9
Trading assets 79,878 83,706
e —— 8729 8,626 |
- stock borrowing 5,627 6,498
— other trading assets 65,522 71,862 |
Financial investments 32,604 41,300
Cash and balances with central banks 131.433 108,482
Other balance sheet assets 25&654 171,798
At 31 Dec 717,353 596,611

This ensures that under a stress scenario any additional outflow
generated by increased utilisation of these committed facilities by
either customers or the group’s sponsored conduits is
appropriately reflected in our liquidity and funding position.

In relation to commitments to customers, the table below shows
the level of undrawn commitments outstanding in terms of the five
largest single facilities and the largest market sector.

The group’s contractual exposures at 31 December monitored under the contingent liquidity risk lirmit structure

Commitments to conduils
Multi-seller conduits'
- tatal lines
- largest individual lines
Securities investment conduils - total lines
Commitments to customers
- five largest®
largest market sector’

2022 2021

fbn fon

3.7 42

0.2 0.2

1.3 13

) 87 10.4
133 7.7

1 Exposures relate to the Regency multi-seller conduit. This vehicle provides funding to group customers by issuing debt secured by a diversified

pool of customer-originated assets.

2 Represents the undrawn balance for the five largest committed hiquidity facilities provided to customers, other than those [acilities to conduits.
3 Represents the undrawn balance for the total of all committed liquidity facilities provided to the largest market sector, other than those facilities to

condurts.

Asset encumbrance and collateral management

An asset is defined as encumbered if it has been pledged as
collateral against an existing liability and, as a result, is no longer
available to the group to secure funding, satisfy collateral needs or
be sold to reduce the funding requirement. Collateral is managed
on an operating entity basis consistent with the approach to
managing liquidity and funding. Available collateral held in an
operating entity is managed as a single consistent collateral pool

from which each operating entity will seek to optimise the use of
the available collateral. The objective of this disclosure is to
facilitate an understanding of available and unrestricted assets
that could be used to support potential future funding and
collateral needs. The disclosure is not designed to identify assets
which would be available to meet the claims of creditors or to
predict assets that would be available to creditors in the event of a
resolution or bankruptey.
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Sumimary of as

ets avallable to support potential future funding and collmteral needs (on- and off-balance sheet)

2022 2021
£m £m
Total on-balance sheet assets at 31 Dec 717.353 586,611
l.ass
reverse repo/stock borrowing receivablas and denivative assels (293,543) 1207,513)
other assets that cannot be pledged as collateral (51,974) {48,350)
Total on-balance sheet that can support funding and collateral needs at 31 Dec - 371,836 340,748
Add: off-balance sheet assels
lair valug of noliéleral received in refation 10 reverse repo/stock borrowing/denivatives that is available to sell or repledge 180,233 202,794
Total assets that can support future funding and collateral needs - 552,069 543,642
Less
on-halance sheet assets pledged (98,124) {93.513)
re-pledging of off-balance sheet collateral received in relation to reverse repolstock borrowang/derivalives (136,777) (151,378)
Assets available to support funding and coll 1 is at 31 Dec 317,168 298,601

Market risk

Overview

Market risk is the risk that movements in market factors, including
foreign exchange rates and commodity prices, interest rates,
credit spreads and equity prices will reduce the group’s income or
the value of its portfolios.

Exposure to market risk 1s separated into two portfolios.

Trading portfolios comprise positions ansing from market-making
and warehousing of customer-derived positions.

Non-trading portfolios including Markets Treasury comprise
positions that primarily arise from the interest rate management of
the group's retail and commercial banking assets and liabilities,
financial investments designated as held-to-collect-and-sale
('HTCS'), and exposures arising from the group's insurance
operations,

Key developments in 2022

There were no material changes to our policies and practices for
the management of market risk in 2022.

Market risk governance

The following diagram summarises the main business areas where
trading market risks reside, and the market nsk measures used to
monitor and limit exposures.

Trading nsk

* Foreign exchange and commodities
* Interest rates

* Credit spreads

+ Equities

Value at risk | Sensitivity | Stress testing

Where appropriate, we apply similar risk management policies and
measurement techniques to trading portfolios. Our objective 1s 1o
manage and control market risk exposures 1o optimise return on
risk while maintaining a market profile consistent with our
established risk appetite.

Market risk is managed and controlled through limits approved by
the group Chief Risk Officer. These limits are allocated across
business lines and to the group and its subsidiaries. The majority
of HSBC's total VaR and almost all trading VaR reside in GBM.
Each major operating entity has an independent market risk
management and control sub-function, which is responsible for
measuring, monitoring and reporting market risk exposures
against limits on a daily basis. The Traded Risk function enforces
the controls around trading in permissible instruments approved
for each site as well as following completion of the new product
approval process. Traded Risk also restricts trading in the more
complex derivative products to offices with appropriate levels of
product expertise and robust control systems.

84 HSBC Bank plc Annual Report and Accounts 2022

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 the group's 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, credit spreads 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 one of
the principal factors in determining the level of limits set.

Value at risk

VaR is a technique that estimates the 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 is
calculated for all trading positions regardless of how the group
capitalises those exposures. Where there 1s not an approved
internal model, the group uses the appropnate local rules to
capitalise exposures

The VaR model for trading portfolios are predominantly based on
historical simulation. The VaR is calculated at a 99% confidence
level for a one-day holding period. Where we do not calculate VaR
explicitly, we use alternative tools like Stress Testing.

The VaR models denve plausible future scenarios from past series
of recorded market rates and prices, taking into account inter-
relationships between different markets and rates such as interest
rates and foreign exchange rates. The models also incorporate the
effect of option features on the underlying exposures.

The historical simulation models used incorporates the following
features:

» Historical market rates and prices are calculated with reference
1o foreign exchange rates and commodity prnices, interest rates,
equity prices and the associated volatilities;

« Potential market movements utilised for VaR are calculated
with reference to data from the past two years; and

« VaR measures are calculated to a 99% confidence level and use
a one-day holding period.

The nature of the VaR models means that an increase in observed
market volatility will most likely lead to an increase in Val 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:

¢ the use of historical data as a proxy for estimating future events
may not encompass all potential events, particularly those
which are extreme in nature;

* the use of a holding period assumes that all positions can be
liquidated or the risks offset during that period, This may not
fully reflect the market risk arising at times of severe illiquidity,
when the holding period may be insufficient to liguidate or
hedge all positions fully;

* the use of a 99% confidence level by definition does not take
into account losses that might occur beyond this level of
confidence; and

* 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

Other basis risks which are not completely covered in VaR are
complemented by our risk not in VaR ('RNIV') calculations, and are
integrated into our capital framework.

Risk factors are reviewed on a regular basis and 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 is included in the VaR calculation: a stressed VaR
RNIV is also computed for the risk factors considered in the VaR-
based RNIV approach.

Stress-type RNIVs include a deal contingent derivatives capital
charge to capture risk for these transactions 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 tool to evaluale the potential 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 standard set of scenarios is utilised consistently
across all regions within the HSBC Group. Scenarios are tailored to
capture the relevant 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 undertaken on the premise that
there is a fixed loss. The stress testing process identifies which
scenarios lead to this loss. The rationale behind the reverse stress
test is to understand scenarios which are beyond normal business
settings that could have contagion and systemic implications.

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 the
group's appelite is limited.

Trading portfolios
Back-testing

We routinely validate the accuracy of our VaR models by back-
testing the VaR metric against both actual and hypothetical profit
and loss. Hypothetical profit and loss excludes non-modelled items
such as fees, commissions and revenue of intra-day transactions.

The hypothetical profit and loss reflects the profit and loss that
would be realised if positions were held constant from the end of
one trading day to the end of the next. This measure of profit and
loss does not align with how risk is dynamically hedged, and is not
therefore necessarily indicative of the actual performance of the
business.

The number of back-testing exceptions is used to gauge how wel
the models are performing. We consider enhanced internal
monitoring of a VaR model if more than five profit exceptions or
more than five loss exceptions occur in a 250-day period.

We back-test our VaR at set levels of our group entity hierarchy.

Defined benefit pension plans

Market risk also arises within the Bank’s defined benefit pension
plans to the extent that the obligations of the plans are not fully
matched by assets with determinable cash flows. Refer to the
Pension risk management processes section on page 79 for
additional information.

Market risk in 2022

The volatility in financial markets was elevated in 2022 driven by
high inflation and the geopolitical risk around Ukraine. During the
first half of the year, Russia-Ukraine war led supply chain
disruptions increasing energy and food prices. The Zero-Covid
policy in China added to the supply chain disruptions. Central
Banks around the world (both from Developed and Emerging
markets) aggressively started raising policy rates to tame the
surging inflation. The US and Europe imposed multiple sanctions
on Russia leading to large sell off of the Russian assets. The global
equity markets sold off and IPO dried off, The fixed income prices
fell responding to increasing rates. The USD index rallied with JPY,
EUR and GBP depreciating. The Credit market sold off with new
issuances drying up. European markets also underperformed as
Russia retaliated by cutting of gas supply to Europe. US and
European governments aggressively intervened in the energy
market by releasing Oil from strategic reserve driving Oil prices
down. Supply chain disruption also eased leading to Inflation
coming down in secand half of 2022. However, volatility in
financial markets remained elevated particularly in the UK as the
cost of living crisis intensified. In addition, a change in the UK
fiscal stance in late September 2022 led to the pound sterling
reaching record lows and to significant turmoil in the market for
long-dated UK government bonds, which was exacerbated by
rapid deleveraging of liability-driven investment funds used by
pension schemes.

Trading portfolios

Value at risk of the trading portfolios

The Trading VaR predominantly resides within Market Securities
Services where it was £31.2m as at 31 December 2022, compared
with £19m at 31 December 2021. The Total Trading VaR peaked at
£60m in September owing to the sensitivity of the trading book to
interest rate moves, coupled with a large volatility in the rates
market. When the central banks started to intervene beginning of
Q4, the market volatility started to ease; as a result, the Trading
VaR decreased and remained fairly stable over the last three
months of the year, ranging between £31.2m and £38.15m.
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The group's trading VaR for the year is shown in the table below.
Irading VaR, 99% 1 day
Foreign
exchange ('FX') Interest Credit Portfolio
and commodity rate {'IR") Equity {EQ’) Spread ('CS’) Diversification’ Total®
£m £m fm £m £m £m
Balance at 31 Dec 2022 7.5 26.4 13.6 8.6 (24.9) 31.2
Average 10.0 15.3 11.7 13.0 (22.8) 27.2
Maximum 215 49.2 17.1 22.9 — 60.0
Minirmum 33 8.2 6.8 7.0 - 14.2
Balance at 31 Dec 2021 4.5 10.0 0.5 14.9 (20.9) 19.0
Average 11 128 10.2 12.6 (20.4) 223
Maximurm 19.3 26.7 149 16.7 31.9
Miniroum a7 93 6.3 ) - 17.3

1 Portfolio diversification is the market risk dispersion effect of holding a portlolio containing different risk types. It represents the reduction in
unsystematic market risk that occurs when combining @ number of different risk types, for example, interest rate, equity and foreign exchange,
together in one portfolio. It is measured as the difference between the sum of the VaR by individual risk type and the combined total VaR. A
negative number represents the benefit of porifolio diversification. As the maximum aceurs on different days for different risk types, it is not

meaningful to calculate a portfolio diversification benefit lor this measure.

2 The total VaR is non-additive across risk types due to diversification effect and it includes VaR RNIV.

Back-testing

HSBC Bank plc experienced 11 back testing exceptions against
the Hypothetical P&L and 9 back testing exceplions against the
Actual P&L. The hypothetical back testing exceptions were driven
by losses from defensive positioning in rates, equity, credit and FX
exposures on days when markets rallied.

In addition, there were two actual back testing exceptions driven
by one off changes in reserves (such as month end adjustment)
and two actual back testing exceptions driven by losses from the
unwinding of a large trade.

C?mate Risk

Overview

Climate risks have the potential to cause both financial and non-
financial impacts for HSBC Bank ple. Financial impacts could
materialise, for example, through greater transactional losses and/
or increased capital requirements. Non-financial impacts could
materialise if our own assets or operations are impacted by
extreme weather ar chronic changes in weather patterns, or as a
result of business decisions to help achieve the HSBC Group's
climate ambition.

We remain aligned to the HSBC Group climate ambition to align
HSBC Group's own operations and supply chain to net zero by
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2030, and the financed emissions from the HSBC Group's portfolio
of customers to net zero by 2050. The HSBC Group announced in
March 2022 that it intends to publish a climate transition plan in
2023, and committed to a science-aligned phase-down of fossil
fuel finance, and a review of its wider financing and investment
policies critical to achieving net zero by 2050. This follows the
HSBC Group's thermal coal phase out policy, which was
announced in 2027,

Key developments in 2022

« HSBC Bank plc's risk appetite statement is approved by the
Board and includes the measures we intend to take to enable
the delivery of our climate ambition and meet our
commitments.

« Through our dedicated climate risk programme, we have
continued to embed climate considerations throughout the
firm, including updating the scope of our programme to cover
all risk types, expanding the scope of climate related training
and developing new climate risk metrics to monitor and
manage exposures as well as publishing a new greenwashing
risk management framework.

¢ \We have enhanced and expanded the use of a client Transition
Engagement Questionnaire to better understand our exposure
to the highest transition nsk sectors and we continue to engage
with our customers to understand and support their transition
away from high carbon activities.



Governance and structure

The group's Board takes overall responsibility for our ESG strategy,
overseeing executive management in developing the approach,
execution and associated reporting.

We continue to aim to deepen our understanding of the drivers of
climate risk as well as aim to manage our exposure. A dedicated
Climate Risk Oversight Forum is responsible for shaping and
overseeing our approach and providing support in managing
climate risk.

The group's Risk Management Meeting and Risk Committee
receive regular updates on our climate nisk profile and progress of
our climate risk programme.

Key risk management processes

We are integrating climate risk into the policies, processes and
controls across many areas of our organisation, and we will
continue to update these as our climate risk management
capabilities mature over time. We continue to enhance our climate
risk scoring tool, which will enable us to assess our customers’
exposures to climate risk.

Resilience Risk

Overview

Resilience risk is the risk that we are unable to provide critical
services to our customers, affiliates and counterparties as a result
of sustained and significant operational disruption. Resilience risk
arises from failures or inadequacies in processes, people, systems
or external events.

Key developments in 2022

The Operational and Resilience Risk sub-function seeks to provide
robust Risk Steward oversight of the management of risk by our
businesses, functions and legal entities. This includes effective and
timely independent challenge and expert advice. During the year,
we carried out a number of initiatives to seek to keep pace with
geopolitical, regulatory and technology changes and to strengthen
the management of resilience risk:

* We focus on understanding of our risk and control
environment, by updating our rigk taxonomy and control
libraries, and refreshing risk and control assessments.

* We implemented heightened monitoring and reporting of
cyber, third party, business continuity and payment/sanctions
risks resulting from the Russia-Ukraine war and enhanced
controls and key processes where needed.

* We provide analysis and reporting of non-financial risks
providing easy to access risk and control information and
metrics that enable management to focus on non-financial risks
in their decision-making and appetite setting.

* We aimed to further strengthen our non-financial risk
governance and senior leadership and improved our coverage
and Risk Steward oversight, for data privacy and change
execution,

Governance and structure

The Operational and Resilience Risk target operating model
provides a globally consistent approach, which allows us to define
a group view across resilience risks, strengthening our risk
management oversight while operating effectively as part of a
simplified non-financial risk structure. We view resilience risk
across nine sub-risk types related to: failure to manage third
parties; technology and cybersecurity; transaction processing;
failure to protect people and places from physical malevolent acts;
business interruption and incident risk; data risk; change execution
risk; building unavailability; and workplace safety.

Risk appetite and key escalations for resilience risk are reported to

our Risk Management Meeting (chaired by the HSBC Bank plc
Chief Risk Officer) and to our Risk Committee.

Key risk management process

Operational resilience is our ability to anticipate, prevent, adapt,
respond to, recover and learn from operational disruption while
minimising customer and market impact. Resilience is determined
by assessing whether we are able to continue to provide our most
important services, within an agreed level. This is achieved via
day-to-day oversight, periodic and ongoing assurance, such as
deep dive review and controls testing, which may result in
challenges being raised to the business by Risk Stewards. Further
challenge is also raised in the form of quarterly Risk Steward
opinion papers to formal governance. We accept we will not be
able to prevent all disruption but we prioritise investment to
continually improve the response and recovery strategies for our
most important business services.

Business operations continuity

We continue to monitor the situation in Russia and Ukraine, and
remain ready to take measures to help ensure business continuity,
should the situation require. There has been no significant impact
to our services in nearby markets where the group operates.
Publications from the UK Government, EU Commission and the
National Grid, amongst others, advised on potential plans for
power cuts and energy restrictions across the UK and Continental
Europe duting the winter period. In light of potential disruption,
businesses and functions in these markets are reviewing existing
plans and responses to minimise the impact.

Regulatory compliance risk

Overview

Regulatory comphance nsk is the risk associated with breaching
our duty to clients and other counterparties, inappropriate market
conduct and breaching related financial services regulatory
standards. Regulatory compliance risk arises from the failure to
observe relevant laws, codes, rules and regulations and can
manifest itself in poor market or customer outcomes and lead to
fines, penalties and reputational damage to our business.

Key developments in 2022

The dedicated programme to embed our updated purpose-led
conduct approach has concluded. Work to map applicable
regulations to our risks and controls continues in 2023 alongside
adoption of new tooling to support enterprise-wide horizon
scanning for new regulatory obligations and to manage our
regulatory reporting inventories. Climate risk has been integrated
into regulatory compliance policies and processes, with
enhancements being made to the Product Governance Framework
and controls in order to ensure the effective consideration of
Climate, and in particular Greenwashing, risks.

A major change initiative that begun in 2022 was the introduction
of the UK Consumer Duty (which will begin to be implemented in
July 2023) and measures resulting from ongoing thematic reviews
into the workings of the retail, small to medium enterprises
('SME’} and wholesale banking sectors and the provision of
financial advice to consumers in the UK particularly. A number of
the issues arising from this work have been exacerbated by the
cost of living crisis affecting the UK and the EU, and we may see
further regulatory intervention as a result, in particular to protect
vulnerable customers.

Governance and structure

The structure of the Compliance function is substantively
unchanged and the Group Regulatory Conduct capability and
Group Financial Crime capability both continue to work closely
with the regional Chief Compliance Officers and their respective
teams to help them identify and manage regulatory and financial
crime compliance risks across the Group. They also work together
and with all relevant stakeholders to ensure we achieve good
conduct outcomes and provide enterprise-wide support on the
Compliance risk agenda in collaboration with the Group's Risk
function.
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Key risk management processes

The Europe Regulatory Conduct function is engaged in setting
policies, standards and risk appetite to quide the management of
regulatory compliance. It also devises clear frameworks and
support processes to mitigate regulatory compliance risks. The
capability provides oversight, review and challenge to the Country
Chief Compliance Officers and their teams to help them identify,
assess and mitigate regulatory compliance risks, where required.
The regulatory compliance risk policies are regularly reviewed.
Policies and procedures require the prompt identification and
escalation of any actual or potential requlatory breach. Relevant
reportable events are escalated to the HSBC Bank plc RMM and to
the Group Risk Committee, as appropriate.

Conduct of business

Our conduct approach aims to guide us to do the right thing and
to focus on the impact we have on our customers and the financial
markets in which we operate. It complements our purpose and
values and - together with more formal policies and the tools we
have to do our jobs — provides a clear path to achieving our
purpose and delivering our strategy. For further information on our
Purpose-led Conduct Approach, see www. hshc.com/who-we-are/
esg-and responsible-business/our-conduct

Regulators and governments

We proactively engage with regulators and governments to
facilitate strong relationships through virtual and in-person
meetings and by responding to consultations individually and
jointly via industry bodies.

Financial crime risk

Overview

Financial crime risk is the risk that HSBC's products and services
will be exploited for criminal activity. This includes fraud, bribery
and corruption, tax evasion, sanctions and export control
violations, money laundering, terrorist financing and proliferation
financing. Financial crime risk arises from day-to-day banking
operations invalving customers, third parties and employees.

Key developments in 2022

We regularly review the effectiveness of our financial crime risk
management framework, which includes consideration of the
complex and dynamic nature of sanctions compliance risk. In
2022, we adapted our policies, procedures and controls to respond
to the unprecedented volume and diverse set of sanctions and
trade restrictions imposed against Russia following its invasion of
Ukraine.

We also continued to make progress with several key financial
crime risk management initiatives, including:

e \We enhanced our screening and non-screening controls to aid
the identification of potential sanctions risk related to Russia, as
well as risk arising from export control restrictions,

« We deployed a key component of our intelligence-led, dynamic
risk assessment capabilities for customer account monitoring in
our Non-Ring Fenced Bank for CMB and in our Jersey market
for domestic customers in retail and wholesale, while building
toward other markets in Europe. Global Social Network
Analysis was deployed in December for correspondent banking
in the UK, bringing a broader, more holistic review of potential
financial crime risk.

» We reconfigured our transaction screening capability in
readiness for the global change to payment systems formatting
under 15020022 requirements, and enhanced transaction
screening capabilities by implementing automated alert
discounting.

e \We strengthened the first party lending fraud framework,
reviewed and published an updated fraud policy and associated
control library, and continued to develop fraud detection tools.
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Governance and Structure

The structure of the Financial Crime function remained
substantively unchanged in 2022, although we continued to
review the effectiveness of our governance framework to manage
financial crime risk. The Regional Head of Financial Crime and
HSBC Bank plc Money Laundering Reporting Officer continues to
report to the EMEA Head of Compliance, while the HSBC Bank plc
Risk Management Meeting retains oversight of matters relating to
money laundering, fraud, bribery and corruption, tax evasion,
sanctions and export contral breaches, terrorist financing and
proliferation financing.

Key rislkk management processes

We will not tolerate knowingly conducting business with
individuals or entities believed to be engaged in criminal activity.
We require everybody in HSBC to play their role in maintaining
effective systems and controls to prevent and detect financial
crime. Where we believe we have identified suspected eriminal
activity or vulnerabilities in our control framework, we will take
appropriate mitigating action.

We manage financial crime nisk because it 1s the right thing to do
to protect our customers, shareholders, staff, the communities in
which we operate, as well as the integrity of the financial system
on which we all rely. We eperate in a highly regulated industry in
which these same policy goals are codified in law and regulation.
We are committed to complying with the law and regulation of all
the markets in which we operate in HSBC Bank plc and applying a
consistently high financial crime standard. In cases where material
differences exist between the law and regulation of these markets,
our policy adopts the highest standard while acknowledging the
primacy of local law.

We continue 1o assess the effectiveness of our end-to-end
financial crime risk management framework, and invest in
enhancing our operational control capabilities and technology
solutions to deter and detect criminal activity. We have simplified
our framework by streamlining and de-duplicating policy
requirements. We also strengthened our financial crime risk
taxonomy and control libraries and our investigative and
monitoring capabilities through technology deployments. We
developed more targeted metrics, and have also enhanced our
governance and reporting.

We are committed to working in partnership with the wider
industry and the public sector in managing financial crime risk,
protecting the integrity of the financial system and the
communities we serve. We participate in numerous public-private
partnerships and information-sharing initiatives around the Europe
region, including holding leadership positions in many. In 2022,
our focus remained on measures to improve information sharing,
including typologies of financial crime and highlighting key tools in
the fight against it. Within the Curopean Police agency, Europol,
we maintained a presence, and lent our expertise to working
groups, as well as advocacy teams focused on how financial crime
risk management frameworks can deliver more effective outcomes
in detecting and deterring criminal activity, including tackling
evolving criminal behaviour such as fraud. We continued our
engagement in the Joint Money Laundering Intelligence Task
Force in the UK, particularly on sanctions matters.

ESG disclosures

We have continued our efforts to combat financial crime and
reduce its impact on our organisation, customers and the
communities that we serve. Financial crime includes fraud, bribery
and corruption, tax evasion, sanctions and export control
violations, money laundering, terrorist financing and proliferation
financing.

We are committed to acting with integrity and have built a strong
financial crime risk management framework across all global
businesses and all countries and territories in which we operate.
The financial crime risk framework, which is overseen by the
HSBC Bank plc Board, is supported by our financial crime policies
that are designed to enable adherence to applicable laws and
regulations globally.



