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HSBC Bank (Mauritius) Limited
Management discussion and analysis

HSBC Bank (Mauritius) Limited (“the Bank™) was incorporated in Mauritius on 27 April 2006 (Company
number: 62412) and the Bank was granted its banking licence under section 7 of the Mauritian Banking
Act 2004 by the Bank of Mauritius (“BoM™) on 8" June 2006. The Bank’s registered office is HSBC Centre,
18 CyberCity, Ebéne, Mauritius. The Bank is primarily involved in commercial and global business
banking.

The Bank is a wholly owned subsidiary of The Hongkong and Shanghai Banking Corporation Limited, a
company incorporated in Hong Kong. HSBC Holdings plc, a company incorporated in England is the
ultimate holding company. The Bank started its operations on 1% August 2006.

The directors are pleased to present the annual report of HSBC Bank (Mauritius) Limited (“the Bank”) for
the year ended 31 December 2018.

The financial statements on pages 66 to 152 have been prepared in accordance with International Financial
Reporting Standards (“IFRS”) and in compliance with the requirements of the Mauritian Companies Act
2001, the Mauritian Banking Act 2004 and the regulations and guidelines issued by the Bank of Mauritius.

In preparing the financial statements, the directors are required to:

= select suitable accounting policies and then apply them consistently;

* make judgements and estimates that are reasonable and prudent;

= state whether International Financial Reporting Standards have been followed, subject to any material
departures disclosed and explained in the financial statements; and

= prepare the financial statements on the going concern basis unless it is inappropriate to presume that
the Bank will continue in business.

The directors have authorised the issue of this annual report on 18" February 2019 and they do not have
the power to amend the financial statements after issue.

In addition, the financial statements contain forward-looking statements, and risks exist that they may not
materialise. The user of the information should therefore not place undue reliance on these statements. The
Bank has no plan to update any forward looking statements periodically.

Financial Review
Outlook

During the year under review, the Bank benefited significantly from the increase in USD interest rates.
However, due to the headwinds currently being experienced in the global economy, ranging from trade
wars between the USA and China, Brexit, the persistent volatility in the equity markets, the likelihood of
further interest rate rises in 2019 has reduced. The Bank still expects to grow its assets and depositors base
and is therefore expecting to at least maintain its profitability for the foreseeable future.

Performance against objectives

Objectives for 2018 Performance for 2018 Objectives for 2019

1. Revenue Growth

Maintain revenue at least above Revenue grew by 23.1% compared Maintain revenue at least above
the 2017 levels. to prior year. The additional the 2018 levels.

deposits booked on average during

the year, increased loan book and

the USD interest rate hikes

contributed to the strong

performance.
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HSBC Bank (Mauritius) Limited
Management discussion and analysis (continued)
Financial Review (continued)

Performance against objectives (continued)

Objectives for 2018

Performance for 2018

Objectives for 2019

2. Return on equity

Deliver ongoing Return on Equity
(“ROE”) above the HSBC Group
ROE target.

3. Expense Growth

To maintain positive Jaws in line
with HSBC Group target.

4. Portfolio Quality

Proactively continue to manage
credit risk within the loan book and
keep Expected Credit Losses
(“ECLs”) at a minimum.

5. Capital and Liquidity Risk
Management

e To maintain capital above the
regulatory requirement under
Basel I11.

e To meet the BoM liquidity risk
management guidelines.
6. Return on Average Assets

At least maintain the return on
average assets in 2018.

ROE of 16.5% was achieved above
the HSBC Group ROE target of
10%.

Both revenue and costs grew by
23.1% and 9.8% respectively,
yielding a positive Jaws of 13.3%.
Increase in operating expenses is
mainly attributable to higher
intercompany expenses and direct
costs.

The Bank maintained the asset
quality with no significant ECLs
being reported during the year.

The capital adequacy ratio at 31
December 2018 was at 23.0% and
Core Equity Tier 1 (CET1) ratio
was 21.9% under Basel 111.

Liquidity Coverage Ratio (LCR)
stood at 122.2% as at year end well
above the regulatory limit of 70%.

Return on Average assets has
increased to 1.3% as compared to
1.1% in 2017.

Deliver ongoing ROE above
the HSBC Group ROE target
of 10%.

To maintain positive Jaws in
line with HSBC Group
target.

Proactively  continue to
manage credit risk within the
loan book and keep ECLs at
a minimum.

As per 2018 objectives.

As per 2018 objectives.

At least maintain the return
on average assets in 2019.

The Bank recorded a profit before tax of USD55.0m (2017 — USD42.9m). The increase in net interest
income to USD61.7m (2017 — USD47.7m) is partially offset by the decrease in net fee and commission
income to USD5.6m (2017 — USD5.8m) and net trading income to USD2.5m (2017 — USD2.9m).

Operating expenses amounted to USD15.6m (2017 — USD14.2m), which consisted of staff costs of
USD3.7m (2017 — USD3.2m) and administrative costs of USD11.9m (2017 — USDI11.0m). The
increase in administrative costs is mainly attributed to higher group charges and IT costs and staft costs.

Return on equity increased to 16.5% (2017 = 12.9%).

Return on average assets increased to 1.3% (2017 — 1.1%).

)



HSBC Bank (Mauritius) Limited
Management discussion and analysis (continued)
Financial Review (continued)

Performance against objectives (continued)

= The decrease in cash and cash equivalents to USD0.8bn (2017 - USD1.6bn) is mainly due to a decrease
in short term intergroup placements.

=  Loans and advances to banks decreased to USDO0.4bn (2017 — USDO0.5bn) as a result of lower trade
finance disbursements to Indian banks due to excess liquidity and increased competition in the Indian
market.

= Customer loans and advances, mainly comprising of term loans and trade finance to Indian corporates,
remained stable at USD1.8bn (2017 — USD1.8bn). The quality of the loan book remains strong with no
significant level of impairment charges.

» Investment securities increased to USDO0.5bn (2017 — USDO0.3bn) mainly to meet the new BoM
Guideline on Liquidity Risk Management under Basel III which came into effect in November 2017.

= Increase in other assets to USD 0.04bn (2017 — USDO0.03bn) is largely due to additional payments of
amounting to USD0.01bn made as a deposit to the Indian Tax Authorities in relation to an on-going tax
investigation. It is virtually certain that the Bank will win its case and therefore this amount has been
accounted for as a receivable at the end of the reporting period. The Bank will continue to assess the
recoverability of the amount as the case progresses.

= Deposits from customers decreased to USD2.2bn (2017 — USD3.1bn) mainly due to a decrease in
transferable deposits.

«  Other borrowed funds which consisted mainly of group entities remained stable at USD0.8bn (2017 —
USDO0.8bn). This is specifically in relation to core funding borrowing from the parent company.

= Capital adequacy ratio was maintained sufficiently above minimum regulatory requircment of 11.25%.
At 31 December 2018, it stood at 23.0% (2017 — 25.7%).

=  During the year, dividends paid to the parent company amounted to USD0.06bn (2017 — USD0.03bn).

The HSBC Group divides its activities into five business segments: Retail Banking and Wealth
Management (RBWM), Wholesale Banking (WSB), Global Banking and Markets (GB&M), Global Private
Banking (GPB) and the Corporate Centre. The business lines are responsible for developing, implementing
and managing their business propositions consistently across the HSBC Group.

The Bank is only involved in two segments, namely: WSB and GB&M.

Wholesale Banking

WSB aims to be the international bank of choice for global companies set up in Mauritius. It offers a full
range of banking products and solutions. It also provides an international network and relationship
management to support its customers in their development. In 2017, the Bank implemented the Group's
Wholesale Banking model which consisted mainly of the transfer of certain GB&M corporate customers to
the WSB business.

2018 2017 2010

USD'000 UsSD'000 usD'00n

Total Operating Income 47,824 35,108 20,183
Total Expenses (9,142) ~ (9.685) B (6.413)
Prolit Belore Tax 38,682 25423 13.770



HSBC Bank (Mauritius) Limited
Management discussion and analysis (continued)
Financial Review (continued)

Wholesale Banking (continued)

As at 31 December 2018, WSB had a customer deposit base of USD1.8bn (2017 — USD2.6bn) and a
customer lending book of USD1.8bn (2017 — USD1.7bn), representing 81.8% (2017 - 83.9%) and 99.9%
(2017 — 94.4%) of the Bank’s customer deposit and customer lending respectively.

WSB’s pre-tax profit increased by 52.2% to USD38.7m mainly due to the impact of increase in customer

deposits and the increase in USD interest rates.

Global Bankine and Markets

Total Operating Income
Total Expenses
Profit Before Tax

2018 2017 2016
USD'000 UsD'000 USD'000
16,399 17,762 38,252
(4,543) (1,771) (6,666)
12,356 15,991 31,586

GB&M primarily aims at serving the banking needs of large corporations and institutions, using Mauritius
as a platform for investment in India. The Bank arranges its GB&M business into two distinct sub-
businesses, namely Financial Institutions Group (FIG) and Institutional Clients Group (ICG), and Global
Markets (GM). FIG and ICG focus on provision of services such as deposit taking, payments and cash
management, credit and lending and trade finance. On the other hand, GM provides clients with access to
HSBC’s worldwide treasury network and provides a range of foreign exchange and treasury products.
Global Markets manages all of the Bank’s foreign exchange and other market risks.

There was a decrease in profit before tax for GB&M to USD12.4m (2017 — USD16.0m) due to the
implementation of the wholesale banking model during the year as assets and liabilities were moved to

WSB.

Key Ratios

Net interest margin
Return on average assets

Cost / Income ratio

Assets

Cash and cash cquivalents

Loan and advances to banks
Loan and advancces to customers
[nvestment sceurities

Total

Liabilities
Deposits trom customers
Other borrowed Tunds

Total

2018 2017 2016
% % Y

1.5 .3 1.1

1.3 1.1 1.1
22.2 249 23.8
2018 2017 2016
USD'm USD'm UsSD'm
760.3 1.635.2 4214
406.9 531.8 1,395.5
1,761.1 1.750.6 1.613.7
453.1 298.5 S
3,381.4 4216.1 3.430.6
2,240.1 3.120.9 2.162.8
845.3 783.2 946.6
3,085.3 3,904.1 3,109.4




HSBC Bank (Mauritius) Limited
Management discussion and analysis (continued)
Financial Review (continued)

Net Interest Income analysis

Interest Income

Cash and cash equivalents

Loans and advances to banks
Loans and advances to customers
Investment securities

Total

Interest Expense
Deposits from customers

Other
Total

Net interest income

2018 2017 2016
USD'm USD'm USD'm
19.3 1.8 47
19.1 12.8 13.2
512 38.1 34.7
7.8 0.3 -
97.4 63.0 52.6
(16.7) (3.6) 0.7)
(19.0) (11.7) (9.3)
(35.7) (15.3) (10.0)
61.7 477 42.6

Interest income increased from USD63.0m to USD97.4m in 2018 largely as a result of stable loans and
advances to banks and customers, increase in investments securities and the impact of the increase in USD

interest rates.

On the other hand, interest expense increased by USD20.4m mainly due to higher interest rates payable on

customer deposits and intercompany borrowings.

As a result, net interest income for the year increased by 29.4% to USD61.7m.

Non-interest income

Net fee and commission mcome
Net trading income
Other operating income

2018 2017 2016
USD'm USD'm USD'm
5.6 5.8 9.4

2.5 2.9 3.6

0.5 0.6 0.7

8.6 9.3 15

Non-interest revenue decreased to USD8.6m (2017 “USD9.3m) mainly because of a drop in net trading

income due to a decrease in foreign exchange volumes compared to prior year.

Non-interest expense

Personnel expenses
Operating lease expensces

Other expenses

2017 2017 2016
USD'm USD'm USD'm
3.7 3.2) (3.1
0.2) (0.2) 0.1
(11.7) (10.8) (10.2)
(15.6) (14.2) (13.4)

Non-interest expense increased to USD15.6m (2017 — USD14.2m) mainly due to a rise in group charges,

IT costs and staff costs.



HSBC Bank (Mauritius) Limited

Management discussion and analysis (continued)

Credit exposure and quality

General

The Bank manages its credit risks by establishing policies and control procedures for maintaining and
developing risk assets, and off-balance sheet exposure of sound quality and distribution, over appropriate
economic sectors. Such policies and control procedures are set out in the Bank’s instruction manuals which
are in compliance with regulatory requirements.

In accordance with the Bank of Mauritius Guideline on Credit Concentration Risk, the Bank is subject to
an aggregate large credit exposure limit as follows:

Credit Exposures denominated in Mauritian Rupee

Aggregate credit exposure to any single customer shall not exceed 25 per cent of the Bank’s Tier 1
capital;

Aggregate credit exposure to any group of closely-related customers shall not exceed 40 per cent
of the Bank’s Tier 1 capital; and

Aggregate large credit exposures to all customers and groups of connected counterparties shall not
exceed 800 per cent of the Bank’s Tier 1 capital.

Credit Exposures denominated in currencies other than the Mauritian Rupee

Credit exposure to any single customer shall not exceed 50 per cent of the Bank’s Tier 1
capital;

Credit exposure to any group of closely-related customers shall not exceed 75 per cent of the
Bank’s Tier 1 capital; and

Aggregate large credit exposures to all customers and groups of connected counterparties
shall not exceed 1200 per cent of the Bank’s capital base. This limit is exclusive of the limit
of 800 per cent imposed in Mauritian Rupee denominated credit.

As at 31 December 2018, the Bank is in compliance with the Bank of Mauritius Guideline on Credit
Concentration Risk.

Gross customer advances by industry sector

2018 2017 2016
USD’m % USD'm % USD'm %
Manutacturing Industries 888.0 50.5 601.1 343 603.3 374
Construction 36.1 2.0 85.7 4.9 114.8 7.1
Financial and business scrvices 303.0 17.2 276.9 15.8 168.7 10.4
International trade 336.6 19.1 636.4 364 523.0 324
Telecommunication 42.1 2.4 349 2.0 77.4 4.8
Other B 155.4 8.8 116.3 0.6 1272 7.9
Total ~ 1,761.2 1.751.3 _ 1,614.4 ]




HSBC Bank (Mauritius) Limited
Management discussion and analysis (continued)
Credit exposure and quality (continued)

Off-balance sheet foreign exchange trading contracts by industry sector

2018 2017 2016
USD’m USD'm USD’'m

Banks :
HSBC Group 134.8 529 51.2
Non HSBC Group | 28.1 13.7 .
Total 162.9 66.6 51.2

A breakdown of the foreign exchange trading contract by country is disclosed on page 19.

Credit Quality

A breakdown of the loan portfolio for financial year ends 2018, 2017 and 2016 is enclosed in the following
page. Advances are mostly extended to highly rated companies. The high quality of the book is reflected in
the fact that the Bank does not have a loss history since incorporation in August 2006.
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HSBC Bank (Mauritius) Limited

Management discussion and analysis (continued)

Credit Quality (continued)

Restructured Credits

No facilities have been restructured during the year.

Credit Impairment

A general banking reserve of USD21.1m (2017 — USD21.0m) has been set aside as an appropriation of
retained earnings to cater for future potential losses in the loan portfolio in line with the provisions laid

down in the Bank of Mauritius Guideline on Credit Impairment Measurement and Income Recognition.

Net reversal of impairment on financial assets stood at USD0.4m for the year and are calculated under IFRS
9 ‘Financial Instruments’ methodology.

Credit-impaired (Stage 3)

The Bank 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

» 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 is 90
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.

Interest income is recognised by applying the effective interest rate to the amortised cost amount, i.e. gross
carrying amount less ECL allowance.



HSBC Bank (Mauritius) Limited

Management discussion and analysis (continued)

Risk management policies and controls

The nature of the Bank's risks and the approach to manage those risks differ fundamentally between the
trading and the non-trading portfolio. Both risks are reviewed on a monthly basis by the Asset and Liability
Management Committee (ALCO) and Risk Management Meeting (RMM). Risk management information
relating to the trading activities and non-trading activities, are set out below and an analysis of the Bank’s
risks profile is disclosed in notes 35 of the financial statements.

Arising from

Measurement, monitoring and management of risk

Credit risk

Credit risk is the risk of financial loss if

= Credit risk

arises

Credit risk is:

a customer or counterparty fails to mect principally from dircet  ® measured as the amount which could be lost if a customer or
an obligation under a contract. lending  and trade counterparty fails to make repayments;
finance, but also from  ®* monitored using various internal risk management measures
certain - other products and within limits approved by individuals within a tramcwork
such as guarantees and of delegated authorities; and
derivatives. * managed through a robust risk control framework which

outlines clear and consistent policics, principles and guidance
for risk managers.

Liquidity and funding risk

Liquidity risk is the risk that the Bank
does not have sufficient financial
resources to meet its obligations as they
fall due or that it can only do so at an
excessive cost. Funding risk is the risk
that funding considered to  be
sustainable, and therctore used to fund
assets, is not sustainable over time.

Liquidity risk arises
from mismatches in the
timing ot cash flows.
Funding risk arises when
illiquid assct positions
cannot be funded at the
expected  terms  and
when required.

Liquidity and funding risk is:

mcasured using a range of metrics including liquidity coverage
ratio and net stable funding ratio;

assessed through the internal liquidity adequacy assessment
process;

monitored against the Bank’s liquidity and BoM's Liquidity
Risk Management framework which is in line with Bascl It and
managed on a stand-alone basis with no reliance on any Group
entity (unless pre-committed) or central bank unless this
represcnts  routine  cstablished  business-as-usual  market
practice.

Market risk

Market risk is:

Exposurc to market risk is
separated into two

Market risk is the risk that movements
in market factors, such as forcign
exchange rates, interest rates, credit
spreads, cquity prices and commodity
prices, will reduce the income or the

= mcasured in terms of value at risk (*VaR"), which measurcs the
portfolios: potential losses on risk positions over a specified time horizon
s Trading portfolios for a given level of confidence, and assessed using stress testing;
= Non-trading portfolios = monitored using VaR, stress testing and other measures

value of the Bank's porttolios.

including the sensitivity of net interest income and the
sensitivity of structural foreign exchange; and

managed using risk limits approved by the Risk Management
Mecting (RMM) for the Bank and the various global businesses.

Interest rate risk

Interest rate risk is the risk that ariscs

Interest rate risk arises

Risk management activities are aimed at optimising net interest

from fluctuating interest rates. from interest  carning income consistent with the Bank’s business strategies.
assets (including
investments) and
interest-bearing
liabilitiecs ~ that  arc

matured or are re-priced
at difterent times or in
different amounts.

In the case of floating
rate asscts and liabilitics,
the Bank is also exposcd
(o basis risk. which is the
difference in re-pricing
characteristics  of  the
various  1loating  rate
indices  and  difterent
types of interest,

10



HSBC Bank (Mauritius) Limited
Management discussion and analysis (continued)
Risk management policies and controls (continued)

Risks Arising from Measurement, monitoring and management of risk
Currency risk

Currency risk arises from the change in~ The Bank is exposed to currency risk through transactions in foreign currencics. The Bank’s main

price of one currency in rclation to  operations in foreign currencies are in US Dollar, Pound Sterling, Euro, the Japanese Yen and the

another. Indian Rupce. As the currency in which the Bank presents its financial statements is US dollar, the
Bank's financial statements arc affected by movements in the exchange rates between these
currencies and US dollar. The Bank’s transactional exposures give rise to foreign currency gains
and losses that arc recognised in the statement of comprehensive income. These exposures comprise
the monctary assets and monetary liabilities that are not denominated in the measurement currency
of the Bank. However most of the Bank’s transactions are in US dollars and for the remaining
transactions the Bank finances its monetary assets in foreign currencies with borrowings in the
same currencies or enters into cross currency swaps to mitigate its currency risk. The Bank's
exposure in Indian Rupee receivables is hedged using non deliverable forwards ("NDF™).

Operational risk

Operational risk is the risk to achicving  ® Operational risk arises  Opcrational risk is:

the Bank’s strategy or objectives as a from day-to-day = measured using the risk and contro! assessment proccess, which
result of inadequate or failed internal operations  or - external assesses the level of risk and effectiveness of controls;
processes, people and systems or trom cvents, and is relevantto ® monitored using key indicators and other internal control
external cvents. cvery aspect ot the activities; and
Bank’s business. = managed primarily by cstablishing policies and control
= Regulatory compliance procedures as set out in the Bank’s Group manuals which arc
risk and financial crime periodically reviewed and updated and are in compliance with
risk are discussed below. regulatory requirements.

The RMM oversees the operational risk management framework of
the Bank and amongst others, is mandated to:

= set the Bank’s risk appctite for operational risk;

»  review appropriate Key Performance Indicators, including
operational loss and near miss figures, as well as specific
operational risk incidents;

= consider any action required from the ongoing review of
operational incidents across the Bank; and

= identify any unfavourable trend and escalate as required to
Bank of Mauritius and the Board.

Regulatory compliance risk

Regulatory compliance risk is the risk = Recgulatory compliance  Regulatory compliance risk is:
that the Bank fail to observe the letter risk is part of operational ~ ® measured by reference to identiticd metrics, incident
and spirit of all relevant laws, codes, risk, and arises from the assessments, regulatory feedback and the judgment and
rules, regulations and standards of good risks associated with the assessment of our regulatory compliance teams;
market practice, and incur fines and Bank breaching its duty = monitored against the first line of defense risk and control
penalties and  suffer damage to its to cliecnts and other assessments, the results of the monitoring and control assurance
business as a consequence. counterpartics, activities of the second line of defense functions, and the results
inappropriate market of internal and cxternal audits and regulatory inspections; and
conduct and breaching  ® managed by cstablishing and communicating appropriate
other regulatory policies and procedures, training employees in them, and
requirements. monitoring activity to help ensure their observance. Proactive
risk control and/or remediation work is undertaken where
required.

11



HSBC Bank (Mauritius) Limited

Management discussion and analysis (continued)

Risk management policies and controls (continued)

Risks
Financial crime risk

Arising from

Measurement, monitoring and management of risk

Financial crime risk is the risk that the
Bank knowingly or unknowingly help
parties to commit or to fturther
potentially illegal activity through the
HSBC Group ("HSBC™).

= Financial crime risk is
part of operational risk
and arises from day-to-
day banking opcrations.

Financial crime risk is:

measured by reference to identificd metrics, incident
assessments, regulatory tfeedback and the judgment and
assessment of the Bank’s Financial Crime Risk teams;
monitored against the Bank’s financial crime risk appetite
statements and metrics, the results of the monitoring and control
activitics of the second linec of defense tunctions, and the results
of internal and external audits and regulatory inspections; and
managed by establishing and communicating appropriate
policics and procedures, training employecs in them, and
monitoring activity to assure their observance. Proactive risk
control and/or remediation work is undertaken where required.

Other material risks

Reputational risk

Reputational risk is the risk of failure to
meet stakcholders' expectations as a
result of any event, behaviour, action or
inaction, either by HSBC itsclt, the
Bank’s cmployees or those with whom
the Bank is associated, that might cause
stakeholders to form a negative view of
the Bank.

= Primary reputational
risks arise directly from
an action or inaction by
HSBC, its employees or
associated parties that
are not the consequence
of another type of risk.

Secondary reputational
risks arc those arising
indirectly and are a

result of a failure to
control any other risks.

Reputational risk is:

measured by reference to the Bank’s reputation as indicated by
its dealings with all relevant stakeholders, including media,
regulators, customers and employees;

monitored through a reputational risk management framework
that is integrated into the Bank’s broader risk management
framework; and

managed by every member of staft and is covered by a number
of policies and guidelines. There is a clear structure of
committees and individuals charged with mitigating
reputational risk.

Pension risk

Pension risk is the risk that the
performance of assets held in pension
plans is insufficient to cover existing
pension  liabilities  resulting in - an
increasc in obligation to support the
plans.

= Pension risk arises from
investments  delivering

an inadequate  return,
adverse  changes  in
interest rates or
intflation, or members
living  longer  than
expected. Pension risk
includes operational

risks listed previously.

Pension risk is:

measured in terms of the schemes™ ability to generate sutticient
funds to meet the cost of their accrued benctits;

monitored through the specific risk appetite; and

managed through the appropriate pension risk governance
structure.

i Sustainability risk

Sustainability risk is the risk that
financial services provided to customers
by the Bank indirectly result in
unacceptable impacts on people or on
the environment.

Concentration of risk policies

= Sustainability risk ariscs
from the provision of
financial  services  to
companies or projects
which indireetly resultin
unacceptable impacts on
people  or  on  the
environment.

Sustainability risk is:

measurcd assessing the potential sustainability cffect of
customer’s activities and assigning a Sustainability Risk Rating
to all high risk transactions;

monitored by the RMM.

The Bank maintains a credit risk portfolio that is adequately diversified. Maximum exposure limits are set
for individual counterparties and concentration risk with respect to individual counterparties, countries and
sectors is regularly reviewed to maximise any potential diversification benefits while complying with Bank
of Mauritius Guidcline on Credit Concentration Risk,
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Risk management policies and controls (continued)

Concentration of risk policies (continued)

As at 31 December 2018, the top 6 customer groups exposures accounted for 74.8% (2017 — 55.3%) of total
advances extended to corporates. Credit quality remained acceptable with over 87.3% of the total corporate
exposure having a rating of BBB or better. The six most significant concentration cases are listed below.

Customer Group Total % of % of Tier 1 Capital*
B USD’m Total Corporate exposure (Under Basel I11)
Customer Group | 200.0 24.7 67.9
Customer Group 2 103.8 12.8 35.2
Customer Group 3 90.7 11.2 30.8
Customer Group 4 76.0 9.4 25.8
Customer Group 5 75.0 9B 25.5
Customer Group 6 60.0 7.4 204

* Capital base used includes audited profits for 2018
As at 31 December 2018, the Bank’s credit concentration risk stood at 275% (2017 — 459%).

The facilities extended to the customer groups consist mostly of trade finance facilities and medium and
long term loans.

Related party transactions policies and practices

In accordance with the Bank of Mauritius Guideline on Related Party Transactions, credit exposure to any
single borrower/group of closely-related customers who are related parties to the bank shall be subject to
the following conditions:

(a) the aggregate of credit exposures to and investments in equity shares of all related parties in
Category 1 (further described below), other than investments in subsidiaries and associates, should
not exceed 60 per cent of the Bank’s Tier 1 capital;

(b) the aggregate of credit exposures to and investments in equity shares of all related parties in
Category 1 and Category 2 (further described below), other than investments in subsidiaries and
associates, should not exceed 150 per cent of the Bank’s Tier 1 capital.

For the purpose of determining the regulatory limits on exposures to related parties, the latter are classified
into the following three categories:

Category 1
This includes credit exposures to:

(a) a person who has significant interest in the Bank;

(b) a director of the Bank;

() a director of a body corporate that controls the financial institution;

(d) the spouse, child and parent of a natural person covered in (a) or (b) or (c) above;

(e) any entity that is controlled by a person described in (a) or (b) or (c) or (d) above; and

(H any entity in which the Bank has significant interest, excluding a subsidiary of the Bank as

mentioned in I above.

Category 2
This includes credit exposures to:

(a) senior officers, which are outside the terms and conditions of employment contracts;

(b) the spouse, child and parent of senior officers;

(c) senior oflficers of a body corporate that controls the financial institution,

(d) any entity that is controlled by a person described in (a) or (b) or (c) above; and

(e) a subsidiary of the [inancial institution with no shareholder (natural person) holding dircctly or

indirectly more than a significant shareholding in the parent financial institution.
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Related party transactions policies and practices (continued)

Category 3
This includes credit exposures to senior officers, which are within the terms and conditions of employment
contracts.

The following credit exposures are however exempted from the regulatory limits:

(a) a credit exposure to the extent to which it is collateralised by deposits with the Bank or Government
securities or a loan to the extent to which it is guaranteed by Government;

(b) a credit exposure to the extent to which it is collateralised by securities issued by another government
or a loan to the extent to which it is guaranteed by another government provided that the exposure is
(i) denominated and funded in its national currency, and
(ii) approved by the Bank under paragraph 4 of the Guideline on Standardised Approach to Credit Risk

for a zero per cent risk weight;

(c) a credit exposure to parastatal bodies and to an entity in which Government has more than 50 per cent
shareholding;

(d) inter-bank transactions as part of treasury operations;

(e) credit exposures representing less than 2 per cent of the Bank’s Tier 1 capital; and

(f) category 3 type of related party exposures.

The Bank complies with the BoM Guideline on Related Party Transactions which sets out the manner in
which these transactions are identified, monitored and reported on a quarterly basis. The Risk Management
and Conduct Review Committee (RMCRC) approves every related party transaction and ensures these
transactions are at market rates.

In line with the above guideline, the Board has adopted a policy which sets out the rules governing the
identification of related parties, the terms and conditions applicable to transactions entered into with them,
and reporting procedures to the RMCRC and to the Board.

The table below sets out the six largest related party exposures and the respective percentages of the Bank’s
Tier | capital:

Related Party Exposure USD’m % of Tier 1 Capital
1. HSBC India 2,464 836%
2. HSBC Hong Kong 1,742 591%
3. HSBC Singapore 401 136%
4, HSBC Taiwan 400 136%
5. HSBC Mauritius Branch 321 109%
6. HSBC Bank Plc, GP Treasury London 313 106%

All of the above exposures are exempted facilities under the BOM Guideline Related Party Transactions.
None of the loans advanced to related parties were classified as non-performing as at 31 December 2018.

Basel 111 Disclosures
Scope of application

The Bank’s credit, market and operational risks are measured under the Standardised Approach. The
amount of credit risk capital is arrived at by applying the risk weights based on the external credit
assessments for sovereign, Central Bank and bank exposures along with the standard Basel Il risk weights
as applicable under the Standardised Approach for corporate, retail, mortgage and past due exposures. The
capital charge for market risk is based on the assessment of foreign exchange risk in the Bank’s trading
book. The computation of operational risk capital follows the Basel 111 measurement methodology whereby
gross income is used as a proxy to calculate capital charge.
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Management discussion and analysis (continued)

Basel III Disclosures (continued)

Capital Structure

HSBC Bank (Mauritius) Limited is a 100% owned subsidiary of The Hongkong and Shanghai Banking
Corporation Ltd, a company registered in Hong Kong and regulated by the Hong Kong Monetary Authority.
The authorised share capital of HSBC Bank (Mauritius) Limited is USD 100m made up of 100,000,000

ordinary shares of nominal value USD 1 each, of which 72,956,783 have been issued.

The Capital Base under Basel III stood as follows:

USD000 2018 2017 2016
CET 1 capital USD’000 uspooo | UsSD 000
Paid Up Capital 72,957 72,957 72,957
Statutory Reserve 72,957 72,957 72,957
Retained Earnings 148,907 156,818 140,103
CET 1 capital before regulatory adjustments 294,821 302,732 286,017
Regulatory adjustment: Deferred tax (151) (67) (55) ]
CET 1 capital 294,670 302,665 285,962
Tier 2

General Banking Reserve 15,673 14,367 19,042
Other regulatory adjustment to Tier 2 capital* (665) - (15,000)
Tier 2 capital 15,008 14,367 4,042
Total Capital Base 309,678 317,032 290,004

*Regulatory adjustment agreed with Bank of Mauritius following the dispensation to exceed the Single Borrower's Limit (“SBL")
following the payment of a special dividend during 2016.

The Asset and Liability Management Committee (ALCO) reviews the capital adequacy ratios under the
local regulatory capital requirement on a monthly basis and ensures compliance with the regulatory
requirement. Projections of regulatory capital ratios are also reviewed by ALCO on a regular basis, at least
annually.

Capital Adequacy

The Basel 11I Standardised Approach presents risk sensitivity in measuring credit risk in that it makes use
of the credit ratings of External Credit Assessment Institutions (ECAIs) to define the weights used when
calculating the risk-weighted assets.

Sovereign, Central Bank and bank risk weights are based on the credit assessments of recognised external
rating agencies with each category of borrower having a specific risk weight structure.

Claims on corporate customers as well as claims on corporate public sector entities are assigned a standard
risk weight of 100% when they are not rated by any of the above mentioned recognised rating agencies. A
standard risk weight of 75% is applied to retail exposures who meet the criteria set in the Bank of Mauritius
Guideline on Stundardised Approach to Credit Risk; claims secured by residential property [or purposes
other than purchase/construction in Mauritius are allocated a risk weight of 35% subject to an exposure
limit of MURSm and a loan to-value not exceeding 80% as required by the above referred guideline.

Past due claims are assigned a risk weight, ranging from 50% to 150%, dependent on the proportion of
specilic provision to the outstanding amount of the exposure.
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Management discussion and analysis (continued)
Basel III disclosures (continued)
Capital Adequacy (continued)

With on-balance sheet risk weighted assets of USD1,237.8m (2017 — USD1,142.8m), details of which are
given in the Credit Risk: Standardised approach section on page 21-22, minimum capital requirements for
credit risk for portfolios subject to the Standardised Approach as at 31 December 2018 was USD139.3 m
(2017 — USD114.3m). Risk weighted assets of USD16.0m (2017 — USD6.6m) for market and non-market
related off-balance sheet exposures and USD0.4m (2017 — USDO0.5m) for market risk foreign currency
exposure, generated further capital requirement of USD1.8m (2017 — USDO0.7m).

Capital requirement for Operational Risk in accordance with the Basic Indicator Approach which, based on
the average gross income for the last 3 years per annum of USD61.2m (2017 — USD56.4m), gave a capital
charge for operational risk of USD9.2m (2017 — USD8.5m).

Total risk weighted asset capital requirement therefore stood at USD151.4m (2017 — USD123.5m)
compared to the Bank’s capital base of USD309.7m (2017 — USD317.0m).

The regulatory limits applicable to the Bank were as follows:

2018 2017 2016
% B Ya i |

CET | capital adequacy ratio 21.9 24.5 17.7
Regulatory Limit — Minimum CET I CAR 6.5 6.5 6.5
| Ticr | capital adequacy ratio 21.9 24.5 17.7
' Regulatory Limit — Minimum Tier I CAR 8.0 S.0 8.0
_Total capital adequacy ratio 23.0 25.7 | 18.0
Regulatory Limit - Minimum Total CAR 11.25 10.63 10.0

Capital adequacy ratios include audited profits for 2018. Capital adequacy ratios for 2017 and 2016 have
been calculated on the same basis.

The Credit Risk Policy Framework

Credit Risk is the risk that a counterparty of the Bank will be unable or unwilling to meet a commitment
that it has entered into. Credit Risk may take various forms, including:

" Lending — that funds will not be repaid,

. Guarantees or bonds — that funds will not be forthcoming upon crystallisation of the liability;

] Treasury products — that the payment or series of payments due from the counterparty under the
contract is not forthcoming or ceases;

= Trading businesses — that settlement will not be effected,

. Insurance risks reinsured — that the reinsurance counterparty will be unwilling or unable to meet its
commitments;

- Cross-border exposure — that the availability and free transfer of currency is restricted or ceases;
and

" Holdings of assets in the form of debt securities — that the value of these falls c.g. after a

downgrading of credit rating.
Credit Risk may be mitigated by the deployment of appropriate techniques ol risk analysis [or the

management of individual facilities and of portfolios and for the early detcction of risk deterioration, as
well as by the completion of effective legal documentation and the taking of security.
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Management discussion and analysis (continued)
The Credit Risk Policy Framework (continued)

The Bank has historically sought to maintain a conservative, yet constructive and competitive credit risk
culture. This has served the Bank well, through successive economic cycles and strategic plan periods, and
remains valid today. This culture is determined and underpinned by the disciplined credit risk control
environment which the Bank has put in place to govern and manage credit risk, and which is embodied in
the formal policies and procedures within which the Bank must operate. These extend from the overall
strategic approach to the daily actions of management, demonstrated in:

] The corporate values, principles and standards as set out in the HSBC Group Standards Manual;

" The organisational structure, governance arrangements, the assumption of authority/ responsibility,
and the inter-action of functions; and

. The risk rating systems and assessment techniques, controls, reporting and other processes that are

employed to measure, evaluate, monitor and manage credit risk.

The Bank’s credit risk policy is governed by the HSBC Group’s credit instructions manuals and lending
guidelines.

The Bank’s lending guidelines further give an indication of the local management’s current view of the
business development priorities. The guidelines also set out terms and conditions which are likely to lead
to the approval of credit applications taking into account changes in the economic outlook, competitive
environment and the evolution of the asset book. The guidelines are reviewed on an annual basis.

The Chief Risk Officer of the HSBC Group for the Asia Pacific region establishes the credit approval limit
for the Chief Executive Officer and the Chief Risk Officer at the local office, who in tumn, delegate their
limits to their subordinates depending on their experience. Credit exposures in excess of the limits
delegated to the Chief Executive Officer and the Chief Risk Officer are approved by the parent company in
Hong Kong. The Credit Risk team ensures that credit risk assessment standards remain in line with the
HSBC Group’s credit policy.

The identification, understanding and management of our different risks are of increasing importance and
as a result, a comprehensive Enterprise-wide Risk Management Framework is applicd throughout the
HSBC Group and across all risk types, including credit risk. As outlined under the Statement on Corporate
Governance Practices, risk governance is exercised in both an executive capacity, through the monthly Risk
Management Meetings, and a non-executive capacity, through the quarterly Board of Directors’ Meeting,
advised and supported by the Risk Management and Conduct Review Committee This structure helps to
ensure appropriate oversight and accountability of risk, and facilitates reporting and escalation as
appropriate.

The Bank’s information system, has also been designed such that unauthorised excesses, overdue loan

repayments and pending documentation are tracked and addressed in a timely manner. In addition, regular
reporting on credit risk is made to the parent company in Hong Kong and to the Bank of Mauritius.

Credit Risk Exposures
Total gross credit risk exposures as at 31 December 2018 stood as follows:

Fund based:

ltems USD’000 |

Claims on Sovereign - 453121
~Claims on Central Banks 40,678

Claims on Banks B 1.144.339
Claims on Carporates 1,756.411
Total B 3,394,549
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Management discussion and analysis (continued)

Credit Risk Exposures (continued)

Non fund based:
Items USD’000
Direct Credit Substitute 36,839
Transaction-related contingencies 45,676
Other commitments with an original maturity of up to one year 8,898
Unconditionally canccllable commitments * 225,422
Foreign Exchange Contracts 162,880
Total 479,715

* Commitments that can be unconditionally cancellable at any time by the Bank without prior netice, or that effectively provide for

automatic cancellation due to the deterioration in a borrower's credit worthiness,

The geographical distribution of the gross credit exposures is disclosed below and is based on the country

risk of the exposure.

Fund Based:
Items Risk Country USD’000
Claims on Sovereigns United States 448,532
Mauritius 4,589
Total 453,121
Items Risk Country USD’000
Claims on Central Banks Mauritius 40,678
Total 40,678
Items Risk Country USD’000
Claims On Banks Australia 284
Belgium 6
Canada 319
China 12
France 5,700
Hong Kong 426,568
India 247278
Japan 2,558
Mauritius 89,763
New Zealand - 8
Singapore 15,299
South Africa 3,730
Switzerland 889
Taiwan 50,017
United Arab Emirates 3,620
United Kingdom 59,993
United States 155,052
Vietnam 3 83,243
Total 1,144,339
Items Risk Country usD’000
Claims on Corporates Hong Kong 117,019
India 1,198,751
Germany N 2
Malaysia 11,716
Mauritius 184,003
Netherlands B 8,249
- Seychelles - 15,006
Switzerlund 2.009
N United States 148.803
United Kingdom 16.689
Victnam 54,158
1,756,405

- Total
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Credit Risk Exposures (continued)

Non fund based:
Items Risk Country UsSD’000
Direct Credit Substitute Mauritius 31,750
Switzerland 5,000
Sri Lanka 89
Total 36,839
Items Risk Country USD’000
Transaction-related Contingent Items India 45,259
Mauritius 417
Total 45,676
Items Risk Country USD’000
Other commitments with an original maturity of up to Mauritius 2,655
one year
United Kingdom 6,243
Unconditionally cancellable commitments Mauritius 104,224
India 30,897
Ireland 4979
Vietnam 85,322
Total 234,320
Items Risk Country UsD’000
Foreign Exchange Contracts United Kingdom 59,486
United Arab Emirates 33
Hong Kong 75,242
Mauritius 28,119
Total - 162,880
The counterparty type distribution of exposures was as follows:
Fund based:
Items USD’000
Financial Institutions 1,638,138
Corporates 1,756,411
Total 3.394.549
Non fund based:
Items - USD’000
Financial Institutions — Non banks 58511
Financial Institutions — banks 180,109
Corporates 241,095
Total 479,715
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Credit Risk Exposures (continued)

The contractual maturity breakdown of the portfolio was as follows:

Fund based:
Items USD’000
Number of Months 0-3m 3-6m 6-12m 12-24m 24-36m 36-60m > 60m Total
Claims on Sovereigns 298.754 154,367 - - - - - 453.121
Claims on Central ) 40,678 ) i e ) 40,678
Banks
Claims on Banks 792,228 281,777 69.921 413 - - - 1.144.339
Claims on Corporates 258.130 238,442 117,301 | 2.303 227422 514,193 398,620 1.756.411
Total 1.349.112 715.264 187,222 2.716 227.422 514,193 398,620 3,394,549
Non fund based:

Items uSD’000
Number of Months 0-3m 3-6m 6-12m 12-24m 24-36m 36-60m > 60m Total
Direct Credit
Substitute ) ) o ) ) 36,839
Transaction-related

! 130 85 245 216 45,000 - 45,676
Contingent Items -
Other commitments
with an original
maturity of up to 8838 ) ) B ) ) ) BEo8
one year
Unconditionally
cancellable 85,983 15,435 124,004 - - . 225,422
commitments
Foreign Exchange 162,880 ~ ) 162,880
Contracts
TOTAL 257,891 15,520 161.088 216 45,000 - - 479.715

All of the items in the above mentioned disclosures are subject to the Basel Il Standardised Approach.
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Credit Risk: Standardised Approach

The Standardised Approach to Credit Risk requires banks to use credit assessments provided by external
credit assessment institutions (ECAISs) that are recognised by national supervisors as eligible for regulatory
capital purposes, to determine the risk weights on their credit exposures.

The following ECAls are used by the Bank:

- Standard & Poor’s Ratings Services
- Moody’s Investors Service
- Fitch Ratings

The ratings of these international credit rating agencies are used for capital adequacy purposes for risk
weighting claims in all market segments. Claims on sovereigns, claims on central banks and international
institutions, claims on banks and, claims on corporates are the major market segments where the Bank
makes use of the above referred credit agencies rating data.

Apart from the above 3 referred ECAIs, the Bank of Mauritius Guideline on the Recognition and Use of
External Credit Assessment Institutions allows the use of the following agencies to risk weight claims on
corporates only:

- Credit Analysis and Research Limited (CARE)

- Credit Rating Information Services of India Limited (CRISIL)

- Fitch India

B Investment Information and Credit Rating Agency of India (ICRA)

The Bank also makes use of the corporate ratings indicated by the above four Indian agencies to risk weight
the advances it extends to its portfolio of Indian corporates, for its calculation of capital adequacy. If ratings
are not available, the facilities extended to them are risk weighted at 100%.
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Management discussion and analysis (continued)

Credit Risk Exposures (continued)

Credit Risk: Standardised Approach (continued)

Exposures after credit risk mitigation (CRM) subject to the standardised approach were as follows:

Fund Based:
Items Exposures Before Exposures After Risk RWA
CRM CRM Weight
USD*000 USD'000 % USD'000
Claims on Sovercigns 453.121 453.121 0 -
Claims on Central Banks 125 125 0 -
40,553 40.553 N 50 20,277
Claims on Banks 415987 415,987 0 -
415,049 855,997 20 171,199
174,040 213,514 50 106.757
139,263 139,263 100 139,263
Claims on Corporates 441,359 442,170 20 88,434
320.394 308,451 50 154,226
994.658 525,368 100 525,368
Total 3.394.549 3.394.549 1,205,523
Non Fund Based:
Exposures Exposures After Credit Credit RWA
Items Before CRM CRM Conversion Equivalent
Factor Amount
USD'000 USD’000 Y% USD’000 USD000
Direct Credit Substitute 36,839 5.089 100 5.089 5018
Transaction-related
Contingent Items B 45.676 45,583 50 22,791 8.082
Other commilments with an
original maturity of up to one
year 8.898 8.898 20) 1,780 1,780
Unconditionally cancellable
commitments 225,422 225422 = - -
Total 316.835 284,992 29.660 14.880)
Notional Credit Potential Current Credit RWA
Items principal Conversion Future Risk Exposure Equivalent
amount Factor % Amount
USD* 000 usb'ooo | USD'000 USD'000 USD'000
Forcign Exchange Contracts 162.880 - 1,629 1,284 2913 .16l

Credit Risk Mitigation

The Bank generally accepts security as collateral for advances extended to its corporate customer base. The
acceptable forms of tangible security are agreed every year by way of area Jending guidelines which are
prepared by the Credit Risk Management function and approved by the regional credit function in Hong
Kong before being circulated to relationship managers [or guidance and adherence. Credit derivatives,
haircuts and on and off-balance sheet netting are not used in respect of credit risk mitigation.
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Credit Risk Mitigation (continued)

Common acceptable forms of security are:

» standby letters of credit /guarantees from banks;
= cash or deposits held under lien;

» personal or corporate guarantees;

= letters of undertaking;

= letters of comfort;

» registered mortgages; and

= fixed and floating charge on all assets.

Market Risk

Market risk is the risk that the market rates and prices on which the Bank has taken views - interest rates,
exchange rates, equity prices, etc. will move adversely relative to positions taken, thereby causing losses to
the Bank.

It is the responsibility of the country Chief Executive Officer (CEO) or his delegate to ensure that market
risk may only be taken by Global Markets businesses within authorised limits. Units other than Global
Markets businesses must transfer market risk to the Global Markets business, either by an internal
transaction between the two areas, or by the inclusion of the transaction in the Global Markets business'
dealing position. The market risk limit mandate of the Bank therefore encompasses all market risks taken
by the Bank. Exceptions to this rule are explicitly agreed with local management, such as local and regional
ALCO, and HSBC Group Market Risk function in HSBC Group Head Office in London. Any exceptions
are subject to the same control and reporting requirements as that applied to risk taken by Global Markets,
including annual review of limits by HSBC Group Market Risk.

An Annual Limit Review (ALR) is prepared by HSBC Group Market Risk and reviewed by the Risk
Management Meeting (RMM) of the HSBC Group Management Board (GMB) each year. The Bank
henceforth submits a request annually to apply for market risk limits covering the following calendar year.
All requests are submitted in writing and these clearly indicate the support of the country CEO, or his
delegate and, the local and regional Head of Global Markets and the Head of Market Risk in Hong Kong.
These annual submissions contain formal confirmation that all limits can be independently monitored and
that all products have passed through an appropriate due diligence process.

The foreign exchange risk position as at 31 December 2018 stood at USD0.4m (2017: USD0.5m) giving a
capital requirement of USD0.05m (2017:USD0.05m).

Operational Risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems
or external events, including legal risk. Operational risk arises from day to day operations or external events
and is relevant to every aspect of the HSBC Group’s business.

The HSBC Group's Operational Risk Management Framework is the overarching approach adopted by the
Bank to manage its operational risk in accordance with its business and operational risk forward plan, and
in line with operational risk appetite. The framework consists of a set of activities, processes and tools
which are used in the management of operational risk across HSBC, and provides operational risk specific
detail following the overall framework as set out in the Enterprise-wide Risk Management Framework, and
which is also outlined under the Statement of Corporate Governance Practices.

The purpose of the Operational Risk Management Framework is to enable the Bank to fully identity and
manage its operational risks in an effective manner and maintain operational risk within risk appetite.
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Basel I1I disclosures (continued)

Operational Risk (continued)

The Bank of Mauritius Guideline on Operational Risk Management and Capital Adequacy Determination
which came into effect on 01 April 2008, defines three main methods for calculating operational risk capital
charges. These are the Basic Indicator Approach (BIA), the Standardised Approach and the Advanced
Standardised Approach. The Bank has chosen the BIA approach to calculate its operational risk capital

requirement and this is briefly described below.

Under the BIA, the capital requirement for operational risk is equal to 15% of the average annual positive
gross income over the previous three years.

Gross income is defined as the sum of net interest income and net non - interest income and is arrived at
before accounting for:

a) provisions, including those for credit impairment;
b) operating expenses (including fees paid for outsourced services); and

¢) realised profits/ losses from the sale of securities held to maturity and available for sale.

The Bank’s capital requirement for operational risk as at 31 December 2018 stood as follows:

Financial Financial Financial

Year Ended Year Ended Year Ended

2018 2017 2016

. USD'000 USD'000 USD'000

Annual Gross Income 70,240 57,074 56,405
(1) | Number of Years with positive income 3
(2) | Average Gross Income 61,240
(3) | Capital charge for Operational Risk 9,186
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Interest rate risk in the trading book

Present Value of Basis Point (PVBP) is one of the most widely used methods for quantifying outright
interest rate risk. It expresses the impact on the present value of a position of a one basis point (1bp) rise in
the interest rate used to calculate the present value - for example a change from 5.25% to 5.26%. PVBP is
calculated net within each currency and gross across currencies.

This is an accurate expression of interest rate sensitivity and exposure and is the most appropriate method
for books where the value of the book is sensitive to interest rate movements.

PVBP cannot, however, be readily calculated by mental arithmetic, unlike some other forms of limit. The
PVBP of a given position is affected not only by the nominal amount of the position and its term but also
by any coupon, for example on a bond, and by the actual level of interest rates used to calculate the present

value.

PVBP is used by the Bank’s treasury trading system to monitor interest rate risk. The outstanding position
as at 31 December 2018 in the trading book by time buckets is disclosed in note 35 of the financial

statements.

T —

b S
Matthew Lobner Dean Lam Kin Teng Lukas Mandangu
Chairman Managing Director Director

Date: 1 8 FER 2019
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Statement on corporate governance practices

The Bank is a public interest entity as defined under the Mauritian Financial Reporting Act 2004, and is
guided by the Bank of Mauritius Guideline on Corporate Governance, and the National Code of Corporate
Governance for Mauritius (2016) (the “Code”™).

Corporate governance involves a framework of processes and attitudes within a company and relationships
between a company’s management, board, shareholders and other stakeholders. Effective corporate
governance practices are essential to adding value and ensuring long-term continuity and success of a
company.

Compliance with the National Code of Corporate Governance for Mauritius (2016)

During the year under review, the Board of HSBC Bank (Mauritius) Limited (the “Bank”) assessed the
requirements and provisions as specified in the Code, and took the necessary steps to ensure adherence
thereto.

Throughout the year ended 31 December 20138, to the best of the Board’s knowledge, where the Bank has
not applied certain principles set out in the Code, the reasons for non-application are listed out in the
relevant sections of the report.

Principle 1: Governance Structure

Principle 2: The Structure of the Board and its Committees

Principle 3: Director Appointment Procedures

Principle 4: Director Duties, Remuneration and Performance

Principle 5: Risk Governance and Internal Controls

| Principle 6: Reporting with Integrity

Principle 7: Audit

Principle 8: Relations with Shareholders and Other Key Stakeholders

Group Values, Charter and Code of Conduct

The HSBC Group outlines its values, Charter and Code of Conduct, and the Board strives to ensure effective
management in line with all these principles.

The Bank’s values describe how we interact with each other and with customers, regulators and the wider
community. All employees are expected to have and reflect these values in their day-to-day behaviour.

The Bank’s values are:
Dependable and domeg the right thing
e Stand firm for what is right, deliver on commitments, be resilient and trustworthy;
e Take personal accountability, be decisive, use judgement and common sense, empower others;

Open to different ideas and cultures
e Communicate openly, honestly and transparently, value challenge, learn from mistakes;
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Group Values, Charter and Code of Conduct (continued)

e Listen, treat people fairly, be inclusive, value different perspectives;

Connected with our customers, communities, regulators and each other
e Build connections, be externally focused, collaborate across boundaries;
e Care about individuals and their progress, show respect, be supportive and responsive.

All employees, should act with courageous integrity, standing firm for what is right.

The Bank’s Charter is a document that brings together the Bank’s purpose and values in the context of
Bank’s history and Bank’s future, and how they can be used to make better decisions.

Management of conduct is a critical component of all the Bank’s business activities, including the Board’s
strategy and business model, the Bank’s culture and behaviours, its interaction with customers, financial
markets operations, and governance and oversight processes. Employees are empowered through the Code
of Conduct to support responsible decision making and to adhere to the highest standards of business
practice.

The Board ensures effective management in line with the above values and its Code of Conduct (Code of
Ethics) which was reviewed and approved by the Board at its meeting held on 8 November 2018. Employees
are empowered through the Code to support responsible decision making and to adhere to the highest
standards of business practice. Incident reporting is encouraged and a dedicated confidential telephone is
available for all employees.

The Board is responsible for compliance of the Bank with all relevant laws and regulation and ensuring the
integrity of the annual financial report and periodically monitors the compliance to the Code by all the
employees of the Bank.

1. Governance Structure

1.1 Sharcholding structure

The Bank is incorporated in Mauritius as a subsidiary of The Hongkong and Shanghai Banking Corporation
Limited, a company incorporated in Hong Kong. HSBC Holdings plc, a company incorporated in the United
Kingdom, is the ultimate holding company. As at 31 December 2018, the Bank’s issued capital was USD
72,956,783, solely held by The Hongkong and Shanghai Banking Corporation Limited.

1.2 Responsibilities of the Board

The Bank is led by a committed and unitary Board, which has the ultimate collective responsibility for the
overall stewardship and oversight of the activities of the Bank. The Bank operates within a clearly defined
governance framework, which provides for delegation of authority and clear lines of responsibility without
abdicating the Board's responsibility.

The Board aims to promote the long-term success of the Bank, delivering sustainable value and promoting
a culture of openness and debate. In exercising its duty to promote the success of the Bank, the Board is
responsible for overseeing the leadership and management of the Bank.

The Board is responsible for regularly reviewing and evaluating performance against financial and other
strategic objectives, business challenges, business developments and risk (including strategic risk, financial
risk, operational risk and compliance risk). It is also responsible for determining the nature and extent of
risk which can be taken in order to achieve the Bank’s strategic objectives.
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1.2 Responsibilities of the Board (continued)

The Board is responsible for keeping proper accounting records which disclose with reasonable accuracy,
at any time, the financial position of the Bank. It is also responsible for safeguarding the assets and hence
for taking reasonable steps for the prevention and detection of fraud and other irregularities.

The Board is responsible for ensuring that the internal control systems in place are effective and that the
Bank’s operations are properly controlled and comply with policies approved by the Bank as well as
applicable laws and regulations.

The Board is responsible for the preparation and fair presentation of the financial statements as described
in Section 6.1.

The Board’s responsibility includes: designing, implementing and maintaining internal control relevant to
the preparation and fair presentation of the financial statements that are free from material misstatement,
whether due to fraud or error; selecting and applying appropriate accounting policies and making
accounting estimates that are reasonable in the circumstances.

The Board has made an assessment of the Bank’s ability to continue as a going concern and have no reason
to believe the business will not be a going concern in the year ahead.

1.3 Board Charter & Terms of Reference of Board Committees

In line with the Code and the Guideline on Corporate Governance issued by the Bank of Mauritius, the
composition, frequency of meetings and the responsibilities of the Board are set out in the Board Charter
which was approved and adopted by the Board at its meeting held on 8 November 2018. Similarly,
responsibilities delegated to each Board Committee are embodied in respective Terms of Reference (ToRs),
which have been formally approved and adopted by the Board. Both Charter and the ToRs are reviewed
annually, as and when any amendments are required to align with the core terms of reference of the group
from time to time.

The role of the Board is to provide entrepreneurial leadership of the Bank within a framework of prudent
and effective controls which enables risks to be monitored, evaluated and managed. The Board is
collectively responsible for the long-term success of the Bank and the delivery of sustainable value to
shareholders. It sets the strategy and risk appetite for the Bank and approves capital and operating plans
presented by management for the achievement of the strategic objectives it has set.

The Board has the ultimate responsibility for the operations and the financial soundness of the Bank. In
discharging its responsibilities, it takes into account the legitimate interests of shareholders, depositors and
other relevant stakeholders. Directors act bona fide in the interest of the Bank, and on an informed and
prudent basis, in accordance with the applicable laws, regulations and supervisory standards.

The Board is of sutficient size to discharge its responsibilities and allow changes to the Board's composition
to be managed without undue disruption. The Board believes that based on Bank’s size and operations, it
possesses the right balance of executive and non-executive directors. The Constitution of the Bank allows
for the Board to have a minimum of 7 Directors and a maximum of 9 Directors. During the year, Mrs. Steer
was appointed as Executive Director to the Board of the Bank, which also resulted in an improved gender
balance in the Board composition.
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1.3 Board Charter & Terms of Reference of Board Committees (continued)

The Board has determined that each Director shall stand for re-election at each Annual General Meeting or
by means of ordinary shareholder resolution. In determining the re-election of Directors, the Board
reviewed whether each Director remained qualified for his/her post.

The business and affairs of the Bank are managed by, or under the direction or supervision of the Board. In
doing so, the Board exercises all the powers of the Bank, subject to any relevant laws and regulations and

to its Constitution.

The Constitution of the Bank provides that the Board may appoint committees and may delegate all or any
of their powers to any such committee and, from time to time, revoke any such delegation and discharge
any such committee wholly or in part. In line with this, the Board has established the below committees:
(1) Audit Committee
(2) Risk Management and Conduct Review Committee

The Chairs of each Commiittee report matters of significance to the Board after each meeting and the
minutes of the meetings are made available to all Board members.

2. The Structure of the Board and its Committees

2.1 Board Composition

A summary of the Board Charter and the Terms of Reference of the Board and its Committees are given as
below:

| Board of Directors
Frequency of meetings | Quarterly ]

- — ]

Composition Matthew Lobner Chairman of the Board and Non-Executive
Director

Dean Lam Managing Director

Laura Steer** Executive Director
Christopher Murray Executive Director

Lukas Mandangu Executive Director

Gerard Walsh* Executive Director
Christopher Harrocks* Non-Executive Director
Timothy Evans** Non-Executive Director

Todd Wilcox Non-Executive Director
Francois de Maricourt Non-Executive Director

Mark Prothero Non-Executive Director o

Main Responsibilities The key responsibilities of the Board include:

(i)  setting and overseeing the objectives of the Bank and the strategies for
achieving those objectives;

(i) risk governance;

(iii) appointment and oversight of senior management, including the Managing
Director, as and when required;

(iv) setting corporate values and standards;

(v) ensuring a suitable and transparent corporate structure;

(vi) ensuring effective audit functions; and

(vii) ensuring an appropriate degree of transparency in respect of the structure,
operation and risk management of the Bank.

S Restgned durine 20

S Appomted during 2018
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2.2 Audit Committee

Frequency of meetings | Quarterly -

Composition Francois de Maricourt Chairman of Audit Committee
Todd Wilcox Member and Non-Executive Director
Mark Prothero Member and Non-Executive Director

‘Main Responsibilities

The key responsibilities of the Audit Committee include:

(i)

(11)
(iif)
(iv)

)

(vi)

reviewing the financial statements of the Bank before they are approved
by the directors, to monitor the integrity of such statements;

reviewing, evaluating and where necessary, approving, the Bank’s
financial and accounting policies and practices;

reviewing the Bank’s internal financial controls and its internal control
and risk management systems;

monitoring and reviewing the internal audit plan, the effectiveness of the
internal audit function and co-ordination between the internal and external
auditors, considering the major findings of internal investigations and
management’s response;

reviewing such transactions as could adversely affect the sound financial
condition of the Bank as the auditors or any officers of the Bank may bring
to the attention of the Committee; and

reviewing and monitoring the external auditor’s independence and
objectivity and the effectiveness of the audit process,

Key topics discussed during the year

e Interim and audited financial statements with recommendations made to the Board.
e Reports from internal and external auditors and actions taken accordingly.

e Audit plans for external auditors.

e Audit fees for external auditors.

e Bi-annual certifications to the parent entity.

e Escalation of material matters to the parent entity.
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2.3 Risk Management and Conduct Review Committee (RMCRC)

[ Fx-fequency of meetings | Quarterly

Composition Todd Wilcox Chairman of the RMCRC
Dean Lam Member and Managing Director
Francois de Maricourt Member and Non-Executive Director
Mark Prothero Member and Non-Executive Director
Christopher Murray Member and Executive Director

)
(i1)

(iii)
(iv)

)
(vi)

Main Responsibilities The key responsibilities of the Risk Management and Conduct Review
Committee include:

overseeing and advising the Board on all high-level risk related matters;
identifying principal risks, including those relating to credit, market,
liquidity, operational, compliance, and reputation of the Bank, and actions
to mitigate the risks;

advising the Board on risk appetite and tolerance in determining strategy;
requiring regular risk management updates from management in the form
of the Chief Risk Officer’s report which enables the Committee to assess
the risks involved in the Bank’s business and how they are controlled and
monitored by management; as well as giving clear, explicit and dedicated
focus to current and forward-looking aspects of risk exposure which may
require a complex assessment of the Bank’s vulnerability to hitherto
unknown or unidentified risks;

reviewing the effectiveness of the Bank’s risk management framework
and internal control systems; and

seeking to embed and maintain throughout the Bank a supportive culture
in relation to the management of risk and maintenance of internal controls
alongside prescribed rules and procedures.

2.4 Management Committees

The Bank is headed by its Managing Director and is supported in the day to day running of the business by a
team of senior executives managing customer service and operations, business development and marketing.

Support functions including IT, Finance, Human Resources, Credit Administration, Financial Crime Risk and
Risk Management are provided by The Hongkong and Shanghai Banking Corporation - Mauritius branch via

a service level agreement.

The Board delegates its authority to the following committees for specific matters:

(1) Executive Committee

(2) Assets and Liabilities Committee
(3) Risk Management Meeting

The Terms of Reference and membership of these committees are disclosed on following pages.
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2.5 Executive Comumniittee

Frequency Monthly
Composition Christopher Country Chief Executive Officer (Chairman)
Murray
Dean Lam Managing Director
Jennifer Hau Chief Operating Officer
Lukas Mandangu Chief Financial Officer
Nitin Ramlugon Head of Retail Banking and Wealth
Management
Saku Jayanetti | Head of Human Resources
Vassan Caleemootoo Head of Global Markets
Aseem Mathur Head of Strategic Projects and Remediation
Annick Meerun Communications Manager
Dwitil Mahimkar Country Head of Global Liquidity and Cash
Management
Laura Steer Chief Risk Officer
Brent Estrella/Ashish Head of Financial Crime Compliance and
Gowreesunker* Regulatory Compliance
Roshanraj Seetahul** General Counsel and Company Secretary
Purpose The Executive Committee, which meets on a monthly basis, has the

responsibility for business development initiatives, human resources and
internal management structure, IT and operational issues, approval of major
capital expenditure projects, social matters such as education and environmental
protection, monitoring of annual budget and any other relevant issues.

It also considers employee remuneration issues and reviews adequacy of senior
employees’ remuneration and key appointments. It ensures that all executives
receive appropriate training on appointment and then subsequently as
appropriate.

Main Responsibilities The key responsibilities of the Executive Committee include:

(i) Monitoring actual performance against budgets and providing planning
and budgeting guidance where appropriate;

(ii) Managing profitability and revenue growth and profile, optimising the
allocation and utilisation of all resources;

(iii) Resolving inter-departmental issues that have impacts on business
performance; and

(iv) Making tactical decisions, based on the information presented and
analysing business strategies of the Bank.

“Brent Estrelln resipned With elTect from 3 October 2018 and Ashish Gowreesupker pepleced Brem Estrelly with efleet rom | inuary 2019

4 Roshamaj Seetahul iesigned from the Bank with effeet from 17 October 2018

2.6 Asset and Liability Committee

The Asset and Liability Committee (ALCO) of the Bank has a formal schedule of matters reserved to it and
meets monthly. It is responsible for the overall balance sheet strategy, [unding and capital management,
acquisition and divestment policy, and consideration of significant financing matters. It monitors the
exposure to key business risks and reviews the strategic direction of the Bank and the impact of these risks
on the balance sheet.



HSBC Bank (Mauritius) Limited

Statement on corporate governance practices (continued)

2. The Structure of the Board and its Committees (continued)

2.6 Asset and Liability Committee (continued)

ALCO monitors the external environment in which the Bank operates and assesses the impact of factors
such as interest rate volatility and trends, market liquidity, exchange rate movements, monetary and fiscal
policies and competitors’ actions.

Frequency Monthly
Composition Lukas Mandangu Chief Financial Officer (Chairman)
Dean Lam Managing Director
Christopher Murray Country Chief Executive Officer
Jennifer Hau Chief Operating Officer
Nitin Ramlugon Head of Retail Banking and Wealth
Management
Shoba Thancanamootoo Head of Balance Sheet Management
Vassan Caleemootoo Head of Global Markets
Farook Head of Assets and Liabilities Capital
Maudhoo Management (ALCM) and Business
- Finance
Annick Meerun Communications Manager
Dwitil Mahimkar Country Head of Global Liquidity and Cash
Management
Laura Steer Chief Risk Officer
Brent Estrella/Ashish Head of Financial Crime Compliance and
Gowreesunker* | Regulatory Compliance
Roshanraj Seetahul** General Counsel and Company Secretary

@
(i)

(iii)
(iv)
(v)

(vi)

Main Responsibilities | The key responsibilities of the Asset and Liability Committee include:

providing direction and ensure tactical follow-through to performance
objectives within prescribed risk parameters;
reviewing all risks facing the bank and ensure their prudent management,
including, but not limited to:

- structural interest rate risk;

- structural foreign exchange risk

- liquidity and funding risk

- regulatory changes
providing a forum for discussing ALCO issues;
facilitating teamwork between different businesses/ departments;
resolving departmental inter-face issues such as transfer pricing and
resource allocation;
reviewing overall sourcing and allocation of funding; and

(vii) determining the most likely banking environment for asset/liability

forward planning and review contingency scenarios

“Brent Estrella pesigned wath effect from 3

fctober 2018 and Ashish Gowreesunker replaced Brent Fatrella with eflect from | January 2019

“¥ Roshamiaj Scetahul resigned from the Bank with effect fiom 17 October 2018

2.7 Risk Management Meeting (RMM)

The Risk Management Meeting is a formal governance committee established to provide recommendations
and advice to the Chief Risk Officer (CRO) on enterprise-wide management of all risks, including key
policies and frameworks for the management of risk within the Bank. It supports the CRO’s individual
accountability for the oversight of enterprise risk as set out in the Group’s Enterprise Risk Management
Framework (“ERMF") and in the context of all three Lines of Defence (“3LOD"). Both the “ERMF" and
“31,0D” frameworks are outlined in more detail under “Risk Management™.
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2.7 Risk Management Meeting (RMM) (continued)

Decision-making authority in relation to all matters considered at the RMM remains with the CRO, pursuant
to the authority delegated to him/her by the Board, except where decision-making authority has been
allocated to an individual member in accordance with the ERMF.

The RMM and hence the CRO are accountable to the Board. The RMM provides risk management
reports to the Board through the CRO in the format of the CRO’s report which is presented to the
quarterly Risk Management and Conduct Review Committee. The Chairman of the RMCRC in turn
reports matters of significance to the Board.

Frequency Monthly
Composition Laura Steer Chief Risk Officer (CRO) (Chairperson)
Dean Lam Managing Director
 Christopher Murray Country Chief Executive Officer (CEO)
Lukas Mandangu Chief Financial Officer (CFO)
Jennifer Hau - Chief Operating Officer(COQ)
Roshanraj Seetahul ** General Counsel and Company Secretary

| Vassan Caleemoothoo Head of Global Markets
Brent Estrella / Ashish Head of Financial Crime Compliance and

Gowreensunker* Regulatory Compliance

Aseem Mathur Head of Strategic Projects and Remediation
Saku Jayanetti Head of Human Resources

Annick Meerun Communications Manager

Nitin Ramlugon Head of Retail Banking and Wealth Management

Main Responsibilities The RMM serves as the gd\_/ernance body for enterprise-wide risk management
with particular focus on risk culture, risk appetite, risk profile and integration of
risk management into the Bank’s strategic objectives. Its key responsibilities
include:

The key responsibilities of the Risk Management Meeting include:

(1) reviewing key enterprise-wide risk management policies and
framework addendums, including but not limited to the Bank Risk
Appetite Framework, Risk Appetite Statements and Stress Testing
Framework prior to onward submission for Board approval where
appropriate

(i1) reviewing the Bank enterprise risk reports (including risk appetite
profile, risk map and top and emerging risks report), covering all
key risks including strategic risk, financial risk, operational risk and
compliance risk

(iii) reviewing credit and market risk limits for the Bank’s businesses
and the delegation of these limits for the control of the credit,
market, operational and reputational risks in light of the Bank’s
capital and related risk capacity

(iv) reviewing relevant reports and updates pertaining to the key risks
and issues in the three Lines of Defence (“3LOD™)
(v) reviewing appropriate Key Performance Indicators, including

operational loss and near miss figures, as well as specific
operational risk incidents

#*Brent Estrella resigned with elfect T 3 Octoher 2018 and Ashich Gowreesunker replaced Brem | el wileffect from 1 Januars 2019

“ Roshamaj Seetahul resigned [rom the Bank wath etfect from 17 October 2018

34




HSBC Bank (Mauritius) Limited
Statement on corporate governance practices (continued)
2. The Structure of the Board and its Committees (continued)

2.8 Corporate Governance Commiittee

All matters pertaining to Corporate Governance are regularly reviewed and discussed by the Board. Hence,
a committee on Corporate Governance has not been constituted.

2.9 Remuneration Committee

The Bank has been dispensed from constituting a separate Remuneration Committee. The exemption
was granted by Bank of Mauritius vide its letter dated 13 December 2012.

3. Director Appointments Procedures

3.1 Appointment of Directors

The Board has a formal process and transparent process in place for appointment of directors which is led
by the Chairman of the Board. The Chairman reviews the structure, size and composition of the Board
annually, or whenever appointments are considered, to ensure that the Board has a diverse mix of
competencies, knowledge and experience, in order to enrich Board discussions and improve the quality of
decision making. Directors are appointed by ordinary resolution by the shareholder. There are no limits on
the number of times a director may stand for re-election, subject to continued satisfactory performance.

3.2 Board Access to Information & Advice

Once appointed all directors have access to the advice and services of the Company Secretary, who is
responsible for providing guidance to the Directors on their duties, responsibilities and powers. They also
have access to Senior Executives to obtain information on items to be discussed at Board Meetings or
meetings of Board Committees or on any other area they consider to be appropriate.

The Board and its Committees also have the authority to secure the attendance at meetings of third parties
with relevant experience and expertise as and when required

3.3 Directors’ Interests in Shares

None of the Directors holds a direct interest in the Bank.

3.4 Independent Directors

The Bank being a wholly owned subsidiary of foreign bank is dispensed by the Bank of Mauritius to appoint
independent directors on the Board.

The Board is of the opinion that the appointment of Non-Executive Directors from other Group entities 1s
sufficient to ensure independence.

3.5 Evaluation of Board Performance

All the directors are employees of the Bank or the HSBC Group who are subjected to the Bank’s rigorous
objectives setting and performance evaluation in their roles as both employees and directors of the Bank.
In reference to the year under review, the Board through the Company Secretary and the board Chairman
conducted the self-assessment of the effectiveness of the board and its committees. No issues in relation to
the performance of the directors have come to light in reference to the year under review.
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3.6 Succession Planning

Succession Planning and the development of management are part of the standard HSBC group processes
which are required by the Group. The Board assumes the responsibility that the Bank has an effective
management team and actively participates in the development of management and succession planning in
line with this group process. Succession planning is implemented by way of appointment to the Board, of
incumbents of the below roles within the Bank and Group entities.

The HSBC Group policy ensures that the Bank’s directors comprise of the following;

Executive directors:
1. Managing director
2. Country CEO
3. Country CFO
4. Country CRO

Non-Executive Directors:
1.Head of HSBC International Sites (Chairman)
2. Three Country CEOs of other Group entities.
3.Regional Head of International Countries, Commercial Banking

3.7 Induction & Orientation Programme & Periodic Refresher Programme for Directors

It is crucial that new directors receive a proper induction when being appointed in office to ensure that they
are familiarised, as soon as possible, with the Bank’s operations, Senior Management, business environment
and corporate strategy, as well as their fiduciary duties and responsibilities as directors.

All the executive and non-executive directors and employees of the Bank are familiar with the Bank’s
business model and expectations of the HSBC Group. In-country director induction is carried out and this
includes learning about the business and meeting EXCO Members. Directors are required to be present in
person in Mauritius to take part in the induction process.

The Directors are aware of their legal duties and roles and responsibilities and kept informed on the Bank’s
operations and business environment, so as to enable them to effectively contribute to strategic discussions
and oversight.

During the year whist no formal induction and orientation programme was conducted, familiarisation
sessions were held for the newly appointed directors.

3.8 Continuous Training & Development

Continuous training is essential to cope with the constant changes in the business environment. Whilst
Directors have a duty to keep up-to-date with industry, legal and regulatory developments, it is also the
responsibility of the Board to provide adequate training and development programme to its Directors.

All the directors are employees of the Bank and attended mandatory trainings that are critical in their roles
as both directors of the Bank and employee of the HSBC Group. In addition to the mandatory training that
all HSBC staff including directors undergo, a formal training calendar for the Board will be implemented
during 2019.
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3.9 Common directors between the Bank and its sole shareholder

There are no common directors between the Bank and The Hongkong and Shanghai Banking Corporation
Limited and none of the Directors have any interest in the shareholding of the Bank.

4, Director Duties, Remuneration and performance

4.1 Position statement and Statement of accountabilities

The Position Statement and Statement of Accountabilities which have been approved are regularly reviewed
by the Board, provide a clear definition of the roles of the Chairperson of Board and its subcommittees,
Managing Director and Company Secretary. The role of the Chairperson is distinct and separate from that
of the Managing Director and there is a clear division of responsibilities with the Chairperson leading the
Board and the Chief Executive managing the Bank’s day to day business operations.

The Position Statements and Statement of Accountabilities are published on the website of the Bank.

4.2 Role of Chairman

The role of the Chairman of the Bank is to provide leadership to the Board and to be responsible for the
overall effective functioning of the Board. The Chairman possesses the requisite experience, competencies
and personal qualities to fulfil these responsibilities. The Chairman is responsible for the development of
strategy and the oversight of implementation of Board approved strategies and direction.

The Chairman ensures that decisions of the Board are taken on a sound and well-informed basis and in the

best interest of the Bank. To this end, the Chairman, among other things:

(i)  sets the agenda for board meetings and ensures that all Directors are given an opportunity to include
matters on the agenda;

(i) ensures that Directors receive accurate, timely and clear information for Board meetings;

(iii) encourages and promotes open and critical discussion,

(iv) ensures that any concerns and dissenting views are expressed and discussed within the decision
making process;

(v) participates in the selection of board members to ensure that the Board has an appropriate mix of
competencies, experience skill and independence;

(vi) encourages constructive relations and effective communication between the Board and management,
and between the executive Directors and non-executive Directors; and

(vii) ensures that Directors, especially non-executive Directors, have been granted access to independent
professional advice at the Bank’s expenses where they judge it necessary to discharge their
responsibilities.
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4.3 Role and Function of Managing Director

The Managing Director is responsible for:

(i)  developing and recommending to the board a long-term vision and strategy for the Bank that
generates satisfactory levels of shareholder value and positive, reciprocal relations with relevant
stakeholders;

(ii) developing and recommending to the board annual business plans and budgets that the Bank's long
term strategy. In development of these plans, it is essential that the managing director ensures that
a proper assessment of the risks under a variety of possible or likely scenarios is undertaken and
presented to the Board or sub-committee;

(iii) ensuring implementation of the strategy and policy as established by the Board;

(iv) managing and day-to-day running of operations; and

(v)  actively participating in the Executive and Asset and Liability Committees.

4.4 Role of Company Secretury

The Company Secretary, who is appointed by the Board, provides guidance to the Directors and ensures
that the Directors are aware of their duties and responsibilities. He facilitates the evaluation of board and
committee effectiveness and is responsible for the training and induction of new directors.

The Company Secretary assists the Chairman in drafting an agenda for each meeting of the Board. Directors
may propose any matters for inclusion in the agenda through the Chairman or the Company Secretary.
Board papers and agenda are targeted for distribution to Directors at least one week before the date of the
meeting. Similar arrangements are in place for Board Committees.

During the year an interim Company Secretary was appointed to ensure ongoing secretarial and compliance
activities consequent to resignation of Mr. Roshanraj Seetahul, Company Secretary of the Bank with effect
from 17 October 2018. A full time Company Secretary is expected to be appointed in the first quarter of
2019.

4.5 Directors’ Service Contracts

All executive directors, except for the Managing Director are in fixed term contracts with the Bank.

4.6 Directors’ Emoluments

The HSBC Group policy does not allow both Executive and Non-Executive directors to receive a separate
fee in their role as directors of subsidiary companies.

During the financial year 2018, the Managing Director received emoluments, which includes salaries and

other benefits, amounting to USD226,059 (2017: USD208,311). Other directors were not entitled to
directors” fees and other remuneration during the year.

4.7 Job deseriptions

The Board has approved the appropriate job descriptions of the key senior governance position.
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4.8 Statement of Remuneration Policy

The Board advocates to attract, retain and motivate the most talented individuals in order that there may be
a positive contribution to the long term success of the Bank.

The Bank applies a Group based reward strategy that focuses on rewarding successful performance of the
Bank and individual employees and the assessment is tailored to both annual as well as long term objectives
that have been agreed. The structure of remuneration is made up of fixed pay, benefits, annual incentive
based on performance of the Bank and individual and the Group Performance Share Plan.

4.9 Conflict of Interest

Personal interests of a director or persons closely associated with the director must not take precedence
over those of the Bank and the Shareholder. Directors should make the best effort to avoid conflicts of
interests or situations which others may reasonably perceive to be conflicts of interests. The Board is
satisfied that the Non-Executive Directors are free from any relationships or circumstances that are
likely to affect their judgement.

The Bank has a comprehensive policy to provide guidance on what constitute a conflict of interest and
how it will be managed and monitored by the Bank in line with the applicable laws. This policy is
directed not only to Directors and Senior Officers of the Bank, but to all employees who can influence
any decision of the Bank.

4,10 Information Governance

The Bank continuously seeks to foster frameworks that upholds the security of information and Information
Technology (IT) systems in adherence to regulatory and industry norms keeping in mind the confidentiality,
integrity and availability of information. The Board, through relevant committees ensures that set policies,
are regularly reviewed and implemented by management to manage associated risks, supported by
appropriate structures, processes and resources.

Information Risk occurs when information held by the Bank wherever it resides and in whatever format it
is stored, is lost, stolen or manipulated. The Bank protects against this risk through the implementation of
administrative, technical, and physical measures. There are normally wide-ranging duties of confidentiality
with respect to customer information. Many of the jurisdictions in which HSBC operates also have specific
data protection, privacy and bank secrecy laws, regulations and codes which also apply where information
is outsourced or transferred to third parties and which additionally obligate Group companies to keep
customer data safe from identity traud.

The Bank has applied standard of confidentiality in relation to certain types of information. Managers are
responsible for ensuring that all mandatory information risk policies are acted upon and implemented. They
are also responsible for ensuring that effective procedures are in place to meet the obligations and
requirements imposed by local data protection, privacy and bank secrecy laws, regulations, and codes.
Local Security Risk, 1T, HR, and Regulatory Compliance advice should be sought to ensure that all aspects
of data protection are covered, and that wherever an incident of data loss occurs, a clear local reporting
structure is in place.

The Board maintains oversight on Information Technology expenditure and delegates the authority to
Executive Committee via the Strategic Cost Working Group (SCWG). All key 1T projects and expenditure
are monitored and scrutinized by the SCWG.

39



HSBC Bank (Mauritius) Limited
Statement on corporate governance practices (continued)
4. Director Duties, Remuneration and performance (continued)

4.11 Directors Profile

Matthew Lobner — Chairman and Non-Executive Director (Non - resident)

Mr. Lobner is Group General Manager, Head of International, Asia-Pacific and Head of Strategy and
Planning, Asia-Pacific, at HSBC. Mr Lobner has responsibility for 10 international markets in Asia. He
is responsible for the implementation of Group strategy in these markets and also for Strategy and
Planning across all of Asia-Pacific. Mr Lobner joined the HSBC Group in 2005 from McKinsey &
Company and has worked in various roles in the US, UK and Asia.

Prior to this, Mr Lobner was a US Naval Submarine Officer in the United States Navy. He has a Master
of Science in Electrical Engineering from Massachusetts Institute of Technology, and graduated with
distinction from the United States Naval Academy. Mr. Lobner is the Chairman of the Board of HSBC
Bank (Mauritius) Limited.

Directorships held in companies listed on the Stock Exchange of Mauritius Ltd as at 31.12.18: None
Dean Lam — Managing Director (Resident)

Mr. Lam joined the HSBC Group in August 2000 in the capacity of Chief Financial Officer (CFO) for
HSBC Mauritius unti] May 2007. During that period, he also undertook the responsibility of Finance
Director of HSBC Bank (Mauritius) Limited between April 2006 and May 2007. Mr. Lam then moved to
Hong Kong to take up the role of Manager International at the HSBC Asia Pacific Regional office
overlooking the Northern Asia countries. Upon his return to Mauritius in June 2009, he was appointed as
Head of Corporate Banking prior to taking up the role of Managing Director of HSBC Bank (Mauritius)
Limited in June 2013.

Mr. Lam is a Chartered Accountant and also holds a degree in Accounting and Finance from the London
School of Economics and Political Science.

Directorships held in companies listed on the Stock Exchange of Mauritius Ltd as at 31.12.18: Ascensia
Group

Gerard Walsh — Executive Director (Resident)

Mr. Walsh joined the HSBC Group in 2007, in the South African operation, where he held the roles of
Credit Analyst and Credit Manager. He was appointed to the role of Chief Risk Officer for HSBC Mauritius
in March 2014. Prior to joining HSBC, Mr. Walsh held a variety of managerial roles with Nedbank, a local
South African Bank, in both the Commercial Banking and Africa credit fields, as well as Citibank,
responsible for coverage of Africa Financial Institutional counterparties.

Directorships held in companies listed on the Official Market of the Stock Exchange of Mauritius Lid as at
31.12.18: None

Mr. Walsh resigned from the Board of HSBC Bank (Mauritius) Limited with effect from 8 August 2018.
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4.11 Directors Profile (continued)

Laura Steer — Executive Director (Resident)

Mrs Steer joined HSBC in 2010 after graduating from the University of Oxford with First Class
Honours. She also holds a Distinction from the Henley Business School and First Class Honours from
the London Institute of Banking and Finance. Mrs Steer has held positions with HSBC in Hong Kong,
Lebanon and the UK, spanning across corporate banking, risk management and compliance. Prior to
being appointed Chief Risk Officer of HSBC Mauritius in 2018, Mrs Steer held the positions of
Corporate Relationship Director in HSBC UK.

Directorships held in companies listed on Market of the Stock Exchange of Mauritius Ltd as at 31.12.18:
None

Ms. Steer was appointed as an Executive Director to the Board of HSBC Bank (Mauritius) Limited with
effect from 8 August 2018.

Christopher Murray — Executive Director (Resident)

Mr. Murray joined HSBC in 1978 and has been appointed in a number of senior leadership roles since his
joining. He has more than 40 years of experience in banking spanning across various geographies in Europe,
Asia, and the Middle East. During his career with HSBC, he was also appointed Country Head and Deputy
Chairman of Dar es Salaam Investment Bank (Iraq). Prior to being appointed as Country CEO of HSBC
Mauritius, Mr. Murray held the position of Chief Risk Officer in HSBC Thailand.

Directorships held in companies listed on Market of the Stock Exchange of Mauritius Ltd as at 31.12.18:
None

Lukas Mandangu — Executive Director (Resident)

Mr. Mandangu joined HSBC GB&M Finance in October 2010 and prior to this, held various finance roles
in Societé Générale and external audit roles at PwC in Zimbabwe, Channel Islands and London at senior
management level. Through these various roles, he has built up a strong commercial awareness and has
gained significant experience in product and financial control, regulatory reporting, internal controls, capital
planning and business partnering. He previously worked as Business Finance Partner, HSBC Global
Banking/Principal Investments and Strategic Innovation Investments based in London prior to his
appointment as country CFO for HSBC Mauritius. Mr. Mandangu is a Chartered Accountant and a
Chartered Financial Analyst.

Directorships held in companies listed on the Stock Exchange of Mauritius Ltd as at 31.12.18: None
Christopher Harrocks — Non-Executive Director (Non - resident)

Mr. Harrocks joined the HSBC Group in November 1998 and worked within various roles as well as
occupying the post of Head of Global Markets, Central America and Colombia from January 2007 to May
2009 and that of Chief Executive Officer and Chairman of the Board of HSBC Bank Peru SA from June
2011 to October 2013. Mr. Harrocks currently holds the position of Managing Director, Regional Treasury,
Global Markets at the Hongkong and Shanghai Banking Corporation Limited in Hong Kong. Amongst
other qualifications, Mr. Harrocks holds a BA (Hons) in Economics, Russian and Management from the
University of Durham as well as a BSc (Hons) from the Chartered Institute of Bankers.

Directorships held in companies listed on the Stock Exchange of Mauritius Ltd as at 31.12.18: None
Mr. Hurrocks resigned fiom the Board of HSBC Bank (Mauritius) Limited with effect from 8 August 2018.
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4.11 Directors Profile (continued)

Todd Wilcox — Non-Executive Director (Non — resident)

Mr. Wilcox joined the HSBC Group in 2005 with HSBC Canada as Vice President, where he managed the
retail network for HSBC Bank in Calgary. He also worked for HSBC Bermuda as Head of Financial
Services and more recently as Chief Operating Officer HSBC Asia Pacific Risk, a regional role, with the
additional role of Head of Risk, International Countries. Since 2013 to date, Mr. Wilcox occupies the post
of CEO HSBC Brunei. Prior to joining the HSBC Group, he started his banking career with RBC Royal
Bank, Canada in 1988 where he held a number of positions. As qualifications, Mr. Wilcox holds a Bachelor
of Arts from the University of Calgary as well as a MBA from the Richard Ivey School of Business,
University of Western Ontario.

Directorships held in companies listed on the Stock Exchange of Mauritius Ltd as at 31.12.18: None
Timothy Evans - Non-Executive Director (Non - resident)

Mr. Evans is the Head of Commercial Banking, International Markets, Asia Pacific (ASP), HSBC. Prior
to his current role, Mr. Evans held various senior management positions within HSBC, including
Regional Head of Middle Market Enterprises, ASP, Regional Head of Global Trade & Receivables
Finance for Middle East & North Africa (MENA), and Chief Operating Officer for Commercial
Banking, MENA. He previously served as Chief Operating Officer at Wells Fargo HSBC Trade Bank,
an equity joint venture between Wells Fargo and the HSBC Group in the United States dedicated
exclusively to the finance of international trade. Mr. Evans holds a BA in International Business from
Loughborough University, UK, and is a member of the Chartered Institute of Bankers.

Directorships held in companies listed on the Stock Exchange of Mauritius Ltd as at 31.12.18: None
Mpr. Evans was appointed as Non-Executive Director to the Board of HSBC Bank (Mauritius) Limited
with effect from 8 August 2018.

Francois de Maricourt — Non-Executive Director (Non - resident)

Mr. de Maricourt is the Chief Executive Officer of HSBC Bangladesh. He joined HSBC in 1994 and has
been appointed in a number of senior leadership roles since his joining. He has more than 20 years of
experience in banking spanning across various geographies in Europe, Asia, the Middle East and Africa.
During his career in HSBC, Mr. de Maricourt has also been appointed in two CEO roles in Algeria and
Lebanon respectively. Prior to joining HSBC Bangladesh, Mr. de Maricourt had worked in a senior
management role in the HSBC Group Head Office in London. Mr. de Maricourt holds a Post Graduate
Degree in Banking and Finance with academic distinction and a Master’s Degree in Economics.

Directorships held in companies listed on the Stock Exchange of Mauritius Ltd as at 31.12.18: None
Mark Prothero — Non-Executive Director (Non — resident)

Mr. Prothero joined HSBC Group as a graduate in 1990. As a Bank executive with a blend of experience
spanning sales, relationship management, operations, risk management, compliance and internal audit,
across Retail Banking, Commercial Banking, Trade Services and Securities Services. He held senior
leadership positions across Asia, the Middle East, Europe and the Americas, in a 29 year career with the
HSBC Group and is currently the country CEO for HSBC Sri Lanka and The Maldives, prior to that he was
Chief Auditor for HSBC Holdings Ltd based in Middle East and North Africa. Mr. Prothero holds a BA
(Hons) in Geography from the University of Nottingham and is CAMS qualified.

Directorships held in companies listed on the Stock Exchange of Mauritius Lid as ar 31.12.18: None
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4.12 Board and Committee Attendance

Board Audit RMCRC
Number of meetings held 5 4 4
Directors:
Matthew Lobner Chairman — Non Executive 5/5 - -
Todd Wilcox Non-Executive Director 3/5 4/4 4/4
Christopher Harrocks* Non-Executive Director 3/3 - B
Francois De Maricourt Non-Executive Director 5/5 4/4 4/4
Mark Prothero Non-Executive Director 5/5 4/4 4/4
Timothy Evans** Non-Executive Director 2/2 - -
Dean Lam Executive Director 5/5 - 4/4
Gerard Walsh* Executive Director 1/1 = -
Lukas Mandangu Executive Director 4/5 - -
Christopher Murray Executive Director 5/5 - 4/4
Laura Steer** Executive Director 2/2 - -
In attendance:
Roshanraj Seetahul* Company Secretary 2/2 2/2 2/2
Robert Agati/Nandan Shanbag | Acting Company Secretary 1/1 2/2 2/2

*resigned during 2018 **appointed in 2018

4.13 Senior Managenment’s Profile
The organisation chart of the Bank is as follows:

i Board of Directors
' Chairman

¥ Matthew Lobner

} Country Head of
H Business

{ Management
jKaruna Rumchurn

!'Assocl-nla Director
Wholesala Banking i

i VinggtArya i

Country Head

|
iHead of Securities
bl intematio

Services
Rajiv Bali

Hajrah Sakauloo

Dean Lam — Managing Director

The background of Mr. Lam who performs the role of Chief Executive Officer of the Bank is already provided
in the Directors” profile section.

Hajrah Sakauloo — Head of International

Fellow member of the Association of Chartered Certified Accountants, Mrs. Sakauloo joined HSBC in 1997
and has held various positions at the Bank within operations, Custody & Clearing, Corporate & Institutional
banking and Global Banking & Markets with a particular focus on global business. She is currently the Head
of International which covers a wide spectrum of businesses ranging from large international corporate clients
to mid corporates.
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4.13 Senior Management's Profile (continued)

Karuna Ramchurn — Wholesale Banking Head of Business Management

A holder of a BSC (Hons) in Economics, Mrs. Ramchurn joined HSBC in 1999 with the RBWM sales team,
specialising in sales of wealth management products. Thereafter she was involved in various managerial roles
as Branch Manager, Product Development Manager in Marketing and Business Management/Project
Manager in RBWM Management. She has managed key projects successfully such as FATCA
implementation, Monitor review and HBUS remediation as well as other de-risking, remediation initiatives
and GS projects She joined WSB as Head of Business Management in November 2016.

Dwitil Mahimkar — Country Head of Payment and Cash Management (PCM)

Mr. Mahimkar is a Chartered Accountant with professional career span over 10 years. He joined HSBC in
2011, as Head of Sales with remit covering both HSS and PCM sales before taking over as Country Head of
PCM in August 2014. Prior to joining HSBC, Mr. Mahimkar spent four years with the leading Hedge Fund
Administrator in Mauritius and had gained valuable exposure in the fields of compliance, regulatory,
structuring and administration.

Rajiv Bali — Head of Corporate Banking

Mr. Bali has a professional career of over 10 years. He joined HSBC in 2004 and has covered various roles
during his tenure. He was managing the Sub-Custody & Clearing Mauritius business from 2009 to 2013 before
moving to Standard Chartered Bank Mauritius as Head of Securities Operations in 2013. During his past
engagements with HSBC, he has worked and dealt with several international and local clients along with
management companies. Mr. Bali has been nominated as Head of Securities Services in HSBC as from August
2014 onwards.

Roshanraj Seetahul — General Counsel & Company Secretary

Mr. Seetahul joined HSBC Mauritius in January 2013 and is a qualified Barrister being called to the Bar in
both England as well as Mauritius. Before joining HSBC Mauritius, Mr. Seetahul was the Group Head of
Legal of a local conglomerate and has also worked within corporate Jaw as well as banking. Prior to embarking
on a career within the legal profession, Mr. Seetahul worked within inflight catering logistics. He holds legal
qualifications from The College of Law, UK and City University UK also holds a B.Sc. (Hons) degree in Hotel
& Catering Management from the University of Surrey, UK.

Mr. Seetahul resigned from the Bank with effect from 17 October 2018.

Vivekananda Caleemootoo - Head of Global Markets

Mr Caleemootoo was appointed Head of Global Markets Mauritius in the last quarter of 2015. He graduated
from Lander University, USA and has worked previously in audit and accounting firms. He joined HSBC
Mauritius in 2002 in finance to eventually moved to global markets where he held various roles. Throughout

his career with the bank, Mr Caleemootoo has gained significant experience in various products, systems, and
policies related to Global Markets.
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4.13 Senior Management’s Profile (continued)

Vineet Arya — Associate Director — Wholesale Banking

Vineet Arya was appointed as Associate Director - Wholesale Banking, with effect from 09 October 2017.
Vineet is a graduate from Delhi University with 16 years of work experience. He joined HSBC India in 2004
where he held various frontline roles in HSBC India Commercial Banking team. In 2012, he joined HSBC
Mauritius as Global Banking Senior Relationship Manager with a primary focus on developing the India
portfolio. And since March 2017, Vineet successfully led and managed the Bank’s Global Business in the
absence of a full time Associate Director. Throughout his career, Vineet has worked across different business
segments in CMB and GB&M and through these various roles, he has built up a strong commercial awareness
and has gained significant experience in various products, systems and policies related to Global Banking.

Jennifer Hau — Chief Operating Officer

Jennifer has more than 22 years of experience in banking, of which 16 years are at middle and senior
management level. She started her career with HSBC in 1993 and acquired extensive experience in the
Corporate and Retail Banking businesses as well as branch operations before she moved to undertake key
responsibilities in the Global Business function for almost seven years. Since January 2014, she is the
Country Chief Operating Officer and a senior member of the management team. Her main areas of
responsibility span from Operations, Services, Corporate Real Estate, Procurement and Technology.

Saku Jayanetti — Head of Human Resources

Mrs. Jayanetti has been with the HSBC Group since 1999 and held positions in diverse functions, including
Personal Financial Services, Operations and Human Resources. She has worked for HSBC in different
geographies including Sri Lanka, Maldives, Hong Kong and currently in Mauritius. She moved to
Mauritius as Head of Human Resources in August 2014. Prior to this move, she held the position of Senior
Human Resources Manager, in the HSBC Regional office in Hong Kong. Mrs. Jayanetti has a Banking as
well as a Human Resources professional education background and holds an International General MBA
from the Edith Cowan University in Australia.

Nitin Ramlugon — Head of Retail Banking and Wealth Management
Holding a B.Sc. in Management and a M.Sc. in Financial Management, Mr. Ramlugon is the Head of Retail
Banking and Wealth Management. He has held management positions in diverse functions of the Bank

including Human Resources, Operations, Retail Credit, Global Business and Compliance.

4.14 Interests register

The Interests Register has been in place with effect from 1 January 2019, which is available to the
shareholder.

5, Risk Governance and Internal Controls

5.1 Risk Management

All Bank employees have a role to play in the management of risk, with the ultimate accountability residing
with the Board. The Board, advised by the Risk Management and Conduct Review Committee, sets the
‘tone from the top’ and is responsible for reviewing and evaluating the effectiveness of the Bank's risk
management framework, as well as embedding and maintaining a supportive culture in relation to the
management of risk.
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5.1 Risk Management (continued)

A comprehensive Enterprise-wide Risk Management Framework is applied throughout the Bank and across
all risk types. It is underpinned by the Bank’s risk culture and reinforced by the Group Values, Charter and
Code of Conduct.

The framework fosters continuous monitoring of the risk environment, and an integrated evaluation of risks
and their interactions. It also ensures a consistent approach to monitoring, managing and mitigating the
risks the Bank accepts and incurs in its activities.

The following diagram and descriptions summarises the key components of the framework, including
governance, roles and responsibilities and internal controls.

Key Components of HSBC Bank (Mauritius) Limited Enterprise-wide Risk Management Framework

The Board approves the Bauk’s risk appefite, plans
and performance target. It sets the ‘tone from the top’

Non-Executive Risk Governance i and is advised by the Risk Mapagement and Conduct
Risk Review Committee
Wy ) The Risk Mapagement Meeting (RVIM) Is
Governance respousible for the enterprise-wide risk management
Executive Risk Governance of the Bank. It is accountable to the Board through

the CRO and the Risk Management and Conduct
= : Review Comniittee

Roles and f i The Three Lines of Defence Model defines roles
Respansibilities Three Lines of Defence Model and responsibllities for risk management.
Risk Appetite
) The Risk Appetite Statement, Risk Map, Top
e Enterprise—wide Risk Management Tools and Emerging risks and Stress Testing are the
Processesand —Risk Appetite Statement, Risk Map, key enlerprise-wide risk tools used to ensure
Tools Top and Emerging Risks, Stress Testing acttve risk management through ldentification

and assessment, monitoring, management and
reporting.
Identification and Assessment;
Monitoring; Management; Reporting

Policies and procedures define the minimum
requirements for the controls required to

Policles and Procedures
manage our risks

The operational risk management [ramework

Internal defines minimum standards and processes for
Control Activities managing operational risks and internal

Controls ging

o - controls

Systems and / or processes that support the
|dentification, caplure and exchange of
information fo support risk management
activities

Systems and Infrastructure

The next sections provide an overview of the key components of the framework as applied by the Bank.

5.2 Risk Governance

The Board has ultimate responsibility for the effective management of risk and approves the Bank’s risk
appetite. It is advised by the Risk Management and Conduct Review Committee.

Executive accountability for the ongoing monitoring, assessment and management of the risk environment
and the effectiveness of the risk management framework resides with the CRO. The CRO is supported by
the Risk Management Meeting and ensures all matters of significance are raised to the Board through the
CRO Report to the Risk Management and Conduct Review Committee. In turn, the Chair of the Committee
reports such matters of significance to the Board, as appropriate. The minutes of the Risk Management
Meeting and Risk Management and Conduct Review Committee are made available to all Board members.
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5.2 Risk Governance (continued)

Day-to-day responsibility of risk management is delegated to senior managers with individual
accountability for decision making. All employees have a role to play in risk management and these roles
are defined using the Three Lines of Defence Model, which is outlined in further detail below.

The above risk governance structure helps to ensure appropriate oversight and accountability of risk, and
facilitates reporting and escalation to the Risk Management Meeting. Matters of significance are, in turn,

reported to the Risk Management and Conduct Review Committee and, ultimately, the Board.

5.3 Risk Roles and Responsibilities

All Bank employees are responsible for identifying and managing risk within the scope of their role as part
of the Three Lines of Defence Model.

This model is an organisational structure which outlines the division of roles and responsibilities, defined
by the activities performed. It is applicable to all individuals and to all risk types. The Three Lines of
Defence are summarised below:

e The First Line of Defence owns the risks and is responsible for identifying, recording, reporting
and managing them, and ensuring that the right controls and assessments are in place to mitigate
them

e The Second Line of Defence sets the policy and guidelines for managing specific risk areas,
provides advice and guidance in relation to the risk, and challenges the First Line of Defence on
effective risk management

o The Third Line of Defence is the Group Internal Audit function, which provides independent and
objective assurance of the adequacy of the design and operational effectiveness of the Bank’s risk
management framework and control governance process

There should be a clear segregation between risk ownership (the First Line of Defence), risk oversight (the
Second Line of Defence) and independent assurance (the Third Line of Defence) to support the Bank in
effective identification, assessment, monitoring, management and reporting of risks.

The Bank risk function, headed by the CRO, is responsible for the Bank’s risk management framework and
forms part of the second line of defence. It is independent from the businesses, including sales and trading
functions, to provide challenge, appropriate oversight and balance in risk/return decisions.

The Bank uses a range of tools to identify, monitor and manage risks. The key enterprise-wide risk
management tools are summarised below:

e Risk Appetite: defined as the type and quantum of risks which the Bank is willing to accept in
achieving its medium and long-term strategic goals. Risk Appetite therefore provides the anchor
between the businesses, strategy, risk and finance, enabling senior management to optimally
allocate capital to finance strategic growth within tolerated risk levels. The Bank’s Risk Appetite
defines its desired forward-looking risk profile, and informs the strategic and financial planning
process. Furthermore, it is integrated with other key risk management tools to help ensure
consistency in risk management practices.
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5.4 Risk Processes and Tools (continued)

The Risk Appetite Statement is a written articulation of the aggregate level and types of risk that
the Bank is willing to accept in order to achieve its business objectives. It provides a baseline for
decisions based on balancing risk and return.

e Risk Map: the Risk Map provides a point-in-time view of the Bank’s risk profile across the Bank’s
risk taxonomy. It assesses the potential for these risks to have a material impact on the Bank’s
financial results, reputation and sustainability of its business. ‘Current’ and ‘projected’ risk ratings
are assigned by the second line of defence and those risks which have ‘amber’ or ‘red’ risk ratings
require monitoring and mitigating action plans to be either in place or initiated to manage the risk
down to acceptable levels.

e Top and Emerging Risks: the Top and Emerging Risks process provides a forward-looking view
of issues with the potential to threaten the execution of the Bank’s strategy or operations over the
medium to long term. The Bank proactively assesses the internal and external risk environment,
and reviews themes or trends identified, for any risks that may require escalation, updating the Top
and Emerging Risks as necessary.

A “top risk’ is defined as a thematic issue which may form and crystallise in between six months
and one year, and which has the potentially to materially affect the Bank’s financial results,
reputation or business model.

An ‘emerging risk’ is defined as a thematic issue which large unknown components which may
form and crystallise beyond a one-year time horizon. If it were to materialise, it could have a
material effect on the Bank’s long-term strategy, profitability and / or reputation.

In addition to the above tools, the Bank is also supported by a stress testing programme which supports risk
management and capital planning. This includes execution of stress tests mandated by Bank’s regulators
and is supported by dedicated teams and infrastructure.

As at 31 December 2018, the following risks were identified by the Bank as top and emerging risks;

o People Risk — the Bank continues to focus on resourcing and employee development to meet
increasing requirements beyond day-to-day tasks, as well as to maintain and enhance both capacity
and succession planning.

U Cyber Threat and Unauthorised Access to Systems — the Bank continues to strengthen our cyber
control framework and implement initiatives to improve its resilience and cybersecurity capabilities,
including threat detection and analysis, access control, payment systems controls, data protection and
backup and recovery.

o Financial Crime Risk Environment — the Bank continues to develop and enhance its Financial Crime
Risk function and augment its risk management capabilities to further improve its financial crime
detection and compliance capabilities.

. Outsourcing and Third Party Services — the Bank has strengthened essential governance processes
and relevant policies relating to how it identifies, assesses, mitigates and manages risk across the
range of third parties with which it does business.
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5.5 Internal Controls

The Bank’s internal controls help ensure it achieves its objectives in operational effectiveness and
efficiency, reliable financial reporting, and in compliance with laws, regulations and policies. They also
help ensure that the Bank’s risk management activities operate as designed and that the management of risk
is carried out appropriately.

e Policies and Procedures: the Bank’s policies and procedures document its risk management
requirements; they are reviewed at least annually for continued relevance and appropriateness to
help ensure compliance with all relevant regulatory requirements and general good governance.

e Control Activities: applicable for all risk categories, control activities are the actions established
through policies and procedures which ensure the Bank's risks are managed effectively and
consistently across the Bank. Control activities are preventive, detective or limiting in nature, and
can be manual or automated.

e The enterprise-wide risk management tools, such as the Risk Appetite, Risk Map, Top and
Emerging Risks Report and Stress Testing, are used to assess, monitor and report on the
effectiveness of the control activities, the residual risks and escalate where the risk appetite has, or
is likely to be, breached. It is through these tools and the risk governance structure in place that the
Board derives assurance that the internal control systems are effective and that any identified risks
or deficiencies have monitoring and mitigating action plans in place.

e Systems and Infrastructure: systems or processes which support the identification, capture and
exchange of information in a form and time-frame which enables employees to carry out their
responsibilities.

During the year there were no significant or material deficiencies in the Bank’s Internal Control systems
that the management are not aware of. Management was not aware of any significant area not covered by
Internal Control systems.

5.6 Whistleblowing and HSBC Confidential

The Bank’s global whistleblowing arrangements through HSBC Confidential are intended to provide a safe
and confidential method for individuals to report concerns and are a critical aspect of promoting a culture
of openness and transparency, in support of the Bank’s Values, Charter and Code of Conduct.

Individuals across the Bank, are actively encouraged to report concerns about wrongdoing or unethical
conduct including the use of normal and usual routes, for reporting and escalation. Where those procedures
are, in the judgement of the person reporting their concern, inappropriate, unavailable, or where they have
escalated a matter by normal routes and those routes have been exhausted or considered ineffective,
individuals may report their concerns through HSBC Confidential.

HSBC Confidential is overseen by the HSBC's Group Conduct & Values Committee and Group Audit
Committee. Investigations are carried out thoroughly and independently, drawing on the expertise of a
variety of teams, including Regulatory Compliance, Human Resources, Legal, Financial Crime Risk,
Information Security and Internal Audit.

Individuals should be able to raise genuine concerns without fear of reprisals and the Bank has a strict

policy prohibiting retaliation against those who raise concerns. All allegations of retaliation reported are
escalated to senior management.
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6.1 Statement of directors’ responsibility

The Board is responsible for the preparation and fair presentation of the financial statements, comprising the
statement of financial position at 31 December 2018, and the statement of profit or loss and other
comprehensive income, the statement of changes in equity and statement of cash flows for the year then ended,
and the notes to and forming part of the financial statements, which include a summary of significant
accounting policies and other explanatory notes, in accordance with International Financial Reporting
Standards and in compliance with the requirements of the Mauritian Companies Act 2001, the Mauritian
Banking Act 2004 and regulations and guidelines of the Bank of Mauritius.

Please refer to the Statement of directors’ responsibility for financial reporting at page 57 forming part of this
Annual report.

6.2 Performance and Outlook

Please refer to the Management Discussion and Analysis section forming part of this Annual report.

6.3 Health & safety

The maintenance of appropriate health and safety standards throughout HSBC remains a key responsibility
of all managers and HSBC is committed to managing actively all health and safety risks associated with its
business. HSBC's objectives are to identify, remove, reduce or control material risks of fires and of
accidents or injuries to employees and visitors.

6.4 Related Party transactions

Related party transactions of the Bank were conducted in line with relevant internal policies and guidelines.
For related party transactions please refer to note 32 of the financial statements.

Please refer to the Management Discussion and Analysis section forming part of this Annual report.
0.5 Website
This annual report will be published on the Bank’'s website.

7. Audit

7.1 Internal audit

The Bank’s Audit Committee assists the Board in meeting its responsibilities in ensuring an effective
system of internal control and compliance and for meeting its external financial reporting obligations on
laws and regulations. The Audit Committee reviews the internal financial controls and its internal control
and risk management systems and is assisted in these duties by the Internal Audit, Compliance and Risk
Functions. The Compliance and Risk Functions undertake both regular and ad-hoc reviews of risk
management controls, procedures, compliance with laws and regulations in line with Audit and Compliance
plans reviewed and approved by the Audit Committee.
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7. Audit (continued)

7.1 Internal audit (continued)

Asia Pacific (ASP) Internal Audit Department of the Global Internal Audit function provides independent
and objective assurance of the design and operating effectiveness of the Bank’s framework of risk
management, control and governance processes. The Group Head of Internal Audit reports to the Chairman
of the Group Audit Committee and holds meetings during the year. The Head of Global Internal Audit,
International participates in the Audit Committee to discuss audit plan status and key controls and risks
observations. Internal Audit also has a separate meeting with the Chairman of the Audit Committee to
discuss matters in the absence of executive directors. The Internal Audit function has direct access to the
Audit Committee members and has no restrictions to access the records, employees or management of the
Bank.

A risk based audit approach is adopted to focus on key risk areas and activities. The audit coverage is
driven by the annual risk assessment results and regulatory expectations of the Bank. Executive
management of the Bank is responsible for ensuring control issues raised by the Global Internal Audit
function are adequately addressed within an appropriate and agreed time frame. The 2019 Internal Audit
annual plan was presented to the Audit Committee on 8 February 2019. The annual audit plan will be
presented to the Board during the financial year 2019.

7.2 External auditors

With a view to ensuring the overall adequacy of the Bank’s internal control framework, the Audit
Committee evaluates the independence and effectiveness of the external auditor on an ongoing basis before
making a recommendation to the Board on their appointment and retention. The proposal to re-appoint
PricewaterhouseCoopers (“PwC”) who were first appointed in 2015 as external auditor was approved by
the Audit Committee and brought to the Board’s attention for approval during 2018. As regards to the
timeframe, the total duration of the assignment is for a period of one year with the possibility of re-
appointment for another year and thereafter. Effective financial year ending 2020, the Bank will need to
appoint another audit firm in accordance with the Bank of Mauritius regulations, external auditors are
required to rotate after every five years. The Bank follows HSBC Group policy together with the applicable
local regulations to appoint external auditors.

The external auditor is invited to attend the audit committee where they are given the opportunity to present
their audit plan, audit findings and any significant or material changes in accounting policies and principles.
During the year the external audit also had an opportunity to meet the Chairman of the Audit Committee in
the absence of the Executive Directors.

The table below shows the fees paid to the statutory auditor for the last three financial years:

2018 2017 2016

USD'000 USD'000 UsSD'000

Audit fees for statutory audit 91 79 55
Non-audit fees (Note a) B 24 18 s
115 97 S5

Note a: We have a policy on non-audit services which are provided by our External Auditors. Non-audit
services were under continuous review throughout 2018 to determine whether they were permitted by
reference to their nature, assessing potential threats and safeguards to auditor independence as well as the
overall ratio of audit to non-audit [ces. The principal area of non-audit fees performed by PwC relates to
tax compliance work.
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HSBC Bank (Mauritius) Limited
Statement on corporate governance practices (continued)
8. Relationship with shareholders and key stakeholders

8.1 Shareholder’s meeting

There was no annual shareholder’s meeting during the year 2018. An Annual General Meeting will be
conducted as and when necessary. However, as the Bank is a wholly owned subsidiary of a foreign bank,
no issues came to the attention of the Board which required tabling at the Annual General Meeting

8.2 Shareholder feedback and concerns

The Bank is a wholly owned subsidiary of a foreign bank and decision making and has access to the Board
to share feedback and concerns.

8.3 Shareholder’s Calendar

The Annual Report is approved annually in February with the dividends usually paid in the fourth quarter
of the financial year.

8.4 Employee share plans

To help align the interests of employees with those of the shareholder, share options are granted under all-
employee share plans and discretionary awards of performance shares and restricted shares are made under
the HSBC Share Plan.

8.5 All-employee share option plans

All-employee share option plans have operated within the Group and eligible employees have been granted
options to acquire HSBC Holdings ordinary shares. Options under the plans are usually exercisable after
one, three or five years. The exercise of options may be advanced to an earlier date under certain
circumstances, for example, on retirement. It may also be extended under certain conditions, for example
upon the death of a participant, the executors of the latter’s estate may exercise options up to six months
beyond the normal exercise period.

There will be no further grants under the HSBC Holdings Savings-Related Share Option Plan International.

8.6 Dividend policy

The Group requires subsidiary companies to establish the levels of surplus capital based on local regulatory
capital adequacy requirements and any surplus capital should be distributed to the entity parent company.
The Group’s aim is for subsidiaries to distribute 50% to 70% of their profits.

The Annual Report is approved annually in February with the dividends usually paid in the fourth quarter
of the financial year.

The Bank determines the optimal amount and composition of regulatory capital and working capital
required, for compliance with local minimum capital requirements at all times and to support planned

business growth. Surplus capital is distributed to the parent company as dividends

During the year under review, the Directors approved a dividend payment of USD 60,000,000 or USD 0.82
per share (2017: USD0.41).

8.7 Material clauses to the Constitution

There are no clauses ol the Constitution deemed material enough for special disclosure.
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HSBC Bank (Mauritius) Limited
Statement on corporate governance practices (continued)
8. Relationship with shareholders and key stakeholders (continued)

8.8 Shareholder’s Agsreement Affecting the Governance of the Bank by the Board

There is currently no shareholder’s agreement affecting the governance of the Bank by the Board.

8.9 Third Party Management Agreement

No third party management agreement presently exists.

8.10 Rights to Minority Sharcholders

The Bank is a wholly owned subsidiary of a Foreign Bank and there are no minority interests.

8.11 Information for Key Stakeholders

The Bank continues to foster open and trusted relationships with key stakeholders through regular
communication and engagement. The Bank communicates to stakeholders in a transparent and timely
manner through various communication channels, including press announcements, events and the
Bank’s website (www.hsbc.co.mu).

Customers

HSBC Group aims to be the world’s leading international bank and strives for excellence. Customers
are at the heart of everything that the Bank does. The Bank is working to make life simpler, faster and
better for its customers.

Operating with high standards of conduct is central to the Bank’s long-term success and ability to serve
customers. The Bank has clear policies, frameworks and governance in place to support the delivery
of that commitment. These cover the way the Bank behaves, designs products and services, trains and
incentivises employees, and interacts with customers and each other.

The HSBC approach to conduct is designed to ensure that through its actions and behaviours it delivers
fair outcomes for its customers and do not disrupt the orderly and transparent operation of financial
markets. The Board places a strong emphasis on conduct, requiring adherence to high behavioural
standards and adhering to the HSBC Values.

Employees
The Bank encourages employees to perform at their best, and creates an environment to make that

possible. Employees are encouraged to speak up, and reflect the Bank’s values in the decisions they
make and how they make them, as these decisions shape the future of customers and colleagues.
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HSBC Bank (Mauritius) Limited

Statement on corporate governance practices (continued)

8. Relationship with shareholders and key stakeholders (continued)
Diversity and inclusion

The Bank is committed to enabling a thriving environment where people are valued, respected and
supported; where different ideas, backgrounds, styles and perspectives are actively sought out to create
business value; and where career advancement is based on objective criteria. The Bank focuses on the
diversity profile of its workforce to make it more reflective of the communities it operates in and the
customers it serves.

Employee development

The development of the Bank’s employees is essential to the future strength of its business. The Bank
continues to develop employee capability - in 2017, the HSBC Group introduced HSBC University, the
new home of learning at HSBC. HSBC University brings new programmes, training facilities, and
technologies with a particular focus on Leadership, Risk Management, Strategy and Performance, as
well as business-specific technical training.

Giving employees a voice

The Bank conducts employee surveys and hosts HSBC Exchange events to give employees a voice.
Exchanges are meetings with no agendas, where managers and leaders simply listen and employees do
the talking. It’s an innovative approach that provides a forum for people to share their views on any

issue and talk about what matters most to them.

8.12 Corporate Social Responsibility and Donations

Financial institutions have responsibilities not only towards their customers, shareholders and employees,
but also to the wider communities and environment in which they operate. For the Bank, acting sustainably
means building its business for the long term by living up to these responsibilities and valuing relationships
with stakeholders. By running its business sustainably, the Bank can contribute to the future prosperity of
communities, businesses, economies and individuals.

The Bank seeks to connect customers to commercial opportunities which also support the transition to a
low carbon economy. Applying environmental and social criteria to its lending decisions in such sectors as
forestry and energy is integral to the Bank’s approach. Furthermore, the HSBC Group has committed to cut
its annual employee carbon emissions by one ton, from 3.5 to 2.5 tons, by 2020.

Regarding the Bank’s community role, disadvantaged children, disability and fighting school failure have
been a major focus in 2018. The Bank has thus partnered with various organisations that cater for school
drop-outs, abandoned children as well as physically and mentally challenged children. the Bank isworking
in partnership with local grassroots NGOs to develop model projects for children in regions exposed to high
school failure rates. The aim will be to give these children not only a better chance to succeed in school but
also a better overall well-being. In addition to sustaining communities, the Bank is deeply involved in
environmental sustainability, supporting programmes to save the unique biodiversity of Mauritius from
extinction.

Furthermore, in 2018 the Bank has launched, in collaboration with the Central Water Authority, the Lions
Club of Quatre Bornes and the Mouvement pour I’ Autosuffisance Alimentaire, a project to provide potable
water to the deprived village of Le Morne. This is part of the global HSBC Water Programme.
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HSBC Bank (Mauritius) Limited

Statement on corporate governance practices (continued)

8. Relationship with shareholders and key stakeholders (continued)

The amount of provision made for Corporate Social Responsibility activities was USD 8,990 for the year
2018 (2017: USD14,400). This amount was paid in full during the year.

There were no political donations made for the year 2018.

-

Matthew Lobner Dean Lam Kin Teng Laura Sté

Chairman Managing Director Chief Risk Officer on
behalf of the Company
Secretary

Date: 1 8 FEB 2019
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HSBC Bank (Mauritius) Limited

STATEMENT OF COMPLIANCE

(Section 75 (3) of the Financial Reporting Act)

Name of Public Interest Entity (the “PIE”): HSBC Bank (Mauritius) Limited

Reporting Period: 31 December 2018

We, the Directors of HSBC Bank (Mauritius) Limited, confirm that to the best of our knowledge, the PIE
has complied with the obligations and requirements of The National Code of Corporate Governance for
Mauritius (2016).

([ - od

Matthew Lobner Dean Lam Kin Teng Lukas Mandangu
Chairman Managing Director Director

Date: | 8§ FER 2019
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HSBC Bank (Mauritius) Limited
Statement of directors’ responsibility for financial reporting

The Bank’s financial statements have been prepared by the directors, who are responsible for their integrity,
consistency, objectivity and reliability. International Financial Reporting Standards as well as the
requirements of the Banking Act 2004 and the guidelines issued thereunder have been applied and
management has exercised its judgement and made best estimates where deemed necessary.

The Bank has designed and maintained its accounting systems, related internal controls and supporting
procedures, to provide reasonable assurance that financial records are complete and accurate and that assets
are safeguarded against loss from unauthorised use or disposal. These supporting procedures include
careful selection and training of qualified staff, the implementation of organisation and governance
structures providing a well-defined division of responsibilities, authorisation levels and accountability for
performance, and the communication of the Bank’s policies, procedures manuals and guidelines of the
Bank of Mauritius throughout the Bank.

The Bank’s Board of Directors, acting in part through the Audit Committee and Conduct Review
Committee, which is comprised of non- executive directors, oversees the management’s responsibility for
financial reporting, internal controls, assessment and control of major risk areas, and assessment of
significant and related party transactions.

The Bank’s internal auditor, who has full and free access to the Audit Committee, conducts a well- designed
program of internal audits. In addition, the Bank’s compliance function maintains policies, procedures, and
programs directed at ensuring compliance with regulatory requirements.

Pursuant to the provisions of the Banking Act 2004, the Bank of Mauritius makes such examination and
inquiry into the operations and affairs of the Bank as it deems necessary.

The Bank’s external auditor, PricewaterhouseCoopers (‘PwC”), has full and free access to the management
and its committees to discuss the audit and matters arising therefrom, such as their observations and fairness
of financial reporting and the adequacy of internal controls.

O—J

Matthew Lobner Dean Lam Kin Teng Lukas Mandangu
Chairman Managing Director Director

Date: | 8 FLH 2019
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HSBC Bank (Mauritius) Limited

Secretary's Certificate under Section 166(d) of the Companies Act 2001

In accordance with section 166 (d) of the Mauritian Companies Act 2001 we certify that, to the best of our
knowledge and belief, the Bank has filed with the Registrar of Companies, all such returns as are required
of the Bank under the Mauritian Companies Act 2001.

Laura Steef ‘
Chief Risk Officer on behalf of the Company Secretary

18 FEB 2019

Date Exus s
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Independent Auditor’s Report

To the Shareholder of
HSBC Bank (Mauritius) Limited

Report on the Audit of the Financial Statements

Our Opinion

In our opinion, the financial statements give a true and fair view of the financial position of HSBC
Bank (Mauritius) Limited (the “Bank”) as at 31 December 2018, and of its financial performance and
its cash flows for the year then ended in accordance with International Financial Reporting Standards
and in compliance with the Mauritian Companies Act 2001.

What we have audited
The financial statements of HSBC Bank (Mauritius) Limited set out on pages 66 to 152 comprise:

e the statement of financial position as at 31 December 2018;

o the statement of profit or loss and other comprehensive income for the year then ended;
e the statement of changes in equity for the year then ended;

o the statement of cash flows for the year then ended; and

e the notes, comprising significant accounting policies and other explanatory information.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the “Auditor’s Responsibilities for the
Audit of the Financial Statements” section of our report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.

Independence
We are independent of the Bank in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants (IESBA Code). We have fulfilled our other

ethical responsibilities in accordance with the IESBA Code.
?) ‘

T: 4230 404 5000. F:+230 404 5088, www.pwe.com/mu
Business Registration Number : Fo7000530

PricewaterhouseCoopers 1s a member lirm of PricewaterhouseCoopers International Limited each member firm of which is a separale legal enbly
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Independent Auditor’s Report

To the Shareholder of
HSBC Bank (Mauritius) Limited (Continued)

Report on the Audit of the Financial Statements (Continued)
'Key Audit Matters N

Key audit matters are those matters that, in our professional judgement, were of most significance in
our audit of the financial statements of the current year. These matters were addressed in the context
of our audit of the financial statements as a whole, and in forming our opinion thereon, and we do not

provide a separate opinion on these matters.

Impalrment of loans and advances

The Bank has adopted IFRS ¢ ‘Financial
Instruments’ which requires the recognition of
expected credit losses (‘'ECL’) rather than
incurred credit losses.

This represents a fundamentally new and highly
judgemental approach to impairment
computation, and relies on complex modelling
and the use of a number of data points. Some of
these data are sourced from a number of systems
that have not been used previously for the
preparation of the accounting records. This
increases the risk around completeness and
accuracy of certain data used to create
assumptions and operate the models.

Management is required to determine the ECL
that may occur over either a 12-month period or
the remaining life of a financial asset, depending
on the categorisation of the individual asset. This
categorisation is determined by an assessment of
whether there has been a significant increase in
credit risk (‘SICR’) of the borrower since loan
origination.

udit addressed the key
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the ECL calculation, specialist teams
assisted us in performing certain
procedures.

Model performance monitoring and
validation controls were tested, including
periodic policy and independent modetl
reviews, back testing of performance, and
approval of model changes. We also
performed risk based substantive testing
of models, including independently re-
building certain assumptions.

We tested the review and challenge of
multiple economic scenarios by an expert
panel and internal governance committee,
and assessed the reasonableness of the
multiple economic scenarios and variables
using our economic experts.

We tested controls over the inputs of
critical data into source systems and over
the flow and transformation of data
between source systems to the impairment
calculation system. We also performed
substantive testing over the critical data
used in the year-end ECL calculation.
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Independent Auditor’s Report

To the Shareholder of

HSBC Bank (Mauritius) Limited (Continued)

Report on the Audit of the Financial Statements (Continued)

Key Audit Matters (Continued)
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Impairment of loans and advances
(continued)

Management has relied on models designed at
group level, and calibrated specifically to each
region, and which take into account data sourced
from local systems. Management is also required
to make forward looking assumptions.

Management has adopted a proxy approach,
whereby the model used for ECL computation,
incorporates forward economic guidance and
other inputs, specific to India.

_ We observed the n;ar_l_agement challenge

forum to assess the ECL output and
approval of any post model adjustments.

We assessed the appropriateness of using
a proxy approach with data specific to
India, especially with respect to the use of
forward economic guidance.

Indian Tax Assessment

The Bank invests in Indian equity and debt
markets, out of which it derives interest and fee
income on loans and advances made to Indian
borrowers and gains made on fixed income
securities. The Bank has claimed exemption from
Indian tax on these sources of income under the
provisions of the India/Mauritius double tax
treaty.

However, the Indian Revenue Authority has
denied the Bank the exemption and has raised a
total tax assessment of USD62.8m for the
assessment years 2009/10 to 2016/17. As at date,
the Bank has made advance payments of USD
29.8m to the Indian Revenue Authority as it
continues to appeal against the tax assessments.
This amount has been recognised as a reccivable
in the Bank’s financial statements as at 31
December 2018.
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We assessed the merits of the tax
assessment by:

- reviewing updated tax papers
prepared by management;

- reviewing minutes of Board
meetings where the tax
assessments were discussed; and

- reviewing correspondences
between the Bank and the legal
advisors.

We engaged with management and the
Bank’s legal advisors to understand the
latest developments and read the various
verdicts issued to date.
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Independent Auditor’s Report

To the Shareholder of
HSBC Bank (Mauritius) Limited (Continued)

Report on the Audit of the Financial Statements (Continued)
Key Audit Matters (Continued)

£
s

formed our own view of the likelihood of a

The appeals have reached advanced stages and tax expense crystallising, b?sed on our
the latest verdicts from Commissioner of Income ~ appraisal of the facts and circumstances of
Taxes and the Income Tax Appellate Tribunal the tax case.

have been in favour of the Bank.

Based on the latest favourable outcomes to the
appeals made and advanced discussions with
their legal and tax representatives, management
has assessed that the recovery of the deposit made
(see note 23) is virtually certain and no provisions
ought to be booked in the financial statements of
the Bank as at 31 December 2018.

Other Information

The directors are responsible for the other information. The other information comprises the
information included in the annual report but does not include the financial statements and our
auditor’s report thereon.

Our opinion on the financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon. Our reporting responsibilities regarding the
corporate governance report is dealt with in the “Report on Other Legal and Regulatory
Requirements” section of this report.

In connection with our audit of the financial statements, our responsibility is to read the other
information identified above and, in doing so, consider whether the other information is
materially inconsistent with the financial statements or our knowledge obtained in the audit, or
otherwise appears to be materially misstated.

If, based on the work we have performed on the other information, we conclude that there is a
material misstatement of this other information, we are required to report that fact. We have

nothing to report in this regard.
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Independent Auditor’s Report

To the Shareholder of
HSBC Bank (Mauritius) Limited (Continued)

Report on the Audit of the Financial Statements (Continued)

Responsibilities of the Directors for the Financial Statements

The directors are responsible for the preparation and fair presentation of the financial statements in
accordance with International Financial Reporting Standards and in compliance with the Mauritian
Companies Act 2001, the Mauritian Banking Act 2004 and regulations and guidelines issued by the
Bank of Mauritius, and for such internal control as the directors determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or
€rTor.

In preparing the financial statements, the directors are responsible for assessing the Bank’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless the directors either intend to liquidate the Bank or to cease
operations, or have no realistic alternative but to do so.

The directors are responsible for overseeing the financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in
the aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.

As part of an audit in accordance with I1SAs, we exercise professional judgement and maintain
professional scepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the internal control.
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Independent Auditor’s Report

To the Shareholder of
HSBC Bank (Mauritius) Limited (Continued)

Report on the Audit of the Financial Statements (Continued)

Auditor’s Responsibilities for the Audit of the Financial Statements (Continued)

¢ Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the directors.

e Conclude on the appropriateness of the directors’ use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
conditions that may cast significant doubt on the Bank’s ability to continue as a going concern. If
we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of
our auditor’s report. However, future events or conditions may cause the Bank to cease to
continue as a going concern.

e Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.

We communicate with the directors regarding, among other matters, the planned scope and timing of
the audit and significant audit findings, including any significant deficiencies in internal control that
we identify during our audit.

Report on Other Legal and Regulatory Requirements

Mauritian Companies Act 2001

The Mauritian Companies Act 2001 requires that in carrying out our audit we consider and report to
you on the following matters. We confirm that:

(a) we have no relationship with or interests in the Bank other than in our capacity as auditor and tax
and business advisors;

(b) we have obtained all the information and explanations we have required; and
(c) in our opinion, proper accounting records have been kept by the Bank as far as appears from our

examination of those records.
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Independent Auditor’s Report

To the Shareholder of
HSBC Bank (Mauritius) Limited (Continued)

Report on Other Legal and Regulatory Requirements
(Continued)

Mauritian Banking Act 2004

The Mauritian Banking Act 2004 requires that in carrying out our audit we consider and report to you
on the following matters. We confirm that:

(2) in our opinion, the financial statements have been prepared on a basis consistent with that of the
preceding year and are complete, fair and properly drawn up and comply with the Mauritian
Banking Act 2004 and the regulations and guidelines issued by the Bank of Mauritius; and

(b) the explanations or information called for or given to us by the officers or agents of the Bank were
satisfactory.

Mauritian Financial Reporting Act 2004

The directors are responsible for preparing the statement on corporate governance practices. Our
responsibility is to report on the extent of compliance with the Code of Corporate Governance (the
“Code”) as disclosed in the annual report on pages 26 to 55 and on whether the disclosure is consistent
with the requirements of the Code.

In our opinion, the disclosure in the annual report on pages 26 to 55 is consistent with the
requirements of the Code.

[ Femsctatioseloger w\

PricewaterhouseCoopers Michael Ho Wan Kau, licensed by FRC

L

18 February 2019
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HSBC Bank (Mauritius) Limited

Statement of profit or loss and other comprehensive income
for the year ended 31 December 2018

2018 2017 2016
Note USD’000 UsD’000 USD 000
Interest income 97,359 63,078 52,630
Interest expense (35,705) (15,338) (9,992)
Net interest income 8 61,654 47.740 42.638
Fee and commission income 6,235 6,406 10,256
Fee and commission expense (629) (582) (828)
Net fee and commission income 9 5.606 5.824 9.428
Net trading income 10 2,502 2.860 3,595
69,762 56,424 55,601
Other operating income 11 478 650 744
Total operating income 70,240 57,074 - 50405
Net reversal of impairment on financial assets 12 404 17 29
Personnel expenscs 13 (3,693) (3,202) (3,064)
Operating lease expenses (160) (151) (125)
Depreciation 21 (36) (32) (38)
Other expenses 14 (11,735) (10,845) (10,179}
Total expenses (15,624) (14,230) (13,406)
Profit before income tax 55,020 42,861 43,028
Income tax expense 15 (2,395) (1.904) (1,852)
Protit for the year 52,625 40,957 41,176
Other comprehensive income
Items that will not be reclassified to profit or loss
Remeasurements of defined benefit liabilities (443) (529) (304)
Related tax 22 93 - 14 9
(350) (515) (295)
Items that may be reclassified to profit or loss
Net change in fair value on debt instruments s 99 (1506) -
(251) (671) (295)
Total comprehensive income for the year 52,374 40.286 40.881

The notes on pages 71 to 152 form part of the financial statements.
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HSBC Bank (Mauritius) Limited

Statement of financial position
at 31 December 2018

Assets

Cash and cash equivalents
Trading assets

Loans and advances to banks
Loans and advances to customers
Investment securities

Other assets

Equipment

Deferred tax assets

Total assets

Note

20

23

21

22

2018 2017 2016
USD?000 USD’000 USD"000
760,298 1,635,210 421,405
1,283 120 920
406,873 531,831 1,395,481
1,761,050 1,750,583 1,613,678

453,121 298,499

43,586 29,893 14,014
59 44 52
151 67 55

3,426,421 4,246,247 3,445,605

The notes on pages 71 to 152 form part of the financial statements.
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HSBC Bank (Mauritius) Limited

Statement of financial position (continued)

at 31 December 2018
2018 2017 2016
Note UusSD’oo0 USD’000 USD’000
Liabilities
Deposits from customers 24 2,240,091 3,120,937 2,162,790
Trading liabilities 17 1,121 629 137
Other borrowed funds 25 845,254 783,201 946,560
Current tax liabilities 15 1,083 815 786
Other liabilities 26 22,977 17,067 22,016
Total liabilities 3,110,526 3,922,649 3,132,289
Shareholder’s equity
Stated capital 28 72,957 72,957 72,957
Retained earnings 29 148,907 156,818 140,103
Other reserves 29 94,031 93,823 100,256
Total equity attributable to equity
holder 315,895 323,598 313.316
Total liabilities and shareholder’s
equity 3,426,421 4,246,247 3,445,605
Approved by the Board of Directors on and signed on its behalf by:

Matthew Lobner Dean Lam Kin Teng Lukas Mandangu
Chairman Managing Director Director

Date : 18 FEU 2019

The notes on pages 71 to 152 form part of the financial statements.

68



HSBC Bank (Mauritius) Limited

Statement of changes in equity
Jor the year ended 31 December 2018

General
Stated Retained Statutory banking Reserves lor Fair value
capital earnings reserve reserve own shares reserve  Total Equity

usn’o00 usD’ 000 USD'000 UsD*000 usn’ 0o usninn usD 000
Balance at 1 January 2016 72,957 177,280 72,957 25,683 52 - 348.929
Prolit for the year - 41.176 - - 41.176
Other comprehensive income
Remeasurements of defined benelit liabitities - (304) - - (304)
Tax on other compiehensive income - 9 - - 9
Total other comprehiensive income for the year = (295) s - (295}
Total comprehensive income for the yeal - 40,881 - - - - 41,881
Transactions with owner of the Bank
Dividends paid - (76,500} - - - - (76.500)
Exchange dilference - i3 - - (N 6
Transactions with owner of the Bank = (76.487) - - (7) - (76.494)
Transfer o general banking reserve (1,571) - 1.571 E -
Balance at 31 December 2016 72,957 140,103 72,957 27,254 45 - 313,316
Profil for the year - 40,957 - - 40.957
Other comprehensive income
Net change in fair value - - - (156) (156)
Remeasurements ol defined benelit liabilities - (529) - - (529)
Tax on other comprehensive income - 14 - - 14
Total other compichensive income for the year = (515) - - (156) (671)
Total comprehensive income for the year s 40,442 = = . (154) 40.286
Transactions with owner of the Bank
Dividends paid - (30,000) - E = - (30,000)
Exchange difference - 2 - - (6} (4)_
Transactions with owney of the Bank - {29.998) - - (6) - (30.004)
Transfer from general banking reserve - 6.271 . (6.271)
Balance at 31 December 2017 72,957 156,818 72,957 2(.983 39 (156) 323.598
Changes in initial application of IFRS 9 - (70) - - (76)
Restated balance at | January 2018 72.957 156.742 72.957 20,983 39 (156) 323.522
Profit for the year - 52.625 52.625
Other comprehensive income
Net change in fair value 99 99
Remeasurements of detined benefit liabilities - (443) - (443)

__Tax on other comprehensive income . 93 _93

Total other comprehensive income tor the year - (350} - - 99 (25H
l'otal comprehensive income fir the vear - §2.275 - - 99 52374
Transactions with owner of the Bank
Dividends pavid - (60.000) . - N - (60.000)
Exchange dilference - - - (n (h
‘Transactions with owner of the Bank - (60.000) - - (n - (60.001)
Transfer to genetal banking reserve (L) o~ -
Balance at 31 December 2018 72,957 148,907 72,957 21.093 38 (57) 315,895

The notes on pages 71 to 152 form part of the financial statements.
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HSBC Bank (Mauritius) Limited

Statement of cash flows
for the year ended 31 December 2018

Cash flows from operating activities
Profit before income tax

Adjustments for:

Depreciation

Loss on sale of equipment

Net reversal of impairment on financial assets

Net interest income

Exchange differences in respect of cash and cash equivalents

Change in:

Other assets

Other liabilities

Trading assets

Trading liabilities

Loans and advances to banks
Loans and advances to customers
Deposits from customers

Other borrowed funds

Interest received

Interest paid

Income tax paid

Net cash (used in)/from operating activities

Cash flows from investing activities

Acquisition of equipment

Purchase of investment securities

Proceed from the sale and maturity of investment securities
Net cash used in investing activities

Cash flows from financing activities
Dividends paid
Net cash used in financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at 01 January
Exchange differences in respect of cash and cash equivalents

Cash and cash equivalents at 31 December

The notes on pages 71 to 152 form part of the financial statements.
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Note

21

12

23
26
17
17
18
19
24
25

15

21
20
20

33

2018 2017 2016
usD000 USD*000 LISD000
55,020 42,861 43,028
36 32 38
= 3 .
(404) (17) 29
(61,654) (47.740) (42,638)
3,280 5297 2,220
(3,722) 436 2,625
(9,726) (16,641) 3,494
4,819 (4,709) 6,678
(1.163) 800 394
492 492 (119)
124,793 863,650 (396,359)
(9.971) (136,888) 32,142
(880,846) 958,147 (394,560)
59,032 (166.230) 930,522
(716,292) 1. 499,057 184.817
93,074 03,490 50,458
(35,063) (16.111) (8.375)
(2,116) (1.873) (1.8584)
(660.397) 1,544,563 225,016
(51) (27) (58)
(2,401,923) (298,305) -
2,247,718 - -
(154,256) (294.332) (58)
(60,000) (30,000) (76,500)
(60,000) (30.000) (76.500)
(874.653) 1216231 148458
1,632,339 421405 275,173
(3,280) (5.297) (2,226)
754,406 1,632,339 421405




HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018

1. Reporting entity

HSBC Bank (Mauritius) Limited (the “Bank™) is a company incorporated on 27 April 2006 and domiciled
in the Republic of Mauritius. It holds a banking licence issued by the Bank of Mauritius on 8 June 2006.
The Bank’s registered office is HSBC Centre, 18 CyberCity, Ebéne, Mauritius. The Bank is primarily
involved in commercial and global business banking.

2. Basis of preparation
(a) Compliance with International Financial Reporting Standards

The Bank’s financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) and in compliance with the requirements of the Mauritian Companies Act 2001, the
Mauritian Banking Act 2004 and the regulations and guidelines issued by the Bank of Mauritius.

(b) Standards adopted during the year 31 December 2018

In the current year, the Bank has applied all of the new and revised Standards and Interpretations issued by
the International Accounting Standards Board (“JASB”) and the International Financial Reporting
Interpretations Committee (“IFRIC”) of the IASB that are relevant to its operations and effective for
accounting periods beginning on 1 January 2018.

The nature and the impact of each new standard or amendment are described below:
IFRS 9 ‘Financial instruments’

The Bank has adopted IFRS 9 as issued by the IASB in July 2014 with a date of transition of 1 January
2018, which resulted in changes in accounting policies and adjustments to the amounts previously
recognised in the financial statements. The Bank did not early adopt any of IFRS 9 in previous years.

As permitted by the transitional provisions of IFRS 9, the Bank elected not to restate comparative figures.
Any adjustments to the carrying amounts of financial assets and liabilities at the date of transition were
recognised in the opening retained eamings and other reserves of the current year.

Consequently, for notes disclosures, the consequential amendments to IFRS 7 'Financial Instruments:
Disclosures' disclosures have also only been applied to the current year. The comparative year notes
disclosures repeat those disclosures made in the prior year.

The adoption of IFRS 9 has resulted in changes in our accounting policies for recognition, classification
and measurement of financial assets and financial liabilities and impairment of financial assets. IFRS 9 also
significantly amends other standards dealing with financial instruments such as IFRS 7.

Set out below are disclosures relating to the impact of the adoption of IFRS 9 on the Bank. Further details

of the specific IFRS 9 accounting policies applied in the current year (as well as the previous IAS 39
accounting policies applied in the comparative year) are described in more detail in section 3(g).
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HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

2. Basis of preparation (continued)

(b) Standards adopted during the year 31 December 2018 (continued)

IFRS 9 ‘Financial instruments’ (continued)

Impact of adoption of IFRS 9 on the financial statements

IFRS 9 replaces the provisions of IAS 39 that relate to the recognition, classification and measurement
of financial assets and financial liabilities, derecognition of financial instruments, impairment of

financial assets and hedge accounting.
In accordance with the transitional provisions in IFRS 9, comparative figures have not been restated.

The total impact on the Bank’s retained earnings as at 1 January 2018 is as follows:

USD’000
Closing retained earnings 31 December 2017 156,818
Increase in provision for loans and advances to banks 57
Incrcase in provision for loans and advances to customers 19
Increase in provision for investment securities at fair value through other comprehensive income
("FVOCT™) |
Increase in provision for off-balance sheet exposure 1
Increase in deferred tax assets relating to impairment provisions (2)
Net decrease in retained earnings (76)
Opening retained earnings 1 January 2018 156,742

(i) Reconciliation of statement of financial position at 31 December 2017 and 1 January

2018

The following tables reconciles the statement of financial position from the previous measurement
category in accordance with IAS39 to the new measurement categories upon transition to [FRS 9 at 1

January 2018:
IAS 39 Carrying  Remeasurement
Amount as at and IFRS 9 1FRS 9 Carrying
IAS 39 Classification IFRS 9 Classification 31 December  Expected Credit Amount as at
and Measurement and Measurement 2017 Losses 1 January 2018
Category Category UsSD’000 usD’000 USD’000
Assets
Cash and cash Loans and receivables
cquivalents - Amortised cost Amortised cost 1,635.210 - 1,635,210
Fair value through  Fair value through profit
Trading assets profit or loss or loss 120 - 120
Loans and Loans and receivables
advances to banks - Amortised cost Amortised cost 531.831 (57 531,774
Loans and
advances to Loans and reccivables
customers - Amortiscd cost Amortised cost 1.750.583 (19) 1,750,564
Investment Available-for-sale —  Fair valuc through other
sceuritics Fair value through OCI comprehensive income 298.499 (1 298,498
Loans and reccivables
Other assets - Amortised cost Amortised cost 20,893 - 29,893
Equipment N/A N/A 44 - 44
Deterred tax
_asscts N/A N/A 07 2 69
Total assets 4,246,247 (75) 4,246,172




HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

2. Basis of preparation (continued)

(b)

IFRS 9 ‘Financial instruments’ (continued)

Standards adopted during the year 31 December 2018 (continued)

(i) Reconciliation of statement of financial position at 31 December 2017 and 1 January
2018 (continued)
IAS 39 Carrying Remeasurement
IAS 39 IFRS 9 Amount as at and IFRS 9 IFRS 9 Carrying
Classification and Classification 31 December Expected Credit Amount as at
Measurement Measurement 2017 Losses 1 January 2018
Category Category UsSD’000 USD’000 USD’000
Liabilities
Deposits from a
customers Amortised cost Amortised cost 3,120,937 - 3,120,937
Fair value
Fair value through through profit or
Trading liabilities profit or loss loss 629 - 629
Other borrowed
tunds Amortised cost Amortised cost 783,201 783,201
Current tax liabilities N/A N/A 815 - 815
Other liabilities Amortised cost Amortised cost 17,067 1 17,068
Total liabilities 3,922,649 1 3,922,650

IAS 39 Carrying
Amount as at 31

Remeasurement and 1FRS

IFRS 9 Carrying
Amount as at 1 January

December 2017 9 Expected Credit Losses 2018
USD’000 USD’000 USD’000

Equity ) -
Share capital 72,957 - 72,957
Retained earnings 156,818 (76) 156,742
Other rescrves 93,823 - 93,823
Total equity 323,598 (76) 323,522

(i)

37 to expected credit losses under IFRS 9

Reconciliation of impairment allowance balance under 1AS 39 and provision under IAS

The following table reconciles the prior year’s closing impairment allowance measured in accordance
with the IAS 39 incurred loss model to the new impairment allowance measured in accordance with the
IFRS 9 expected loss model at 1 January 2018:

Financial assets at amortised cost

Cash and cash equivalents

Loans and advances to banks
Loans and advances to customers

Other asscts
Total

Remeasurement

Loan loss allowance Stage 3 Stage 1 and

under IAS 39 at 31 Stage 2
December 2017

usSD’000 usD'000 usD'000

- - 57

728 19

728 - 76

Expected Credit Loss

allowance under IFRS 9

at 1 January 2018
USD’000

57
747

8§04
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HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

2. Basis of preparation (continued)
(b) Standards adopted during the year 31 December 2018 (continued)

IFRS 9 ‘Financial instruments’ (continued)

(i) Reconciliation of impairment allowance balance under IAS 39 and provision under 1AS
37 to expected credit losses under IFRS 9 (continued)

Remeasurement

Loan loss allowance Stage 3 Stage 1 and Expected Credit Loss
under JAS 39 at 31 Stage 2 allowance under IFRS 9
December 2017 at 1 January 2018
usD’000 usD’000 USD’000 USD’000

Financial assets at FVOCI
Investment sccurities - - |
Total - - | |

Remeasurement

Loan loss allowance Stage 3 Stage 1 and Expected Credit Loss
under [AS 37 at 31 Stage 2 allowance under IFRS 9
December 2017 at 1 January 2018
USD’000 usD’000 USD’000 UsD’000

Loan commitments and

financial guarantee

contracts

Provisions (loan

commitments and financial

guarantees) - - | |
Total - - i |

The pre-tax net impact of additional impairment allowances on adoption of IFRS 9 is USD78k; USD76k in
respect of financial assets at amortised cost, USD1k related to financial assets at FVOCI and USD1k related
to loan commitments and financial guarantee contracts. Total expected credit loss allowance at 1 January
2018 is USD804k in respect of financial assets at amortised cost, USD1k related to financial assets at
FVOCI and USD1k related to loan commitments and financial guarantee contracts.

IFRS 15 ‘Revenue from contracts with customers’

IFRS 15, ‘Revenue from contracts with customers’ deals with revenue recognition and establishes principles
for reporting useful information to users of financial statements about the nature, amount, timing and
uncertainty of revenue and cash flows arising from an entity’s contracts with customers. The standard
replaces IAS 18 ‘Revenue’ and IAS 11 *Construction Contracts’ and rclated interpretations. The standard
has been adopted by the Bank on 1 January 2018, which have had an insignificant effect on the Bank’s
financial statements.
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HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

2. Basis of preparation (continued)
(c) New standards and interpretations not yet adopted
IFRS 16 ‘Leases’

IFRS 16, ‘Leases’ was issued in January 2016 and has an effective date for annual periods beginning on or
after 1 January 2019. It results in lessees accounting for most leases within the scope of the standard in a
manner similar to the way in which finance leases are currently accounted for under IAS 17 ‘Leases’.
Lessees will recognise a right of use (‘ROU’) asset and a corresponding financial liability on the statement
of financial position. The asset will be amortised over the length of the lease, and the financial liability will
be measured at amortised cost. Lessor accounting remains substantially the same as under IAS 17. At 1
January 2019, the Bank expects to adopt the standard whereby the cumulative effect of initially applying
the standard is recognised an adjustment to the opening balance of retained eamings and comparatives are
not restated. The directors have assessed the impact of IFRS 16 and expect that the standard will have no
significant effect, when applied, on the financial statements of the Bank. The Bank will not adopt the new
standard before its effective date.

Amendment to IAS 12 ‘Income Taxes’

Amendment to IAS 12 ‘Income Taxes’ was issued in February 2018 as part of the Annual Improvement
Cycle. The amendment clarifies that an entity should recognise the tax consequences of dividends where
the transactions or events that generated the distributable profits are recognised. This amendment will be
effective for annual periods beginning on or after 1 January 2019 and is applied to the income tax
consequences of distributions recognised on or after the beginning of the earliest comparative period. The
directors have assessed the impact of the amendment and expect that the standard will have no significant
effect, when applied, on the financial statements of the Bank.

(d) Basis of measurement

The financial statements have been prepared on a historical cost basis except for the following material
items:

= derivative financial instruments are measured at fair value;

v FVOCI financial assets;

s financial instruments at fair value through profit or loss are measured at fair value; and

= net defined benefit (asset)/liability is measured at fair value of plan assets less present value of the

defined benefit obligations.

(e) Critical accounting estimates and judgments

The preparation of financial information requires the use of estimates and judgements about future
conditions. In view of the inherent uncertainties and the high level of subjectivity involved in the
recognition or measurement of items highlighted as the critical accounting estimates and judgements in
section 4, it is possible that the outcomes in the next [inancial year could differ from those on which
management’s estimates are based, resulting in materially different conclusions from those reached by
management for the purposes of the these financial statements. Management’s selection of the Bank’s
accounting policies, which contain critical estimates and judgements reflects the materiality of the items to
which the policies are applied and the high degree ol judgement and estimation uncertainty involved.
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HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

2t Basis of preparation (continued)

o Going concern

The financial statements are prepared on a going concern basis, as management is satisfied that the Bank
has the resources to continue in business for the foreseeable future. In making this assessment, management
has considered a wide range of information relating to present and future conditions, including future
projections of probability, cash flows and capital resources.

(g) Rounding of amounts

All amounts disclosed in the financial statements and notes have been rounded off to the nearest thousand
dollars unless otherwise stated.

(h) Segmental reporting

A segment is a distinguishable component of the Bank that is engaged either in providing products or
services (business segment), or in providing products or services within a particular economic environment
(geographical segment), which is subject to risks and rewards that are different from those of other
segments.

In accordance with the Bank of Mauritius Guideline on Public Disclosure of Information, the Bank is
required to split into Segment A and Segment B:

" Segment B is essentially directed to the provision of international financial services that give rise
to foreign source income. Such services may be fund based or non-fund based; and

= Segment A relates to banking business other than Segment B business.
Segment A activities are minimal and are not considered significant in relation to the entire business of the
Bank. As such, disclosures relating to segmental reporting have not been presented in the financial

statements in accordance with the Bank of Mauritius Guideline on Public Disclosure of Information.

Neither these guidelines nor IFRS mandate the application of IFRS 8 ‘Operating segments’ to the financial
statements of the Bank. The financial statements do not purport to comply with the requirements of IFRS 8.

3. Summary of significant accounting policies

The accounting policies set out below have been applied consistently to all the years presented in the
financial statements unless otherwise stated.

(a) Foreign currencies
(1) Functional and presentation currency
Items included in the financial statements of the Bank are measured using the currency of the primary

economic environment in which the Bank operates (‘the functional currency’). The financial statements of
the Bank are presented in United States dollar (USD). which is the Bank’s functional currency.
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HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

3. Summary of significant accounting policies (continued)
(a) Foreign currencies (continued)
(ii) Transactions and balances

Transactions in foreign currencies are recorded at the rate of exchange on the date of the transaction. Assets
and liabilities denominated in foreign currencies are translated at the rate of exchange at the end of the
reporting period except non-monetary assets and liabilities measured at historical cost that are translated
using the rate of exchange at the initial transaction date. Exchange differences are included in other
comprehensive income or in profit or loss depending on where the gain or loss on the underlying item is
recognised.

Foreign exchange gains and losses that relate to borrowings are presented in profit or loss, within net trading
income.

Non-monetary items that are measured at fair value in a foreign currency are translated using the exchange
rates at the date when the fair value was determined. Translation differences on assets and liabilities carried
at fair value are reported as part of the fair value gain or loss.

(b) Interest

Interest income and expense are recognised in profit or loss for all interest bearing financial instruments
measured at amortised cost and FVOCI using the effective interest method. The effective interest
method is a way of calculating the amortised cost of a financial asset or a financial liability (or groups
of financial assets or financial liabilities) and of allocating the interest income or interest expense over
the relevant period.

The ‘effective interest rate’ is the rate that exactly discounts the estimated future cash payments and
receipts through the expected life of the financial asset or liability (or, where appropriate, a shorter
period) to the carrying amount of the financial asset or liability. When calculating the effective interest
rate, the Bank estimates cash flows considering all contractual terms of the financial instrument, but not
future credit losses.

The calculation of the effective interest rate includes transaction costs and fees and points paid or
received by the Bank that are an integral part of the effective interest rate.

Interest income is calculated by applying the effective interest rate to the gross carrying amount of financial
assets, except for:

(a) Purchased or originated credit-impaired ("POCT’) financial assets, for which the original credit-
adjusted effective interest rate is applied to the amortised cost of the financial asset.

(b) Financial assets that are not "POCI' but have subsequently become credit-impaired (or 'stage 3), for
which interest revenue is calculated by applying the effective interest rate to their amortised cost
(i.e. net of the expected credit loss provision).

Transaction costs include incremental costs that are directly attributable to the acquisition or issue of a
financial asset or financial liability.
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HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

3. Summary of significant accounting policies (continued)
(c) Fees and commission

Fees and commission income and expense that are integral to the effective interest rate on a financial asset
or financial liability are included in the measurement of the effective interest rate.

Fees and commission income are eamned from a diverse range of services provided by the Bank to its
customers.

The Bank recognises fees earned on transaction-based arrangements at a point in time when we have fully
provided the service to the customer (for example, fees arising from negotiating a transaction, such as loan
syndication) and when performance obligation have been fulfilled. Where the contract requires services to
be provided over time, income is recognised on a systematic basis over the life of the agreement (for
example, account servicing fee). It should be noted that the Bank does not offer services with multiple non-
distinct/distinct performance obligations.

Fees and commission expense relate mainly to transaction and service fees, which are expensed as the
services are received.

(d) Net trading income

Net trading income comprises gains less losses related to trading assets and liabilities, and includes all
realised and unrealised fair value changes, interest income and expense and foreign exchange differences.

(e) Lease payments

Leases in which a significant portion of the risks and rewards of ownership are not transferred to the Bank
as lessee are classified as operating leases. Payments made under operating leases are recognised in profit
or loss on a straight-line basis over the term of the lease. Lease incentives received are recognised as an
integral part of the total lease expense, over the term of the lease.

/) Income tax

The income tax expense or credit for the period is the tax payable on the current period’s taxable income
based on the applicable income tax rate adjusted by changes in deferred tax assets and liabilities attributable
to temporary differences and to unused tax losses.

(1) Current tax

The current income tax charge is calculated on the basis of the tax laws enacted or substantively enacted at
the end of the reporting period. The directors periodically evaluate positions taken in tax returns with
respect to situations in which applicable tax regulation is subject to interpretation. It establishes provisions
where appropriate on the basis of amounts expected to be paid to the tax authorities.

The Bank is also liable to pay a special levy. Special levy is calculated at the rate of 1% on operating profit
and 3.4% on profit before income tax less the foreign tax credit of 80%. The special levy is included in
income tax expense and current liability in the financial statements. The Bank is subject to the Advances
Payment System (*APS’) whereby it pays income tax on a quarterly basis.



HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

3. Summary of significant accounting policies (continued)
o Income tax (continued)
(1) Deferred tax

Deferred tax is recognised in respect of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for taxation purposes. Deferred income tax
is provided using the liability method on temporary differences arising between the tax bases of assets and
liabilities and their carrying amount in the financial statements.

Deferred tax assets are recognised for unused tax losses, unused tax credits and deductible temporary
differences to the extent that it is probable that future taxable profits will be available against which they
can be used. Deferred tax assets are reviewed at the end of each reporting period and are reduced to the
extent that it is no longer probable that the related tax benefit will be realised.

Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when they
reverse, using tax rates enacted or substantively enacted by the end of the reporting period.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax
liabilities and assets, and they relate to taxes levied by the same tax authority on the same taxable entity, or
on different tax entities, but they intend to settle current tax liabilities and assets on a net basis or their tax
assets and liabilities will be realised simultaneously.

As per the Mauritian Finance (Miscellaneous Provisions) Act 2018, the tax rate will be amended to 5%
(2016-17: 15% less the foreign tax credit of 80%) effective as from 1 July 2020. The directors have
agreed to amend the deferred income tax asset rate to 5% as from 2018.

() Financial assets and liabilities
@) Measurement methods
Amortised cost and effective interest rate

The amortised cost is the amount at which the financial asset or financial liability is measured at initial
recognition minus the principal repayments, plus or minus the cumulative amortisation using the effective
interest method of any difference between that initial amount and the maturity amount and, for financial
assets, adjusted for any loss allowance.

The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts
through the expected life of the financial asset or financial liability to the gross carrying amount of a
financial asset (i.e. its amortised cost before any impairment allowance) or to the amortised cost of a
financial liability. The calculation does not consider expected credit losses and includes transaction costs,
premiums or discounts and fees and points paid or received that are integral to the effective interest rate,
such as origination fees. For POCI financial assets — assets that are credit-impaired (see definition on note
35(b)(iii)) at initial recognition — the Bank calculates the credit-adjusted effective interest rate, which is
calculated based on the amortised cost of the financial asset instead of its gross carrying amount and
incorporates the impact of expected credit losses in estimated future cash flows.

When the Bank revises the estimates of future cash flows, the carrying amount of the respective financial

assets or financial liability is adjusted to reflect the new estimate discounted using the original effective
interest rate. Any changes are recognised in profit or loss.
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Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

3. Summary of significant accounting policies (continued)
(g) Financial assets and liabilities (continued)
(i1) Initial recognition and measurement

The Bank initially recognises loans and advances, deposits, debt securities issued and subordinated
liabilities on the date on which they are originated. All other financial instruments (including regular-way
purchases and sales of financial assets) are recognised on the trade date, which is the date the Bank becomes
a party to the contractual provisions of the instrument. A financial asset or financial liability is measured
initially at fair value plus or minus, for an item not at fair value through profit or loss, transaction costs that
are incremental and directly attributable to its acquisition or issue. Transaction costs of financial assets and
financial liabilities carried at fair value through profit or loss are expensed in profit or loss. Immediately
after initial recognition, an expected credit loss allowance (ECL) is recognised for financial assets measured
at amortised cost and investments in debt instruments measured at fair value through other comprehensive
income (‘FVOCT’), as described in note 35(b)(iii), which results in an accounting loss being recognised in
profit or loss when an asset is newly originated.

‘Fair value’ is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date in the principal market or, in its absence,
the most advantageous market to which the Bank has access at that date. The fair value of a liability reflects
its non-performance risk.

When available, the Bank measures the fair value of an instrument using the quoted price in an active
market for that instrument. A market is regarded as active if transactions for the asset or liability take place
with sufficient frequency and volume to provide pricing information on an ongoing basis.

If there is no quoted price in an active market, then the Bank uses valuation techniques that maximise the
use of relevant observable inputs and minimise the use of unobservable inputs. The chosen valuation
technique incorporates all of the factors that market participants would take into account in pricing a
transaction.

The best evidence of the fair value of a financial instrument at initial recognition is normally the transaction
price — i.e. the fair value of the consideration given or received. If the Bank determines that the fair value
at initial recognition differs from the transaction price and the fair value is evidenced neither by a quoted
price in an active market for an identical asset or liability nor based on a valuation technique that uses only
data from observable markets, then the financial instrument is initially measured at fair value, adjusted to
defer the difference between the fair value at initial recognition and the transaction price.

80



HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

3. Summary of significant accounting policies (continued)
(g) Financial assets and liabilities (continued)
(i1) Initial recognition and measurement (continued)

Subsequently, that difference is recognised in profit or loss on an appropriate basis over the life of the
instrument but no later than when the valuation is wholly supported by observable market data or the
transaction is closed out.

If an asset or a liability measured at fair value has a bid price and ask price, then the Bank measures assets
and long positions at a bid price and liabilities and short positions at an ask price.

Portfolios of financial assets and financial liabilities that are exposed to market risk and credit risk that are
managed by the Bank on the basis of the net exposure to either market or credit risk are measured on the
basis of a price that would be received to sell a net long position (or paid to transfer a net short position)
for a particular risk exposure. Those portfolio-level adjustments are allocated to the individual assets and
liabilities on the basis of the relative risk adjustment of each of the individual instruments in the portfolio.

The fair value of a demand deposit is not less than the amount payable on demand, discounted from the
first date on which the amount could be required to be paid.

The Bank recognises transfers between levels of the fair value hierarchy as of the end of the reporting period
during which the change has occurred.

(iii) Classification and subsequent measurement of financial assets

Policy applicable from 1 January 2018

From 1 January 2018, the Bank has applied IFRS 9 and classifies its financial assets in the following
measurement categories:

= Fair value through profit or loss (‘FVPL’);

= Fair value through other comprehensive income (‘FVOCT’); or

= Amortised cost.
Debt instruments
Debt instruments are those instruments that meet the definition of a financial liability from the issuer's
perspective, such as loans, government and corporate bonds and trade receivables purchased from clients
in factoring arrangements without recourse.

Classification and subsequent measurement of debt instruments depend on:

(i) the Bank's business model for managing the asset; and
(ii) the cash flow characteristics of the asset.

Based on these factors, the Bank classifies its debt instruments into one of the following three measurement
categories:

81



HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

St Summary of significant accounting policies (continued)
() Financial assets and liabilities (continued)
(11i) Classification and subsequent measurement of financial assets (continued)

Policy applicable from 1 January 2018 (continued)

Debt instruments (continued)
Amortised cost

Assets that are held for collection of contractual cash flows where those cash flows represent solely
payments of principal and interest (‘SPPI’), and that are not designated at FVPL, are measured at amortised
cost. The carrying amount of these assets is adjusted by any expected credit loss allowance recognised and
measured as described in note 35(b)(iii). Interest income from these financial assets is included in 'Interest
income' using the effective interest rate method.

Fair value throueh other comprehensive income ('FVOCI')

Financial assets held for a business model that is achieved by both collecting contractual cash flows and
selling and that contain contractual terms that give rise on specified dates to cash flows that are solely
payments of principal and interest are measured at FVOCI. These comprise primarily investment securities.
They are recognised on the trade date when the group enters into contractual arrangements to purchase and
are normally derecognised when they are either sold or redeemed. They are subsequently remeasured at fair
value and changes therein (except for those relating to impairment, interest income and foreign currency
exchange gains and losses) are recognised in other comprehensive income until the assets are sold. Upon
disposal, the cumulative gains or losses in other comprehensive income are recognised in the income
statement as “Other operaling income’.

Fair value through profit or loss (‘\FVPL’)

Assets that do not meet the criteria for amortised cost or FVOCI are measured at FVPL. A gain or loss on
a debt investment that is subsequently measured at FVPL and is not part of a hedging relationship is
recognised in profit or loss and presented within 'Net trading income' in the period in which it arises. Interest
income from these {inancial assets is included in "Interest income' using the effective interest rate method.

Business model

The business model reflects how the Bank manages the assets in order to gencrate cash flows. That is,
whether the Bank's objective is solely to collect the contractual cash flows from the assets or is to collect
both the contractual cash flows and cash flows arising from the sale of assets. If neither of these is applicable
(e.g. financial assets are held for trading purposes), then the financial assets are classified as part of 'other’
business model and measured at FVPL. Factors considered by the Bank in determining the business model
for a group of assets include past experience on how the cash flows for these assets were collected, how the
asset's performance is evaluated and reported to key management personnel, how risks are assessed and
managed and how managers are compensated.
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(111) Classification and subsequent measurement of financial assets (continued)

Policy applicable from 1 January 2018 (continued)

SPPI

Where the business model is to hold assets to collect contractual cash flows or to collect contractual cash
flows and sell, the Bank assesses whether the financial instruments' cash flows represent solely payments
of principal and interest (the "SPPI test). In making this assessment, the Bank considers whether the
contractual cash flows are consistent with a basic lending arrangement i.e. interest includes only
consideration for the time value of money, credit risk, other basic lending risks and a profit margin that is
consistent with a basic lending arrangement. Where the contractual terms introduce exposure to risk or
volatility that are inconsistent with a basic lending arrangement, the related financial asset is classified and
measured at FVPL.

Policy applicable before 1 January 2018

Under IAS 39, the Bark classified its financial assets in the following categories:

. loans and receivables;

u financial assets at fair value through profit or loss;
u held to maturity investments; and

o available-for-sale financial assets.

The classification depended on the purpose for which the investments were acquired. The directors
determined the classification of its investments at initial recognition and, in the case of assets classified as
held to maturity, re-evaluated this designation at the end of each reporting period.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market, other than:

(1) those that the Bank intends to sell immediately or in the short-term, which are classified as held-
for-trading, and those that the Bank upon initial recognition designates as at FVPL;
(i1) those that the Bank upon initial recognition designates as available-for-sale; or

(ii1) those for which the holder may not recover substantially all of its initial investment, other than
because of credit deterioration.

Loans and receivables are initially recognised at fair value — which is the cash consideration to originate or
purchase the loan including any transaction costs — and measured subsequently at amortised cost using the
effective interest method.

The amortised cost of a financial asset or liability is the amount at which the financial asset or liability is
measured at initial recognition, minus principal repayments, plus or minus the cumulative amortisation
using the effective interest method of any difference between the initial amount recognised and the maturity
amount, minus any reduction for impairment.
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(iii) Classification and subsequent measurement of financial assets (continued)

Policy applicable from I January 2018 (continued)

Financial assets at fair value through profit or loss

Financial assets are designated to be measured at fair value in the following instances:

L to eliminate or significantly reduce an accounting mismatch that would otherwise arise;

o where the financial assets are managed and their performance evaluated and reported on a fair
value basis; and

L where the financial asset contains one or more embedded derivatives that significantly modify the

financial asset’s cash flows.
Fair value gains and losses are recognised in profit or loss within “net trading income™.

Held to maturity investments

Under IAS 39, non-derivative financial assets with fixed or determinable payments and fixed maturities that
management has both the positive intent and ability to hold to maturity. These are subsequently measured at
amortised cost using the effective interest method with interest recognised in interest income, less any
impairment losses which are recognised as part of impairment charges. Directly attributable transaction costs
and fees received are capitalised and amortised through interest income as part of the effective interest rate.

Available-for-sale financial assets

Under 1AS 39, available-for-sale financial assets are recognised on the trade date when the Bank enters into
contractual arrangements to purchase those instruments, and are normally derecognised when the securities
are either sold or redeemed. They are subsequently remeasured at fair value, and changes therein are
recognised in other comprehensive income until the assets are either sold or become impaired. Upon disposal,
the cumulative gains or losses in other comprehensive income are recognised in the profit or loss as ‘Gains
less losses from financial investments’.
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3. Summary of significant accounting policies (continued)

(2

(iv)

Financial assets and liabilities (continued)

Classification and subsequent measurement of financial liabilities

In both the current and prior period, financial liabilities are classified as subsequently measured at amortised
cost, except for:

Financial liabilities at FVPL: this classification is applied to derivatives, financial liabilities held
for trading (e.g. short positions in the trading booking) and other financial liabilities designated as
such at initial recognition. Gains or losses on financial liabilities designated at FVPL are presented
partially in OCI (the amount of change in the fair value of the financial liability that is attributable
to changes in the credit risk of that liability, which is determined as the amount that is not
attributable to changes in market conditions that give rise to market risk) and partially profit or loss
(the remaining amount of change in the fair value of the liability). This is unless such a presentation
would create, or enlarge, an accounting mismatch, in which case the gains and losses attributable
to changes in the credit risk of the liability are also presented in profit or loss;

Financial liabilities arising from the transfer of financial assets which did not qualify for
derecognition, whereby a financial liability is recognised for the consideration received for the
transfer. In subsequent periods, the Bank recognises any expense incurred on the financial liability;
and

Financial guarantee contracts and loan commitments (see note 3.(s))

The Bank’s holding in financial liabilities represents mainly deposits and borrowings from banks,
customers and other liabilities.

v)

Offsetting

Financial assets and liabilities are offset and the net amount presented in the statement of financial position
when, and only when, the Bank has a legal right to set off the amounts and intends either to settle on a net
basis or to realise the asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted under IFRS, or for gains and losses
arising from a group of similar transactions such as in the Bank’s trading activity.
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3. Summary of significant accounting policies (continued)
(g) Financial assets and liabilities (continued)
(vi) Derecognition

Financial assets or a portion thereof, are derecognised when the contractual rights to receive the cash flows
from these assets have ceased to exist or the assets have been transferred and substantially all the risks and
rewards of ownership of the assets are also transferred (that is, if substantially all the risks and rewards have
not been transferred, the Bank tests control to ensure that continuing involvement on the basis of any
retained powers of control does not prevent derecognition) or the Bank neither transfers nor retains
substantially all the risks and rewards of ownership and the Bank has not retained control.

The Bank enters into transactions where it retains the contractual rights to receive cash flows from assets
but assumes a contractual obligation to pay those cash flows to other entities and transfers substantially all
of the risks and rewards. These transactions are accounted for as 'pass through' transfers that result in
derecognition if the Bank:

L] Has no obligation to make payments unless it collects equivalent amounts from the assets;
. Is prohibited from selling or pledging the assets; and
. Has an obligation to remit any cash it collects from the assets without material delay.

Financial liabilities are derecognised when they have been redeemed or otherwise extinguished.
(h) Impairment

Policy applicable from 1 January 2018

Under IFRS 9, the Bank assesses on a forward-looking basis the expected credit losses ('ECL') associated
with its debt instrument assets carried at amortised cost and FVOCI and with the exposure arising from loan
commitments and financial guarantee contracts. The Bank recognises a loss allowance for such losses at the
end of each reporting period. The measurement of ECL reflects:

=  An unbiased and probability-weighted amount that is determined by evaluating a range of possible
outcomes;

= The time value of money; and

= Reasonable and supportable information that is available without undue cost or effort at the reporting
date about past events, current conditions and forecasts of future economic conditions.

Note 35(b)(iii) provides more detail of how the expected credit loss allowance is measured.

Policy applicable before 1 January 2018

Under 1AS 39, losses for impaired loans are recognised when there is objective evidence that impairment of
a loan or portfolio of loans has occurred. Losses which may arise from future events are not recognised.

(1) Individually assessed loans and advances
The factors considered in determining whether a loan is individually significant for the purposes of assessing
impairment include the size of the loan, the number of loans in the portfolio, the importance of the individual

loan relationship and how this is managed.
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3. Summary of significant accounting policies (continued)
(h) Impairment (continued)

Policy applicable before 1 Januairy 2018 (continued)

(1) Individually assessed loans and advances (continued)

Loans that are determined to be individually significant will be individually assessed for impairment, except
when volumes of defaults and losses are sufficient to justify treatment under a collective methodology.

Loans considered as individually significant are typically to corporate and commercial customers, are for
Jarger amounts and are managed on an individual basis. For these loans, the Bank considers on a case-by-

case basis at the end of each reporting period whether there is any objective evidence that a loan is impaired.

Objective evidence that financial assets are impaired includes:

" significant financial difficulty of the borrower;

. an actual breach of contract, such as a default or delinquency in interest or principal payments;

. granting by the lender to the borrower, for economic or legal reasons relating to the borrower’s
financial difficulty, of a concession that the lender would not otherwise consider;

. a high probability of bankruptcy or other financial reorganisation of the issuer;

u recognition of an impairment loss on that asset in a prior financial reporting period;

= the disappearance of an active market for that financial asset due to financial difficulties; or

. a historical pattern of collections of accounts receivable that indicates that the entire face amount

of a portfolio of accounts receivable will not be collected.

The determination of the realisable value of security is based on the most recently updated market value at
the time the impairment assessment is performed. The value is not adjusted for expected future changes in
market prices, though adjustments are made to reflect local conditions such as forced sale discounts.

Impairment losses on assets measured at amortised cost are calculated by discounting the expected future
cash flows of a loan, which include expected future receipts of contractual interest, at the loan’s original
effective interest rate or an approximation thereof, and comparing the resultant present value with the loan’s
current carrying amount.

(i1) Collectively assessed loans and advances

Impairment is assessed collectively to cover losses, which have been incurred but have not yet been
identified on loans subject to individual assessment or for homogeneous groups of loans that are not
considered individually significant.

(1i1) Incurred but not yet identified impairment

Individually assessed loans for which no evidence of impairment has been specifically identified on an
individual basis are grouped together according to their credit risk characteristics for a collective
impairment assessment. This assessment captures impairment losses that the Bank has incurred as a result
of events occurring before the end of the reporting period which the Bank is not able to identify on an
individual loan basis, and that can be reliably estimated. When information becomes available which
identifies losses on individual loans within a group, those loans are removed from the group and assessed
individually.
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Summary of significant accounting policies (continued)

Impairment (continued)

Homogeneous groups of loans and advances

Statistical methods are used to determine collective impairment losses for homogeneous groups of loans
not considered individually significant. The methods used to calculate collective allowances are set out

below:

(1) When appropriate empirical information is available, the Bank utilises roll-rate methodology,

which employs statistical analyses of historical data and experience of delinquency and default to
reliably estimate the amount of the loans that will eventually be written off as a result of the events
occurring before the balance sheet date. Individual loans are grouped using ranges of past due days
and statistical estimates are made of the likelihood that loans in each range will progress through
the various stages of delinquency and become irrecoverable. Additionally, individual loans are
segmented based on their credit characteristics, such as industry sector, loan grade or product. In
applying this methodology, adjustments are made to estimate the periods of time between a loss
event occurring, for example because of a missed payment, and its confirmation through write-off
(known as the loss identification period). Current economic conditions are also evaluated when
calculating the appropriate level of allowance required to cover inherent loss. In certain highly-
developed markets, models also take into account behavioural and account management trends as
revealed in, for example, bankruptcy and rescheduling statistics.

(2) When the portfolio size is small or when information is insufficient or not reliable enough to adopt

a roll-rate methodology, the Bank adopts a basic formulaic approach based on historical loss rate
experience, or a discounted cash flow model. Where a basic formulaic approach is undertaken, the
period between a loss event occurring and its identification is estimated by local management, and
is typically between 6 and 12 months.

Statutory and other regulatory requirements

Statutory and other regulatory loan loss reserve requirements (one percent of the aggregate amount of
portfolio assessed loans) that exceed the amounts to be provided under IFRS 9 are dealt with in the general
banking reserve as an appropriation of retained earnings.

The Bank of Mauritius Guideline on Credit Impairment Measurement and Income Recognition also directs
financial institutions to stand guided by the following minimum requirements with regards to classification
and assessment of credit impairment:
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(h) Impairment (continued)

Statutory and other regulatory requirements (continued)

Classified Credits

Specific Provisioning Requirement

(i) Sub-standard Credit

Credit that is currently performing but has weaknesses that
throw doubt on the customer’s ability to comply with the
terms and conditions of the credit, may warrant to be
classified as sub-standard. However, when it is impaired
and is past due between 90 and 180 days, it must, as a
minimum, be classified as sub-standard.

20 per cent of (outstanding amount of credit
less any net realisable value of applicable
collateral)

(i) Doubtful Credit

Credit that is not in arrears or in arrears for less than 180
days, but has weaknesses that make collection in full highly
improbable, may warrant to be classified as doubtful.
However, when it is impaired and is past due for a period
exceeding 180 days but less than one year, it must, as a
minimum, be classified as doubtful.

50 per cent of (outstanding amount of credit
less any net realisable value of applicable
collateral)

(111) Loss

Credit classified as loss and uncollectible although there
may be some salvage or recovery value of security
available. Such credit should not be kept on the books of the
financial institution for the reason that there might be some
recoveries in the long term. An impaired credit that is past
due in excess of a year, must be classified as loss.

(i) Reversals of impairment

100 per cent of (outstanding amount of credit
less any net realisable value of applicable
collateral)

If the amount of an impairment loss decreases in a subsequent period, and the decrease can be related
objectively to an event occurring after the impairment was recognised, the excess is written back by
reducing the loan impairment allowance account accordingly. The write-back is recognised in profit or loss.
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3. Summary of significant accounting policies (continued)
) Renegotiated loans and advances

The Bank may sometimes renegotiate or otherwise modify the contractual cash flows of loans to customers.
When this happens, the Bank assesses whether or not the new terms are substantially different to the original
terms. The Bank does this by considering, among others, the following factors:

e If the borrower is in financial difficulty, whether the modification merely reduces the contractual
cash flows to amounts the borrower is expected to be able to pay.

e Whether any substantial new terms are introduced, such as a profit share/equity-based return that
substantially affects the risk profile of the loan.

 Significant extension of the loan term when the borrower is not in financial difficulty.

e Significant change in interest rate.

e Change in the currency the loan is denominated in.

o Insertion of collateral, other security or credit enhancements that significantly affect the credit risk
associated with the loan.

These renegotiated loans are subject to ongoing review to determine whether they remain impaired. The
carrying amounts of loans that have been classified as renegotiated retain this classification until maturity
or derecognition.

Loans are identified as renegotiated and classified as credit-impaired when the Bank modifies the
contractual payment terms due to significant credit distress of the borrower. An impairment test is
performed on renegotiated loans prior to the modification. Renegotiated loans remain classified as credit-
impaired until there is sufficient evidence to demonstrate a reduction in the risk of non-payment of future
cash flows and retain the designation of renegotiated until maturity or derecognition.

A loan that is renegotiated is derecognised if the existing agreement is cancelled and a new agreement is
made on substantially different terms or if the terms of an existing agreement are modified such that the
renegotiated loan is a substantially different financial. Any new loans that arise following derecognition
events in these circumstances are considered to be purchased or originated credit-impaired (‘'POCI') and
will continue to be disclosed as renegotiated loans.

Other than originated credit-impaired loans, all other modified Joans could be transferred out of stage 3 if
they no longer exhibit any evidence of being credit-impaired and, in the case of renegotiated loans, there is
sufficient evidence to demonstrate a significant reduction in the risk of non-payment of future cash flows,
over the minimum observation period, and there are no other indicators of impairment. These loans could
be transferred to stage 1 or 2 based on the mechanism as described below by comparing the risk of a default
occurring at the reporting date (based on the modified contractual terms) and the risk of a default occurring
at initial recognition (based on the original, unmodified contractual terms). Any amount written off as a
result of the modification of contractual terms would not be reversed. As at 31 December 2018, the Bank
did not have any renegotiated loan in its portfolio.

(k) Purchased or originated credit-impaired (“POCI”)

Financial assets that are purchased or originated at a deep discount that reflects the incurred credit losses
are considered to be POCI. This population includes the recognition of a new financial instrument following
a renegotiation where concessions have been granted for economic or contractual reasons relating to the
borrower’s financial difficulty that otherwise would not have been considered. The amount of change-in-
lifetime ECL is recognised in profit or loss until the POC1 is derecognised, even if the lifetime ECL are less
than the amount of ECL included in the estimated cash flows on initial recognition. As at 31 December
2018, the Bank did not have POCI in its portfolio.
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3. Summary of significant accounting policies (continued)

) Cash and cash equivalents

Cash and cash equivalents are items, which are readily convertible to known amounts of cash and which
are subject to an insignificant risk of changes in value.

For the purposes of the statement of cash flows, cash and cash equivalents include unrestricted balances
held with the Bank of Mauritius and highly liquid financial assets with original maturities of three months
or less from the acquisition date including: borrowings with banks in Mauritius and abroad, balances with
financial institutions, investment securities and trading assets that are subject to insignificant risk of changes
in their fair value, and are used by the Bank in the management of its short-term commitments.

Cash and cash equivalents are carried at amortised cost in the statement of financial position.

(m) Trading assets and liabilities

Trading assets and liabilities are those assets and liabilities that the Bank acquires or incurs principally for
the purpose of selling or repurchasing in the near term, or holds as part of a portfolio that is managed
together for short-term profit or position taking.

Trading assets and liabilities are initially recognised and subsequently measured at fair value in the
statement of financial position, with transaction costs recognised in profit or loss. All changes in fair value
are recognised as part of net trading income in profit or loss. Trading assets and liabilities are not reclassified
subsequent to their initial recognition, except that non-derivative trading assets may be reclassified out of
the fair value through profit or loss — i.e. trading — category if they are no longer held for the purpose of
being sold or repurchased in the near term and the following conditions are met.

s If the financial asset would have met the definition of loans and receivables (if the financial asset
had not been required to be classified as held-for-trading at initial recognition), then it may be
reclassified if the Bank has the intention and ability to hold the financial asset for the foreseeable
future or until maturity.

= If the financial asset would not have met the definition of loans and receivables, then it may be
reclassified out of the trading category only in rare circumstances.

(n) Equipment
(1) Recognition and measurement

Items of equipment are measured at cost less accumulated depreciation and any accumulated impairment
losses.

Cost includes expenditure that is directly attributable to the acquisition of the asset.

Purchased software that is integral to the functionality of the related equipment is capitalised as part of that
equipment. If significant parts of an item of equipment have different useful lives, then they are accounted
for as separate items (major components) of equipment.

Any gain or loss on disposal of an item equipment (calculated as the difference between the net proceeds
from disposal and the carrying amount of the item) is recognised within other operating income in profit or
loss.
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3. Summary of significant accounting policies (continued)

(n) Equipment (continued)
(i1) Subsequent costs

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to the
Bank and the cost of the item can be measured reliably. The carrying amount of any component accounted
for as a separate asset is derecognised when replaced. All other repairs and maintenance are charged to
profit or loss during the reporting period in which they are incurred.

(iif) Depreciation

Depreciation is calculated to write off the cost of items of equipment less their estimated residual values
using the straight-line method over their estimated useful lives, and is recognised in profit or loss. The
estimated useful lives of significant equipment are as follows:

Office furniture and equipment — 10 years and 5 years
Computer and other IT equipment — 5 years and 3 years

Depreciation methods, useful lives and residual values are reviewed at the end of each reporting period and
adjusted if appropriate.

(o) Deposits and other borrowed funds

Deposits are the Bank’s main sources of debt funding. Other borrowed funds are used in the daily treasury
management activities of the Bank.

The Bank classifies capital instruments as financial liabilities or equity instruments in accordance with the
substance of the contractual terms of the instruments.

Deposits and other borrowed funds are initially measured at fair value minus incremental direct transaction
costs, and subsequently measured at their amortised cost using the effective interest method, except where
the Bank designates the liabilities at fair value through profit or loss. The Bank carries some deposits and
debt securities at fair value, with fair value changes recognised immediately in profit or loss as described
in accounting policy (g) (/).

(v Provisions

Provisions, including legal claims are recognised when:
= the Bank has a present legal or constructive obligation as a result of past events;
= it is probable that an outflow of resources will be required to settle the obligation;

= and the amount has been reliably estimated. Provisions are not recognised for future operating
losses.

Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement
is determined by considering the class of obligations as a whole. A provision is recognised even if the
likelihood of an outflow with respect to any one item included in the same class of obligations may be
small.

Provisions are measured at the present value of the expenditures expected to be required to settle the
obligation using a pre-tax rate that reflects current market assessments of the time value of money and the
risks specific to the obligation. The increase in the provision due to passage of time is recognised as interest
expense. 92
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(q) Employee benefits

The Bank operates two pension plans, which include both a defined benefit and a defined contribution plan.
(i) Defined contribution plans

A defined contribution plan is a pension plan under which the Bank pays fixed contributions into a separate
entity. The Bank provides retirement benefits for its employees through a defined contribution plan which
is funded by contributions from the Bank. Under the defined contribution plan, the Bank has no legal or
constructive obligation to contribute further to what has been contributed into the fund as defined in the
rules of the scheme. Pension contributions are charged to the other comprehensive income in the year to
which they relate. The Bank has an obligation under the current labour laws to pay a severance allowance
on retirement of its employees and is allowed to deduct from this severance allowance up to five times the
amount of any annual pension granted at retirement age from the said fund.

The present value of the severance allowance payable under the Employment Rights Act 2008 is calculated
annually by independent actuaries using the projected unit credit method. The present value of the
severance allowance is determined by the estimated future cash outflows using a discount rate by reference
to current interest rates and the yield on bonds and treasury bills and recent corporate debenture issues.
Where the present value of the severance allowance payable on retirement is greater than five years of
pension payable under the pension plan, the additional severance allowance payable is recognised as a
liability and disclosed as unfunded obligations under retirement benefits obligations.

(i1) Defined benefit plans

A defined benefit plan is a pension plan that is not a defined contribution plan. Typically defined benefit
plans define an amount of pension benefit that an employee will receive on retirement, usually dependent
on one or more factors, such as age, years of service and compensation.

The Bank’s net obligation in respect of defined benefit plans is calculated separately for each plan by
estimating the amount of future benefit that employees have earned in the current and prior periods,
discounting that amount and deducting the fair value of any plan assets.

The calculation of defined benefit obligations is performed annually by a qualified actuary using the
projected unit credit method. When the calculation results in a potential asset for the Bank, the recognised
asset is limited to the present value of economic benefits available in the form of any future refunds from
the plan or reductions in future contributions to the plan. To calculate the present value of economic
benefits, consideration is given to any applicable minimum funding requirements.

Remeasurements of the net defined benefit liability, which comprise actuarial gains and losses, the return
on plan assets (excluding interest) and the effect of the asset ceiling (if any, excluding interest), are
recognised immediately in other comprehensive income. The Bank determines the net interest expense
(income) on the net defined benefit liability (asset) for the period by applying the discount rate used to
measure the defined benefit obligation at the beginning of the annual period to the then-net defined benefit
liability (asset), taking into account any changes in the net defined benefit liability (asset) during the period
as a result of contributions and benefit payments. Net interest expense and other expenses related to defined
benefit plans are recognised in personnel expenses in profit or loss.

When the benefits of a plan are changed or when a plan is curtailed, the resulting change in benefit that
relates to past scrvice or the gain or loss on curtailment is recognised immediately in profit or loss. The
Bank recognises gains and losses on the settlement of a defined benefit plan when the settlement occurs.
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3. Summary of significant accounting policies (continued)
(q) Employee benefits (continued)
(1i1) State pension plan

Contributions to the National Pension Scheme are recognised in profit or loss in the period in which they
fall due.

(iv) Share based payment

The Bank grants restricted shares of HSBC Holdings plc to certain employees under various vesting. Upon
vesting, the HSBC Holdings plc delivers the shares to the employees. The Bank’s liability against HSBC
Holdings plc under such arrangements is measured at fair value at the end of each reporting period. The
changes in fair value are recognised in “Reserve for own shares” in each period. For restricted shares, the
fair value is determined by using HSBC Holdings plc shares closing price as at year end.

For share options granted to employees of the Bank directly by HSBC Holdings plc, the compensation
expense to be spread over the vesting period is determined by reference to the fair value of the options on
grant date, and the impact of any nonmarket vesting conditions such as option lapses. The expense 1s
recognised over the vesting period. The corresponding amount is credited to ‘Reserve for own shares’ in
equity.

) Short-term employee benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as the
related service is provided. A liability is recognised for the amount expected to be paid under short-term
cash bonus or profit sharing plans if the Bank has a present legal or constructive obligation to pay this
amount as a result of past service provided by the employee and the obligation can be estimated reliably.

(r) Stated capital

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new shares or
options are shown in equity as a deduction, net of tax, from the proceeds.

(s) Contingent liabilities, contractual commitments and guarantees

(1) Contingent liabilities

Contingent liabilities, which include certain guarantees and letters of credit pledged as collateral security,
and contingent liabilities related to legal proceedings or regulatory matters, are not recognised in the
financial statements but are disclosed unless the probability of settlement is remote.

(i1) Financial guarantee contracts and loan commitments

Financial guarantee contracts are contracts that require the issuer to make specified payments to reimburse
the holder for a loss it incurs because a specified debtor fails to make payments when due, in accordance

with the terms of a debt instrument. Such financial guarantees are given to banks, financial institutions and
other bodies on behalf of customers to secure loans, overdrafts and other banking facilities.
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3. Summary of significant accounting policies (continued

M 4 gp
(s) Contingent liabilities, contractual commitments and guarantees (continued)
(1) Financial guarantee contracts and loan commitments (continued)

Financial guarantees are initially recognised in the financial statements at fair value on the date the
guarantee was given. The fair value of a financial guarantee at the time of signature is zero because all
guarantees are agreed on arm’s length terms and the value of the premium agreed corresponds to the value
of the guarantee obligation. No receivable for the future premiums is recognised.

Subsequent to initial recognition, the Bank’s liabilities under such guarantees are measured at the higher
of:
e The amount of the loss allowance; and
e The premium received on initial recognition less income recognized in accordance with the
principles of IFRS 15.

Any increase in the liability relating to guarantees is taken to profit or loss under net impairment charge on
financial asset.

Loan commitments provided by the Bank are measured as the amount of the loss allowance (calculated as
described in note 35(b)(iii)). The Bank has not provided any commitment to provide loans at a below-
market interest rate, or that can be settled net in cash or by delivering or issuing another financial instrument.

For loan commitments and financial guarantee contracts, the loss allowance is recognised as a provision.
However, for contracts that include both a loan and an undrawn commitment and the Bank cannot separately
identify the expected credit losses on the undrawn commitment component from those on the loan
component, the expected credit losses on the undrawn commitment are recognised together with the loss
allowance for the loan. To the extent that the combined expected credit losses exceed the gross carrying
amount of the loan, the expected credit losses are recognised as a provision.

(11i) Acceptances and letters of credit

Acceptances comprise undertakings by the Bank to pay bills of exchange drawn on customers. The Bank
expects most acceptances to be settled simultaneously with the reimbursement from customers.
Acceptances and letters of credit are accounted for as off-balance sheet items and are disclosed as contingent
liabilities and commitments.

(1) Comparatives

Except when a standard or an interpretation permits or requires otherwise, all amounts are reported or

disclosed with comparative information. Where IAS 8 applies, comparative figures have been adjusted
to conform with changes in presentation in the current year.
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4. Use of judgements and estimates
In preparing the financial statements, the directors have made judgements, estimates and assumptions that
affect the application of accounting policies and the reported amounts of assets, liabilities, income and

expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognised prospectively.

(1) Judgements

Information about judgements made in applying accounting policies that have the most significant effects
on the amounts in the financial statements are described in note 3.

(i1) Assumplion and estimation uncertainties
Measurement of the expected credit loss allowance

The measurement of the expected credit loss allowance for financial assets measured at amortised cost and
FVOCI is an area that requires the use of complex models and significant assumptions about future
economic conditions and credit behaviour (e.g. the likelihood of customers defaulting and the resulting
losses). The assessment of credit risk, and the estimation of ECL, are unbiased and probability-weighted,
and incorporate all available information which is relevant to the assessment including information about
past events, current conditions and reasonable and supportable forecasts of future events and economic
conditions at the reporting date. In addition, the estimation of ECL should take into account the time value
of money. Explanation of the inputs, assumptions and estimation techniques used in measuring ECL is
further detailed in note 35 (b)(iii), which also sets out key sensitivities of the ECL to changes in these
elements.

A number of significant judgements are also required in applying the accounting requirements for
measuring ECL, such as:

4 Determining criteria for significant increase in credit risk;

= Choosing appropriate models and assumptions for the measurement of ECL;

L] Establishing the number and relative weightings of forward-looking scenarios for each type of
product/market and the associated ECL; and

= Establishing groups of similar financial assets for the purposes of measuring ECL.

The PD, LGD and EAD models which support these determinations are reviewed regularly in light of
differences between loss estimates and actual loss experience, but given that IFRS 9 requirements have
only just been applied, there has been little time available to make these comparisons. Therefore, the
underlying models and their calibration, including how they react to forward-looking economic conditions,
remain subject to review and refinement. This is particularly relevant for lifetime PDs, which have not been
previously used in regulatory modelling and for the incorporation of ‘Upside scenarios™ which have not
generally been subject to experience gained through stress testing.

Wholesale models are developed at different levels of granularity and complexity depending on data
availability and materiality of each portfolio. For the Bank, a simplified approach based on a proxy model,
India, has been used. The risk characteristics of the target and proxy portfolios have been analysed and
compared to justify the use of India as a proxy model.
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4. Use of judgements and estimates (continued)

(ii) Assumption and estimation uncertainties (continued)

The exercise of judgement in making estimations requires the use of assumptions which are highly
subjective and very sensitive to the risk factors, in particular to changes in economic and credit conditions.
Many of the factors have a high degree of interdependency and there is no single factor to which loan
impairment allowances as a whole are sensitive.

Detailed information about the judgements and estimates made by the Bank in the above areas is set out in
notes 35(b)(ii1) and 35(b)(vi).

Retirement Benefit Obligations

The present value of the retirement benefit obligations depends on a number of factors that are determined
on an actuarial basis using a number of assumptions. Any changes in the assumptions will impact the
carrying amount of pension obligations.

The assumptions used in determining the net cost (income) for pensions include the discount rate. The
actuarial report determines the appropriate discount rate at the end of each year and which are validated by
the Bank. This is the interest rate that should be used to determine the present value of estimated future
cash outflows expected to be required to settle the pension obligations. In determining the appropriate
discount rate, the actuary considers the interest rates of high-quality corporate bonds that are denominated
in the currency in which the benefits will be paid and that have terms to maturity approximating the terms
of the related pension liability. Other key assumptions for pension obligations are based in part on current
market conditions.
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4. Use of judgements and estimates (continued)

(i1) Assumption and estimation uncertainties (continued)
Provisions

Judgement is involved in determining whether a present obligation exists and in estimating the probability,
timing and amount of any outflows.

Provisions for legal proceedings and regulatory matters typically require a higher degree of judgement than
other types of provisions. When matters are at an early stage, accounting judgements can be difficult
because of the high degree of uncertainty associated with determining whether a present obligation exists,
and estimating the probability and amount of any outflows that may arise. As matters progress, management
and legal advisers evaluate on an ongoing basis whether provisions should be recognised, revising previous
judgements and estimates as appropriate. At more advanced stages, it is typically easier to make judgements
and estimates around a better defined set of possible outcomes. However, the amount provisioned can
remain very sensitive to the assumptions used. There could be a wide range of possible outcomes for any
pending legal proceedings, investigations or inquiries.

As a result, it is often not practicable to quantify a range of possible outcomes for individual matters. It 1s
also not practicable to meaningfully quantify ranges of potential outcomes in aggregate for these types of
provisions because of the diverse nature and circumstances of such matters and the wide range of
uncertainties involved.

Fair Value of Financial Instruments

The fair value of financial instruments where no active market exists or where quoted prices are not
otherwise available are determined by using valuation techniques. In these cases, the fair values are
estimated from observable data in respect of similar financial instruments or using models.

For financial instruments that trade infrequently and have little price transparency, fair value is less

objective, and requires varying degrees of judgement depending on liquidity, concentration, uncertainty of
market factors, pricing assumption and other risks affecting the specific instrument.
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5. Fair values of financial instruments

The fair values of financial assets and financial liabilities that are traded in active markets are based on
quoted market prices or dealer price quotations. For all other financial instruments, the Bank determines
fair values using other valuation techniques.

(i) Valuation of financial instruments

The Bank measures fair values using the following fair value hierarchy, which reflects the significance of
the inputs used in making the measurements:

Level 1: Quoted (unadjusted) in an active market for an identical instrument.

Level 2: Valuation techniques based on observable inputs, either directly (i.e. as prices) or indirectly (i.e.
derived from prices). This category includes instruments valued using: quoted market prices in active
markets for similar instruments; quoted prices for identical or similar instruments in markets that are
considered less than active; or other valuation techniques where all significant inputs are directly or
indirectly observable from market data.

Level 3: Valuation techniques using significant unobservable inputs. This category includes all instruments
where the valuation technique includes inputs not based on observable data and the unobservable inputs
have a significant effect on the instrument’s valuation. This category includes instruments that are valued
based on quoted prices for similar instruments where significant unobservable adjustments or assumptions
are required to reflect differences between the instruments.

Valuation techniques mainly include net present value and discounted cash flow models. Assumptions and
inputs used in valuation techniques include risk-free and benchmark interest rates, bond and equity prices
and foreign currency exchange rates. The objective of valuation techniques is to arrive at a fair value
determination that reflects the price of the financial instrument at the reporting date that would have been
determined by market participants acting at arm’s length.

The Bank uses widely recognised valuation models for determining the fair value of common and more
simple financial instruments, like interest rate and currency swaps that use only observable market data and
require little management judgement and estimation. Observable prices and model inputs are usually
available in the market for listed debt and equity securities, exchange traded derivatives and simple over
the counter derivatives like interest rate swaps. Availability of observable market prices and model inputs
reduces the need for management judgement and estimation and also reduces the uncertainty associated
with determination of fair values. Availability of observable market prices and inputs varies depending on
the products and markets and is prone to changes based on specific events and general conditions in the
financial markets.

Valuation models for financial instruments measured at fair value that employ significant unobservable
inputs require a higher degree of management judgement and estimation in determination of fair value.
Management judgement and estimation are usually required for selection of the appropriate valuation model
to be used, determination of expected future cash flows on the financial instrument being valued,
determination of probability of counterparty default and prepayments and selection of appropriate discount
rates.However, as at the end of the reporting period, the Bank did not have any instruments whose valuation
required significant unobservable input.
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5. Tair values of financial instruments (continued)
(i) Financial instruments measured at fair value - fair value hierarchy
The table below analyses financial instruments measured at fair value through profit and loss and through

other comprehensive income at the end of the reporting period, by the level in the fair value hierarchy into
which the fair value measurement is categorised as follows:

Valuation techniques

Quoted Using observable With significant
market price inputs unobservable inputs
Level 1 Level 2 Level 3 Total
USD'000 USD’000 USD'000 USD’000
At 31 December 2018
Trading assets - 1.283 - 1,283
Investment securities - 453,121 - 453,121
Trading liabilities - 1,121 - 1,121
At 3] December 2017
Tiading assets = 120 - 120
Investment sccuritics - 298,499 298,499
Trading liabilitics - 629 - 629
At 31 December 2016
Trading asscts - 920 - 920
Trading liabilities - 137 - 137

The following table sets out the fair values of financial instruments not measured at fair value and analyses
them by the level in the fair value hierarchy into which each fair value measurement is categorised.

Fair value
Valuation techniques
With significant
Quoted market Using observable unobservable
Carrying price inputs inputs Total fair
Amount Level | Level 2 Level 3 values
Assets and Liabilities at 31 December
2018 USD’000 USD’000 USD'000 USD'000 USD’000
Assets
Loans & advances (o banks 406,873 - 406,873 - 406,873
Loans & advances 1o customers 1,761,050 - 1,765,177 - 1,765,177
Liabilities
Deposils from customers 2,240,091 - 2,240,091 - 2,240,091
Other borrowed funds 845,254 - 848,717 - 848.717 J
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5. Fair values of financial instruments (continued)

(iii) Financial instruments not measured at fair value (continued)
Fair value
Valuation techniques
Quoted market Using observable With significant

Carrying price inputs | unobservable inputs Total fair

Amount Level | Level 2 Level 3 values
Assets and Liabilities at 31 December
2017 UsSD’000 USD’000 USD’000 USD’000 UsD’000
Assets
Loans & advances to banks 531,831 - 531,831 - 531,831
Loans & advances to customers 1,750,583 - 1,756,562 = 1,756,562
Liabilities
Deposits from customers 3,120,937 - 3,120,937 - 3,120,937
Other borrowed funds 783.201 - 783,201 - 783.201

Fair value
Valuation technigues
Quoted market Using observable With significant

Carrying price inputs | unobservable inputs Total fair

Amount Level 1 Level 2 Level 3 values
Assets and Liabilities at 31 December
2016 USD’000 USD’000 USD’000 uUSD’000 UsD’000
Assets
Loans & advances to banks 1,395,481 - 1,395,481 - 1,395,481
Loans & advances to customers 1,613,678 - 1,610,795 - 1,610,795
Liabilities
Deposits from customers 2,162,790 - 2,162,790 - 2,162,790
Other borrowed funds 946.560 - 946.560 - 946.560

The following is a list of financial instruments whose carrying amount is a reasonable approximation of fair

value because, for example, they are short-term in nature or re-price to current market rates frequently:

Assets

Liabilities

Cash and cash equivalents

Other Assets including:
- Mandatory balances with central bank
- Short-term receivables

Other liabilities including:
- Acceptance and endorsements
- Short-term payables

Bases of valuation

The fair value measurement is the Bank’s estimate of the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants at the measurement date. It
does not reflect the economic benefits and costs that the Bank expects to flow from the instruments’ cash
flows over their expected future lives. Other reporting entities may use different valuation methodologies
and assumptions in determining fair values for which no observable market prices are available.

Fair values of the following assets and liabilities are estimated for the purpose of disclosure as described

below:
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5. Fair values of financial instruments (continued)
(iii) Financial instruments not measured at fair value (continued)
Loans and advances to banks and customers

The fair value of loans and advances is based on observable market transactions, where available. In the
absence of observable market transactions, fair value is estimated using valuation models that incorporate
a range of input assumptions. These assumptions may include value estimates from third party brokers
which reflect over-the-counter trading activity, forward looking discounted cash flow models using
assumptions which the Bank considers as being consistent with those which would be used by market
participants in valuing such loans, and trading inputs from other market participants which includes
observed primary and secondary trades.

Loans are grouped, as far as possible, into homogeneous groups and stratified by loans with similar
characteristics to improve the accuracy of estimated valuation outputs. Valuation techniques are calibrated
on a regular basis and tested for validity using prices from observable current market transactions in the
same instrument, without modification or repackaging, or are based on any available observable market
data. The fair value of a loan reflects both loan impairments at the reporting date and estimates of market
participants’ expectations of credit losses over the life of the loans, and the fair value effect of re-pricing
between origination and the reporting date. The fair valuation of loans and advances to banks and customers
is based on indirect observable inputs and are therefore classified under Level 2.

Deposits from customers

For the purpose of estimating fair value, deposits by banks and customer accounts are grouped by remaining
contractual maturity. Fair values are estimated using discounted cash flows, applying current rates offered
for deposits of similar remaining maturities; therefore the deposits by banks and customer accounts are
under the Level 2 valuation technique. The fair value of a deposit repayable on demand is approximated by
its carrying value.

6. Operating segments

In compliance with the Mauritian Banking Act 2004, the banking business of licensed bank is divided into
two segments. Segment B relates to the banking business that gives rise to “foreign source income.” All
other banking business is classified under Segment A.

The Bank deals mainly with Segment B business with little operations in Segment A. The table below
provides a summary of the main operations of the Bank with Segment A business:

2018 2017 2016
Note USD’000 USD 000 usD 000
Assets
Cash and cash equivalents 16 10,091 75,806 33,329
Loans and advances to banks 18 79,000 - -
Loans and advances to customers 19 12,163 18.285 13,422
Investment sccurities 20 4,587 - -
Total assets 105,841 94,091 46,751
Liabilities
Deposits from customers 24 53,661 I14.610 7,848
Other borrowed funds 25 17,060 15798 13,491
Total liabilities 70,721 30.408 21,339
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6. Operating segments (continued)

Interest income
Interest expense

Net interest income

Other operating income

2018 2017 2016
uSD’000 USD’000 USD’000
1,820 993 596
(582) (478) (344)
1,238 515 252
328 324 468
1,566 839 720

Total Operating income

Business segments

The Bank comprises the following main business segments:

Reportable Segments

Description

Wholesale Banking

Involves loans, deposits and other transactions and balances with
corporate customers.

Global Banking and Markets

Global Banking involves loans, deposits and other transactions
and balances with corporate and institutional clients worldwide.

Global Markets undertakes the Bank’s funding and centralised
market risk management activities through borrowings, issues of
debt securities, use of derivatives for risk management purposes
and investing in liquid assets such as short-term placements and
corporate and government debt securities.

Corporate Centre

Relates to support functions i.e. business operations.

Wholcesale Global Banking Corporate

~USD'000 Note Banking and Markets Centre Consolidated
2018
External revenue:
Net interest income 8 42,936 13,888 4,830 61,654
Nel fee and commission income 9 4,043 1,567 ) 5,606
Nel trading income 10 664 1,196 642 2,502
Other operating income 11 181 248 49 478
Total segment revenue 47.824 16.899 5.517 70,240
Segment profit before tax 38,682 12,356 3,982 55,020
Income tax expense 15 (2,395)
Profit for the year 52,625
Segment assets 1,997,694 477,081 951,646 3.426.421
Segment liabilitics 1,805,818 438,849 865,859 3,110,526
Depreciation 21 36 36
Capital expenditure 21 51 51
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6. Operating segments (continued)
Wholesale  Global Banking Corporate
USD'000 Note Banking and Markets Centre Consolidated
2017
External revenue:
Net interest income 8 30,552 13,882 3,306 47,740
Net fee and commission income 9 3,921 1,903 - 5,824
Net trading income 10 430 1,532 898 2,860
Other operating income 11 205 445 - 650
Total segment revenue 35,108 17,762 4,204 57,074
Segment profit before tax 25,423 15,991 1,447 42,861
Income tax expense 15 (1,904)
Profit for the year 40,957
Segment assets 1,747,664 442173 2,056,410 4,246,247
Segment liabilities 2,601,430 522,972 798,247 3,922,649
Depreciation 21 32 32
Capital expenditure 21 27 27
Commercial  Global Banking Corporate

USD'000 Note Banking and Markets Centre Consolidated
2016
External revenue:
Net interest income 8 15,110 29,749 (2,221) 42,638
Net fee and commission income 9 4,504 4,922 2 9,428
Net trading income 10 442 2,964 189 3,595
Other operating income 11 127 617 - 744
Total segment revenue 20,183 38252 (2.030) 56,405
Segment profit before tax 13,770 31,586 (2,328) 43,028
Income tax expense 15 (1,852)
Profit for the year 41.176
Segment assets 613,268 2,738,062 94,275 3,445,605
Segment liabilities 727,030 2,399,087 6,172 3,132,289
Depreciation 21 38 38

21 58 58

Capital expenditure

104




HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

7. Classification of financial assets and financial liabilities

See accounting policies in Note 3 (g).

The table below provides reconciliation between line items in the statement of financial position and categories

of financial instruments.

IAS 39 IFRS 9 2018 2017 2016
Measurement Measurement
Category Category USD’000 uSD’000 USD’000
Assets
Amortised cost
Cash and cash equivalents (L&R) Amortised cost 760,298 1,635,210 421,405
Trading assets FVPL FVPL 1,283 120 920
Loans and advances to Amortised cost
banks (L&R) Amortised cost 406,873 531,831 1,395,481
Loans and advances to Amortised cost
customers (L&R) Amortised cost 1,761,050 1,750,583 1,613,678
Investment securities Available for sale FVOCI 453,121 298,499 -
Amortised cost
Other assets (L&R) Amortised cost 43,243 29.570 13,797
3,425,868 4,245,813 3,445,281
Liabilities
Deposits from customers Amortised cost Amortised cost 2,240,091 3,120,937 2,162,790
Trading liabilities FVPL FVPL 1,121 629 137
Other borrowed funds Amortised cost Amortised cost 845,254 783,201 948,959
Other liabilities Amortised cost Amortised cost 21,334 15,638 21,017
3,107,800 3,920,405 3,132,903
8. Net interest income
2018 2017 2016
USD’000 USD’000 USD’000
Interest income
Recoanised on financial assets measured at amortised cost
Cash and cash equivalents 19,270 11,824 4,745
Loans and advances to banks 19,135 12,790 13,144
Loans and advances to customers 51,151 38,114 34,685
Other - - 56
Recoenised on financial assets measured af FI'OCL/
(2017 & 2016 Available-for-sale)
Investment securities 7.803 350 -
Total interest income 97,359 63,078 52,630
Interest expense
Recoenised on financial liabilities measured ar amortised cost
Deposits from customers (16,741) (3,629) (738)
Other borrowed funds (18,964) (11.709 (9.254)
Total interest expense (35,705) (15.338) (9.992)
Net interest income 61,654 47.740 42.638
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9, Net fee and commission income

2018 2017 2016
USD’000 UsD’000 USD’000
Fee and commission income
Corporate banking credit related fees 5,272 5,749 6,537
Financial guarantee contracts issued 1 - -
Other 962 657 3,719
Total fee and commission income 6,235 6,406 10,256
Fee and commission expense
Other (629) (582) (828)
Total fee and commission expense (629) (582) (828)
Net fee and commission income 5,606 5,824 9,428
10. Net trading income
2018 2017 2016
usSD’000 UsD’000 usD’000
Foreign exchange 2,502 2,860 3,385
Other - - 210
2,502 2,860 3,595
11. Other operating income
2018 2017 2016
USD’000 UsD’000 USD’000
Intercompany management fees 454 592 617
External recovery — third party 24 62 128
Loss on disposal of equipment 3 E 4 (1)
478 650 744
12. Net reversal of impairment on financial assets
2018 2017 2016
USD’000 USD'000 USD’000
Release/(provisions) for impairment losses for the year:
Loans and advances to customers 515 17 29
Investment securities 1 - -
Loans and advances to banks (108) B -
Loan commitments and financial guarantees [ON - -
404 17 29
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13. Personnel expenses

Wages and salaries

Compulsory social security obligations
Contributions to defined contribution plans
Contributions to defined benefit plans
Equity settled share based payments

Other personnel expenses

14. Other expenses

Premises and equipment
Administrative expenses

Intercompany IT charges

Intercompany regionally allocated costs
Intercompany management fees

Other intercompany expenses

15. Income tax

Income tax charge
Deferred tax charge

Total tax expense per statement of profit or loss
and other comprehensive income

Reconciliation of effective tax rate

Profit before income tax per statement of profit or
loss and other comprehensive income.

Income tax at 15%

Tax effect of non-deductible expenses
Prior years under— provision

Tax credit on foreign income

Special levy on banks

Corporate Social Responsibility
Other

Effect of change in tax rate

2018 2017 2016
USD’000 USD’000 USD’000
2,334 2,055 1,875
64 56 48
120 99 88
231 203 136
1 11 20
943 778 897
3,693 3,202 3,064
2018 2017 2016
USD’000 USD’000 USD’000
95 138 83
972 1,199 1,767
1,686 1,896 1,440
2,932 2,568 2,568
5,600 4,468 3,924
450 576 397
11,735 10.845 10,179

2018 2017 2016

Note USD’000 USD’000 USD’000

2,384 1,902 1,852

22 11 2 -

2,395 1,904 1,852

55,020 42,861 43,028

8,253 6,429 6,454

78 6 6

12 13 -

(8,661) (6,623) (6,0644)

2,648 2,071 2,052

15 14 17

s (6) (33)

50 - -

2,395 1,904 1,852
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15. Income tax (continued)
2018 2017 2016
USD’000 uUsSD’000 UsSD’000
Current tax liabilities at 01 January 815 786 818
Income tax charge 2,384 1,902 1,852
Tax paid in current accounting period (2,116) (1,873) (1.884)
Current tax liabilities at 31 December 1,083 815 786
16. Cash and cash equivalents
2018 2017 2016
USD’000 usSD’000 UsD’000
Bank

Balances with banks in Mauritius or abroad 181,804 268,464 82,852
Unrestricted balances with Central Bank 40,228 82,382 10,294
Money market placements 538,266 1,284,364 328,259
760,298 1,635,210 421,405
Current 760,298 1,635,210 421,405

Segment A
Balances with banks in Mauritius 724 806 329
Money market placements 9,367 75,000 33,000
10,091 75,806 33,329

Segment B
Balances with banks abroad 181,080 267,658 82,523
Unrestricted balances with Central Bank 40,228 82,382 10,294
Money market placements 528,899 1,209,364 295,259
750,207 1,559,404 388,076

Unrestricted balances with Central Bank include non-interest bearing balances over and above the minimum
cash reserve requirement (CRR).

Money market placements under cash and cash equivalents are fixed/floating interest bearing investments

with original maturities of three months or less from the acquisition date. Placements are measured at
amortised cost, less impairment.
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17.

Trading assets and liabilities

Trading assets 2018 2017 2016
USD’000 UsSD’000 USD’000
Derivative assets 1,283 120 920
Current 1,283 120 920
Trading liabilities 2018 2017 2016
USD’000 USD’000 USD’000
Derivative liabilities 1,121 629 137
Current 1,121 629 137
18. Loans and advances to banks
2018 2017 2016
USD’000 USD’000 UsSD’000
Loan and advances to banks:
outside Mauritius 328,040 531,831 1,395,481
in Mauritius 79,000 = -
407,040 531,831 1,395,481
Less impairment (167) -
406,873 531,831 1,395,481
Segment A
Remaining term of maturty:
Over 3 months and up to 6 months 79,000 = =
Segment B
Remaining term of maturity:
Up to 3 months 228,363 345,051 836,700
Over 3 months and up to 6 months 72,128 177,725 422,683
Over 6 months and up to 12 months 27,549 9,055 101,098
Over 12 months - - 35,000
328,040 531,831 1,395,481
Current 406,873 531,831 1,360,481
Non-current - - 35,000
406,873 531,831 1,395,481
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19. Loans and advances to customers
2018 2017 2016
USD’000 USD’000 usD’000
Entities outside Mauritius 1,577,637 1,572,032 1,523,766
Entities in Mauritius 183,646 179,279 90,657
1,761,283 1,751,311 1,614,423
Less impairment (233) (728) (745)
1,761,050 1,750,583 1,613,678
Remaining term of maturity:
Up to 3 months 579,434 394,137 356,023
Over 3 months and up to 6 months 116,263 257,595 208,049
Over 6 months and up to 12 months 66,351 121,171 177,978
Over | year and up to 5 ycars 840,821 885,862 683,878
Over 5 years 158,181 91,818 187,750
1,761,050 1,750,583 1,613,678
Segment A 12,163 18,285 13,422
Segment B 1,748,887 1,732,298 1,600,256
1,761,050 1,750,583 1.613.256
Current 762,048 772,903 742,050
Non-current 999,002 977,680 871,628
1,761,050 1,750,583 1,613,678
2018 2017 2016
USD’000 uUsD’000 USD’000
Credit Congentration of risk by industry
sectors:
Manufacturing 888,004 601,144 603,258
Construction 36,075 85,750 114,842
Financial and business scrvices 303,030 276,865 168,683
International trade 336,649 636,385 522,963
Telecommunication 42,117 34,879 77,371
Others 155,175 116,288 126.561
1,761,050 1,751,311 1,613,678

The loans and advances to customers under Segment A are under the financial and business services industry
sector.
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20. Investment securities

2018 2017 2016
UsSD'000 usD'000 usD'noo
Segment A
Government of Mauritius Treasury bills 4,587 - -
Segment B
US Treasury bills 448,534 208.499 =
453,121 298.499 -
Current 453,121 298,499 =
2018 2017 2016
USD'000 USD'000 UsD'O00
At 1 January 298,499 - -
Additions during the year 2,401,923 298,305 -
Matured during the year (2,247,718) - -
Interest accrued 319 350 -
Fair value gain/(loss) through other comprehensive income 99 (156) -
Gross carrying amount 453,122 298,499 -
ECL allowance (1) - -
At 31 December* 453,121 298,499 -

Investments securities comprise US treasury bills and Government of Mauritius treasury bills that are held

for regulatory purposes.

*As at 31 December 2018, IFRS9 ECL on investment securities amounted to USD505.

21. Equipment

Computer and

other IT Office furniture

USD’000 equipment and equipment Total
Cost:
At 1 January 2016 51 184 235
Acquisitions 30 28 58
Disposals* = (9 (9)
At 31 December 2016 81 203 284
Acquisitions 18 9 27
Disposals (19 (52) _an
At 31 December 2017 80 160 240
Acquisitions 10 41 51

90 201 291

At 31 December 2018
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21. Equipment (continued)

Computer and
other IT Office furniture
USD’000 equipment and equipment Total

Accumulated depreciation:

At 1 January 2016 37 166 203
Depreciation for the year 12 26 38
Disposals " (&) 9)
At 31 December 2016 49 183 232
Depreciation for the year 19 13 32
Disposals (17) (51) (68)
At 31 December 2017 51 145 196
Depreciation for the year 21 15 36
At 31 December 2018 72 160 232
Net book value at 31 December 2018 18 41 59
Net book value at 31 December 2017 29 15 44
Net book value at 31 December 2016 32 20 52

The Bank does not have any assets held under finance lease as at 31 December 2018 (2017 and 2016 — Nil).
Disposals made during the year ended 31 December 2018 relates to non-cash charitable donations.

22. Deferred tax assets

2018 2017 2016
Note usp’000 USD'000 USD’000
At 1 January 67 55 46
Impact of adoption of IFRS 9 2(b) 2
Movement during the year recognised in other
comprehensive income 93 14 9
Movement during the year recognised in statement of
profit or loss: impairment, equipment 15 (11) 2) -
At 31 December 151 67 55
Analysed as follows:
Impairment of financial assets 20 22 24
Equipment (2) (N (N
Pension liability 133 46 B 32
151 67 55
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23. Other assets

2018 2017 2016

usD000 USD’000 USD’000

Mandatory balance with Central Bank (Note a) 362 1,339 696
Accrued interest receivable 13,031 8,746 9,508
Receivable from Indian Revenue Authority (Note b) 29,810 19,256 -
Others 383 552 3,810
43,586 29,893 14,014

Current 43,586 29,893 14,014

Note a - Non-interest bearing balances to be maintained with the Bank of Mauritius as cash reserve requirement.

Note b - The increase in other assets is largely due to an additional payment of USD10.5m (2017 — USD19.3m) made
as a deposit to the Indian Revenue Authority in relation to an on-going tax investigation. It is virtually certain
that the Bank will win its case and therefore this amount has been accounted for as a receivable at the end of
the reporting period. The Bank will continue to assess the recoverability of the amount as the case progresses.

24. Deposits from customers

Corporate customers:

Current account

Time deposits with remaining term to maturity:
Up to 3 months
Over 3 months and up to 6 months
Over 6 months and up to 12 months

Segment A

Corporate customers:
Current account
Time deposits with remaining term to maturity:
Up to 3 months

Segment B

Corporate customers:

Current account

Time deposits with remaining term to maturity:
Up to 3 months
Over 3 months and up to 6 months
Over 6 months and up to 12 months

2018 2017 2016
USD’000 USD’000 USD’000
1,670,969 1,993,377 2,082,543

527,023 1,095,075 68,303
9,661 32,485 11,358
32,438 3 586
2,240,091 3,120,937 2.162.790
53,661 13,843 7,226

8 767 622

53,661 14.610 7,848
1,617,308 1,979,534 2,075,317
527,023 1,094,308 67,681
9,661 32,485 11,358

o 32,438 - 586
2,186,430 3,106,327 2,154,942
2,240,091 3,120,937 2,162,790

Current
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25. Other borrowed funds

2018 2017 2016
USD’000 USD’000 USD’000
Borrowings from banks:
In Mauritius 17,060 15,798 13,491
Abroad 828,194 767,403 933,069
845,254 783,201 946,560
Borrowings from banks:
Segment A 17,060 15,798 13,491
Segment B 828,194 767,403 933,069
845,254 783,201 946,560
Current 24,755 14,347 5,941
Non-current 820,499 768,854 940,619
845,254 783,201 946,560
Other borrowed funds consist of borrowings from HSBC Group offices at floating rates.
26. Other liabilities

2018 2017 2016

Note USD’000 USD’000 USD’000

Accrued interest payable 1,630 988 1,761
Retirement benefit obligations 27 1,643 1,429 999
Intercompany payable (HSBC Hong Kong)* 15,302 9,668 2,311
Other 4,402 4,982 16,945
22,977 17,067 22,016

Current 21,334 15,638 5,071
Non-current 1,643 1,429 999
22,977 17,067 22,016

*Intercompany payable (HSBC Hong Kong) represents the part funding of the deposit made to the Indian

Tax Authorities in relation to the on-going tax investigation. This payable is non-interest bearing.

27. Retirement benefits

(a) Defined benefit plan

The plan is a defined benefit arrangement, with benefits based on final salary. It provides for a pension at
retirement and a benefit on death or disablement in service before retirement. In addition, the plan provides for
a spouse’s pension on a member’s death in retirement. The spouse’s pension is equal to one-third of the

member’s pension.

The pension plan is managed by a committee which comprise representatives from across the Bank and
regulated by the Mauritian Private Pension Scheme Act 2012. The committee is responsible of the investment
policy with regards to the assets of the pension plan in accordance with the Mauritian Private Pension Scheme

Act 2012.
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27. Retirement benefits (continued)
(a) Defined benefit plan (continued)

The assets of the plan are invested in the following two funds: The Hongkong and Shanghai Banking
Corporation Limited Mauritius Superannuation Fund for Staff Officers, Clerical and Subordinate Staff
(*SOCS”) and The Hongkong and Shanghai Banking Corporation Limited Superannuation Fund for Resident
Officers (“ROCS”). As the funds are expected to produce a smooth return, a fairly reasonable indication of
future returns can be obtained by looking at historical ones. Therefore, the long term expected return on asset
assumption has been based on historical performance of the funds. In terms of the individual expected returns,
the expected return on equities has been based on an equity risk premium above a risk free rate. The risk free
rate has been measured in accordance to the yields on government bonds at the measurement date. The fixed
interest portfolio includes government bonds, loan stocks and mortgages. The expected return for this asset
class has been based on yields of government bonds at the measurement date. The actual return on plan assets
was USD(15,769) (2017 —-USD170,301, 2016 — USD27,667).

The defined benefit plans expose the Bank to actuarial risks, such as longevity risk, interest risk and salary risk.

Longevity risk

The plan liability is calculated by reference to the best estimate for the mortality of plan participants both during
and after their employment. An increase in life expectancy of the plan participants will increase the plan
liability.

Investment risk
The plan liability is calculated using a discount rate determined by reference to government bond yields; if the
return on plan assets is below this rate, it will create a plan deficit and if it is higher, it will create a plan surplus.

Interest risk

A decrease in the bond interest rate will increase the plan liability; however, this may be partially offset by an
increase in the return on the plan's debt investments and a decrease in inflationary pressures on salary and
pension Increases.

Salary risk

The plan liability is calculated by reference to the future projected salaries of plan participants. As such, an
increase in the salary of the plan participants above the assumed rate will increase the plan liability whereas an
increase below the assumed rate will decrease the liability.

The funding requirements are based on the pension funds’ actuarial measurement framework set out in the
funding policies of the plan.

The Bank will finance the pension deficit of ROCS over a period of 8 years. The annual contribution to finance
the deficit will amount to USD 231,829 per annum, the first payment being made during the year ending 31
December 2018. In addition, 39.3% of annual salaries would be paid to finance future benefits accruing to
members and expenses of managing the fund.

The principal actuarial assumptions were:

2018 2017 2016

Y % %

Discount rate 6.20 5.00 6.00
Future long-term salary increase 6.00 4.00 5.00

Future expected pension increase 4.00 3.00 3.00
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27. Retirement benefits (continued)

(a) Defined benefit plan (continued)

The retirement benefit liabilities at 31 December 2018 are based on the report submitted by Swan Life Ltd.

Equities

Fixed interest

Cash

Total market value of assets

Present value of plan liability

Deficit

Present value of unfunded obligations

Net liability for retirement obligations recognised in the statement
of financial position

Expected contribution next year

2018 2017 2016
USD’000 USD’000 USD’000
433 180 82
1,222 387 628
552 1327 638
2,207 1,894 1,348
(3,850) (3.323) (2,347)
(1,643) (1,429) (999)
(1,643) (1,429) (999)

The Bank is expected to contribute USD407,313 to the pension scheme for the year ending 31 December 2019.

Maturity profile of the defined benefit obligations

The average remaining working life of the employees at 31 December 2018 is 13 years.

(i) Pension expense components for the year ended

Service cost

Interest cost
Interest income

Net interest cost

Total amount recognised in profit or loss

(ii) Movement in liability recognised in statement of financial
position

At start of the year

Total amount recognised in profit or loss

Actuarial losses arising from changes in financial assumptions
Employer's contributions

Exchange differences arising on translation

At end of the year
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2018 2017 2016
USD'000 USD’000 USD’000
160 136 82

170 156 140

(99) (89) (86)

71 67 54

231 203 136
2018 2017 2016
USD’000 UsD 000 USD’000
(1,429) (999) (815)
(231) (203) (136)
(472) (462) 313)
427 312 259

62 (77) 6
(1,643) (1,429) (999)
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27. Retirement benefits (continued)

(a) Defined benefit plan (continued)

(iii) Change in defined benefit obligations 2018 2017 2016
usD’000 USD’000 USD’000

Present value of defined benefit obligations

At start of the year 3,323) (2,347) (1,913)
Current service cost (160) (136) (82)
Interest cost (170) (156) (140)
Remeasurement

Actuarial losses (357 (543) (256)
Benefits paid 34 34 31
Exchange differences arising on translation 126 (175) 13
Present value of defined benefit obligations at end of the year (3,850) (3,323) (2,347)
(iv) Change in plan assets 2018 2017 2016
USD’000 USD’000 USD’000
Fair value of plan assets at start of the year 1,894 1,348 1,098
Interest income 929 89 86
Employer's contributions 427 312 259
Actuarial (losses)/gains arising from changes in financial assumptions (115) 81 (57
Benefits paid 34) 34) 3D
Exchange differences arising on translation (64) 98 (7)
Fair value of plan assets at end of the year 2,207 1,894 1,348
(v) Analysis of amount recognised in other comprehensive income 2018 2017 2016
UuSD’000 USD’000 USD’000
(Losses)/gains on pension scheme assets (115) 81 (€N
Experience losses on the liabilities (80) (136) (14)
Changes in financial assumptions (277) (407) (242)
Actuarial losses recognised in other comprehensive income (472) (462) (313)
(vi) Net liability relating to the funded plans 2018 2017 2016
UsSD’000 USD’000 UsD’000
Present value of funded obligations (3,850) (3,323) (2,347)
Fair value of plan assets 2,207 1,894 1,348
Deficit of funded plans (1,643) (1,429) (999)
(vii) Sensitivity analysis 2018 2017 2016
usSD’000 USD’000 USD’000

Decrease in Defined Benefit Obligations due to 1% increase in Discount
Rate 588 609 404

Increase in Defined Benefit Obligations due to 1% increase in Future long-
term Salary assumption 272 282 205

The sensitivity analysis above have been determined based on sensibly possible changes of the discount rate or
salary increase rate occurring at the end of the reporting period if all other assumptions remained unchanged.
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27. Retirement benefits (continued)
(a) Defined benefit plan (continued)

The sensitivity analysis may not be representative of the actual change in the defined benefit obligation as it is
unlikely that the change in assumptions would occur in isolation of the one another as some of the assumptions
may be correlated.

(b) Defined contribution plan

The Bank expects to contribute approximately USD122,739 to its post-employment defined contribution plans
for the year ending 31 December 2019.

28. Stated capital

2018 2017 2016
UsD’000 USD’000 USD’000

Authorised
100,000,000 ordinary shares 100,000 100,000 100,000
Stated Capital — 72,956,783 shares issued at par 72,957 72,957 72,957

The Bank’s issued stated capital was USD 72,956,783 (2017:USD 72,956,783) , which is above the minimum
capital requirement of MUR400m or equivalent in foreign currency in compliance with Section 20 of the
Mauritian Banking Act 2004,

29. Reserves

2018 2017 2016
UsSD’000 USD’000 USD’000

Other reserves:
Statutory reserve 72,957 72,957 72,957
General banking reserve 21,093 20,983 27,254
Reserve tor own shares 38 39 45
Fair value reserve (57) (156) -
94,031 93,823 100,256
Retained earnings ) 148,907 156,818 140,103
242,938 250,641 240,359

During the year under review, the Directors approved a dividend payment of USD60,000,000 (2017:
USD30,000,000 and 2016: USD76,500,000) or USD 0.82 per share (2017: USDO0.41). The dividend was paid
out of retained earnings.

(a) Retained carnings
Retained earnings relate to profit or loss carried forward at year-end.

(b) Statutory reserve

The Bank’s statutory reserve was at USD 72,956,783 (2017: USD 72,956,783) in accordance with Section 21
of the Mauritian Banking Act 2004 which requires the Bank to transfer 15% of its annual profits to a statutory
reserve until this reserve equals its stated capital.
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29. Reserves (continued)

(©) General banking reserve

This represents amount set aside by the Bank as appropriation of earnings for unforeseeable risks and future
credit losses. The general banking reserve relates to the provision created to comply with the Bank of Mauritius

Guideline on Credit Impairment Measurement and Income Recognition.

(d) Reserves for own shares
This represents reserves for restricted share plan granted to employees.

At | January 2016

Charge to profit or loss

Fair value movement on shares held
Other movement

At 31 December 2016

Charge to profit or loss

Fair value movement on shares held

Other movement

At 31 December 2017

Charge to profit or loss

Fair value movement on shares held
Other movement

At 31 December 2018

() Restricted share plan

Reserves for own
shares

USD’000

52
20
(24)
(€)

45
1
(15)
)

39

3)

38

38

Share awards are restricted shares that are awarded to some employees only, on a discretionary basis to help
reward an individual’s contribution to the Bank and in recognition of their future potential. In addition the
awards are designed; to help retain and motivate key individuals by sharing with them the long-term growth
and success of the Bank as a whole. The shares are granted over a period of 3 years with staggered vesting

conditions of 33% each year and are equity settled.

(i1) Share save
Movements in the number of share outstanding are as follows:

2018

Share save — 5 — year plan

Opening Balance =
Intercompany transfer -

Expired during the year -

2017

2016

294

(294)

Balance at end -
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29. Reserves (continued)
(d) Reserves for own shares (continued)

The HSBC Holdings Savings-Related Share Option Plan: International, are all-employee share plans under
which eligible employees (those employed within the HSBC Group on the first working day of the year of
grant) may be granted options to acquire HSBC Holdings ordinary shares. Employees may make contributions
of up to £250 (or equivalent) each month over a period of one, three or five years which may be used on the
first, third or fifth anniversary of the commencement of the relevant savings contract, at the employee’s election,
to exercise the options.

Alternatively, the employee may elect to have the savings, plus (where applicable) any interest or bonus, repaid
in cash. One-year options will be exercisable within three months following the first anniversary of the
commencement of the savings contract. Three or five-year options are exercisable within six months following
the third or fifth anniversary of the commencement of the relevant savings contract. In the case of redundancy,
retirement on grounds of injury or ill health, retirement, the transfer of the employing business to another party,
or a change of control of the employing company, options may be exercised before completion of the relevant
savings contract.

As from 2013, there has been no further grants under the HSBC Holdings Savings-Related Share Option Plan:
International.

(e) Fair value reserve

The fair value reserve comprises the cumulative net change in the fair value of investment securities until the
assets are derecognised.

30. Contingent liabilities

The Bank provides guarantees and letters of credit to guarantee the performance of customers to third parties.
These agreements have fixed limits and are generally extended over the period of the facility. These
commitments and contingent liabilities have off-balance sheet credit risk. Only origination fees and accruals
for probable losses are recognised in the statement of financial position until the commitments are fulfilled or
expired. The possibility of any outflow in settlement is remote.

The contractual amounts of commitments and contingent liabilities are set out below.

2018 2017 2016
USD’000 USD’000 USD’000
Guarantees on account of customers 82,515 6,661 11,525
Letters of credit and other obligations o 11,968 3.794
82,515 18,629 15,319

31. Commitments
2018 2017 2016
usD’000 usSD’000 USD 000

Loans and other fucilities
Undrawn credit facilities 234,320 167,437 189,719
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32. Related party transactions
Key management personnel

The total remuneration of the senior officers of the Bank is disclosed below:

2018 2017 2016
USD’000 USD’000 USD’000

Key management compensation
Short term employce benefits 493 402 359
Post-employment benefits 225 212 199
718 614 558

There was no termination benefits paid during the year.

The Bank is a wholly owned subsidiary of The Hongkong and Shanghai Banking Corporation Limited (“HSBC
Hong Kong”) and has a related party relationship with it. The Bank has also a related party relationship with
other HSBC Group companies, including HSBC Bank plc.

The Bank has identified key management as being the senior officers communicated to the Bank of Mauritius.

The Bank has bank accounts (nostro) with the above related parties and bank loans from other related parties.
Interests, fees and commissions were paid and/or received in relation to these bank accounts.

The following table summarises the transactions during the year and the balances at year-end with related
parties.

31 December 2018
USD'000
HSBC HSBC Other related

Hong Kong Bank ple parties Total
Statement of financial position
Assets
Intercompany bank accounts 940 6,990 172,504 180,434
Balances and placements with banks 415,048 53,002 101,328 569,378
Liabilities
Intercompany deposit - - 583 583
Intercompany bank loans 828,405 - 17,188 845,593
Other liabilities il 15,513 45 142 15,700
Statement of profit or loss and other
comprehensive income
Other interest income 8,717 89 10,464 19,270
Other interest expense 18,342 38 582 18,962
Fee and commissions income - - 6 6
Fee and commissions expense 309 2 268 579
Other income 126 - 328 454
Other expensces - 125 10,543 10,668
Dividends paid 60,000 - - 60,000
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32. Related party transactions (continued)
31 December 2017
uUSD'000
HSBC HSBC Other related

Hong Kong Bank plc parties Total
Statement of financial position
Assets
Intercompany bank accounts 1,415 17,995 248,366 267,776
Balances and placements with banks 1,295,863 7 109,394 1,405,264
Liabilities
Intercompany deposit - - 704 704
Intercompany bank loans 767,695 79 16,407 784,181
Other liabilities 9,668 - - 9,668
Statement of profit or loss and other
comprehensive income
Other interest income 7,070 266 4,488 11,824
Other interest expense 11,199 31 479 11,709
Fee and commissions income - B 20 20
Fee and commissions expense 268 4 309 581
Other income 207 B 1 208
Other expenses - 190 9,318 9,508
Dividends paid 30,000 - - 30,000

31 December 2016

USD'000
HSBC HSBC Other related

Hong Kong Bank plc parties Total
Statement of financial position
Assets
Intercompany bank accounts 720 6,937 74,576 82,233
Balances and placements with banks 460,321 17,253 61,054 538,628
Liabilities
Intercompany deposit - - 26,792 26,792
Intercompany bank loans 936,831 - 13,795 950,626
Other liabilities 2,311 - - -
Statement of profit or loss and other
comprehensive income
Other interest income 3,329 122 1,294 4,745
Other interest expense 8,878 32 344 9,254
Fee and commissions income 1,320 580 354 2,254
Fee and commissions expense 213 21 576 810
Other income 149 - - 149
Other expenses = - 7,861 7,861
Pension contribution expenses - 26 - 26
Dividends paid ] 76,500 76,500

None of the facilities extended during the year to related parties was non-performing.
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33. Cash and cash equivalents analysis

Reconciliation of cash flow statement

2018 2017 2016
Note USD’000 USD’000 USD’000
Cash and cash equivalents 16 760,298 1,635,210 421,405
Other borrowed funds less than 3 months (5,892) (2,871) -
754,406 1,632,339 421,405
34. Lease commitments
Non-cancellable operating lease rentals are payable as follows:
2018 2017 2016
USD’000 usD’000 UusD’000
Future minimum rentals to be paid:
- Less than one year 171 158 171
- Between one and five years 170 270 33
Total minimum rentals payable 341 428 204

Lease commitments includes leases for both premises and equipment. As at 31 December 2018, the premises
had a remaining lease period of 22 months which can be renewed for another 5 years. The rental will increase
every two and a half years based on local price index but shall not exceed 5%.

35. Financial Risk Management

(a) Introduction and overview

The Bank has exposure to the following risks from financial instruments:

" credit risk
" liquidity risk
" market risks (including interest rate and foreign currency risk)

This note presents information about the Bank’s exposure to each of the above risks, the Bank’s objectives,
policies and processes for measuring and managing risks, and the Bank’s management of capital. The
measurement of ECL under IFRS 9 uses the information and approaches that the Bank uses to manage credit
risk, though certain adjustments are made in order to comply with the requirements of IFRS 9. The approach
taken for IFRS 9 measurement purposes is discussed separately in note 35(b)(iii).

Risk management framework

The Board of Directors (“the Board™) has overall responsibility for the establishment and oversight of the
Bank’s risk management framework. The Board has established the RMCRC which is responsible for
developing and monitoring the Bank’s risk management policies in specific areas. The RMCRC has both
executive and/or non-executive members and report regularty to the Board on its activity.
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35. Financial Risk Managements (continued)
(a) Introduction and overview (continued)
Risk management framework (continued)

The Bank’s risk management policies are established to identify and analyse the risks faced by the Bank, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies
and systems are reviewed regularly to reflect changes in market conditions, products and services offered. The
Bank, through its training and management standards and procedures, aims to develop a disciplined and
constructive control environment, in which all employees understand their roles and obligations.

The Audit Committee of the Bank consists of three non-executive directors, excluding the Chairman of the
Board. The Bank’s Internal Auditors, HSBC Group Audit Asia Pacific (GAA) report to the Audit Committee
as well as to other Bank’s senior management to consider and review the Bank’s financial statements, the nature
and scope of audit reviews, and the effectiveness of the systems of internal control and compliance. The Bank’s
external auditor, PricewaterhouseCoopers, reports to the shareholder.

The credit risk management framework of the Bank includes a Risk Management Meeting (RMM), which
provides a holistic forum for oversight of the different aspects of risk management. The RMM reviews the risk
profile of the Bank on a monthly basis and highlights risk issues across all businesses at an early stage. The
Bank’s information system, has been designed such that unauthorised excesses, overdue loan repayments and
pending documentation are tracked and addressed in a timely manner. In addition, regular reporting on credit
risk is made to the parent, The Hongkong and Shanghai Banking Corporation Limited, incorporated in Hong
Kong, and to the Bank of Mauritius.

(b) Credit risk

Credit risk is the risk of financial loss to the Bank if a customer or counterparty to a financial instrument fails
to meet its contractual obligations, and arises principally from the Bank’s loans and advances to customers and
other banks and investment in corporate bonds. For risk management reporting purposes, the Bank considers
and consolidates all elements of credit risk exposure (such as individual obligor default risk, country and sector
risk).

The Bank generally accepts security as collateral for advances extended to its corporate customer base. The
acceptable forms of tangible security are agreed every year by way of area lending guidelines which are
prepared by the Credit Risk Management function and approved by the regional credit function in Hong Kong
before being circulated to relationship managers for guidance and adherence. Credit derivatives, haircuts and
on and off-balance sheet netting are not used in respect of credit risk mitigation.

For risk management purposes, credit risk arising on trading assets is managed independently; and information
thereon is disclosed below. The market risk in respect of changes in value in trading assets arising from changes
in market credit spreads applied to corporate bonds and derivatives included in trading assets is managed as a
component of market risk.

(1) Management of credit risk

The Global Risk function, headed by the HSBC Group Chief Risk Officer, has functional responsibility for the
management of the Bank’s credit risk, including:

] formulating credit policies in consultation with business units, covering collateral requirements, credit

assessment, risk grading and reporting, documentary and legal procedures, and compliance with
regulatory and statutory requirements;
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35. Financial Risk Managements (continued)

(b) Credit risk (continued)

) Management of credit risk (continued)

] establishing the authorisation structure for the approval and renewal of credit facilities;

= reviewing and assessing credit risk in excess of designated limits;

" reviewing and limiting concentrations of exposure to counterparties, geographies, industries and
product types;

- developing and maintaining the Bank’s risk rating systems; and

" providing advice, guidance and specialist skills to business units to promote best practice throughout

the HSBC Group in the management of credit risk.

Each business unit is required to implement HSBC Group credit policies and procedures, with credit approval
authorities delegated from the HSBC Group Credit Committee. Each business unit has a Chief Risk Officer
who is responsible for the implementation of the HSBC Group’s credit policies and procedures and for
monitoring and controlling all credit risks in its portfolios.

For rating assignment at individually significant customer level, businesses adopt an Internal Credit Ratings-
Based (IRB) approach and maintain risk rating methodologies incorporating both the probability of default
(‘PD’) and the attribution of the exposure at default (‘EAD’) and the loss given default (‘LGD’) values at
facility level.

PD reflects the likelihood of obligor default within the next 12 months, and is assigned to all corporate and
other judgmentally assessed obligors, is reviewed at least annually.

LGD, is an estimate of the severity of the loss that the Bank is likely to incur in the event that the borrower
defaults, expressed as a percentage of EAD and applied as a rating at facility level. The use of EAD and LGD
ensures that the Bank complies with Group and local regulatory parameters to evaluate the severity of loss
associated with judgmentally assessed credit exposures.

The Bank assesses 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 of financial instruments,
whereas IFRS 9 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 IFRS 9 stages 1 and 2, though typically the lower credit quality bands exhibit
a higher proportion in stage 2. The five credit quality classifications defined below, 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, as shown in the table below As at 31 December 2018, the Bank
has not classified any of its financial assets as having low credit risk. The credit quality classifications for
wholesale lending are unchanged and are based on internal credit risk ratings.

Debt securities and other bills ~ Wholesale lending

External Internal 12-month Basel
B - _credit rating B credit rating probability of default %

Credit quality classitication B
Strong ~_A-andabove CRRI1 to CRR2 0.000-0.169
Good BBB+ to BBB- CRR3 0.170-0.740
Satisfactory o BB+ to B and unrated CRR4 to CRRS 0.741-4.914
Sub-standard B-to C CRR6 to CRR8 4.915-99.999
Credit-impaired B Default CRR9 to CRR10 100.000
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HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

3s. Financial Risk Managements (continued)
b) Credit risk (continued)

(iii))  Credit risk in 2018

Expected credit loss measurement

IFRS 9 outlines a 'three-stage' model for impairment based on changes in credit quality since initial
recognition as summarised below:

] A financial instrument that is not credit-impaired on initial recognition is classified in 'Stage 1' and
has its credit risk continuously monitored by the Bank.

L If a significant increase in credit risk ('SICR') since initial recognition is identified, the financial
instrument is moved to 'Stage 2' but is not yet deemed to be credit-impaired. Please refer to note 35
(b)(iii) for a description of how the Bank determines when a significant increase in credit risk has
occurred.

- If the financial instrument is credit-impaired, the financial instrument is then moved to 'Stage 3'.
Please refer to note 35(b)(iii) for a description of how the Bank defines credit-impaired and default.

" Financial instruments in Stage 1 have their ECL measured at an amount equal to the portion of
lifetime expected credit losses that result from default events possible within the next 12 months.
Instruments in Stages 2 or 3 have their ECL measured based on expected credit losses on a lifetime
basis. Please refer to note 35(b)(iii) for a description of inputs, assumptions and estimation
techniques used in measuring the ECL.

" A pervasive concept in measuring ECL in accordance with IFRS 9 is that it should consider forward-
looking information. Note 35(b)(iii) includes an explanation of how the Bank has incorporated this
in its ECL models.

Ll Purchased or originated credit-impaired financial assets are those financial assets that are credit-

impaired on initial recognition. Their ECL is always measured on a lifetime basis (Stage 3).

The following diagram summarises the impairment requirements under IFRS 9 (other than purchased or
originated credit-impaired financial assets):

Change in credit quality since initial recognition

Stage 1 Stage 2 Stage 3
(Initial recognition) (Signiticant increase in credit risk (Credit-impaired assets)
since initial recognition)
12-month expected credit losses Lifetime expected credit losses
Litetime expected credit losses

The key judgements and assumptions adopted by the Bank in addressing the requirements of the standard
are discussed on the next page.



HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

35. Financial Risk Managements (continued)
(b) Credit risk (continued)

(1i1) Credit risk in 2018 (continued)

Significant increase in credit risk (SICR)

The Bank considers a financial instrument to have experienced a significant increase in credit risk when one
or more of the following quantitative or qualitative criteria have been met:

Quantitative criteria:

The remaining Lifetime PD at the end of the reporting period has increased, compared to the residual
Lifetime PD expected at the end of the reporting period when the exposure was first recognised, so that it

exceeds the relevant threshold per the table below:

Wholesale
Lifetime PD band at initial recognition Increase in Lifetime PD at the end of the
reporting period which is considered significant
CRRO0.1-1.2 15bps
CRR 2.1-3.3 30bps
Greater than CRR3.3 and not impaired 7 times
Additional significance criteria — Number of CRR grade
Number notches in the notches of deterioration required to identify as significant
Origination CRR band credit deterioration (stage 2) -
0.1 1 notch 5 notches
1.1-4.2 9 notches 4 notches
43-51 2 notches 3 notches
52-71 5 notches 2 notches
7.2-8.2 3 notches 1 notch
8.3 1 notch 0 notch

Qualitative criteria:

For Wholesale and Treasury portfolios, if the borrower is on the Watchlist and/or the instrument meets one
or more of the following criteria:

= Significant increase in credit spread
= Significant adverse changes in business, financial and/or economic conditions in which the borrower

operates

= Actual or expected forbearance or restructuring
= Actual or expected significant adverse change in operating results of the borrower
= Significant change in collateral value (secured facilities only) which is expected to increase risk of

default

» Early signs of cashwflow/liquidity problems such as delay in servicing of trade creditors/loans
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HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

35. Financial Risk Managements (continued)
(b) Credit risk (continued)

(iii) Credit risk in 2018 (continued)

Significant increase in credit risk (SICR) (continued)
Qualitative criteria. (continued)

The assessment of SICR incorporates forward-looking information (refer to note 35(b)(vi) for further
information). In relation to Wholesale and Treasury financial instruments, where a Watchlist is used to
monitor credit risk, this assessment is performed at the customer level and on a periodic basis. The criteria
used to identify SICR are monitored and reviewed periodically for appropriateness by the Credit Risk team.

Definition of default and credit-impaired assets

IFRS 9 requires an assessment of the extent of increase in credit risk of a financial instrument since initial
recognition. This assessment is performed by considering the change in the risk of default occurring over
the remaining life of the financial instrument. As a result, the definition of default is important.

IFRS 9 does not specifically define default, but requires it to be applied on a consistent basis with internal
credit risk management practice for the relevant instruments and consider qualitative factors where
appropriate. In addition, IFRS 9 also introduces a rebuttable presumption that default does not occur later
than when a financial asset is 90 days past due unless there is reasonable and supportable information to
demonstrate that a more lagging criterion is more appropriate.

In addition, default is defined under Basel for regulatory reporting purposes. The Basel regulation provides
a clear definition by referring to the number of days past due and criteria for unlikeliness to pay. The criteria
for unlikeliness to pay are similar to the definition of credit-impaired under IFRS 9 and in general, default
for regulatory reporting purposes does not occur later than when a financial asset is 90 days past due as well.

In view of the above, the Bank has decided to align the IFRS 9 definition of default and Basel definition of
‘default” whenever possible. The Bank has decided not to rebut the presumption introduced by IFRS 9, that
is, default does not occur later than when a financial asset is 90 days past due. The use of the same default
definition ensures that a single and consistent view of credit risk is applied for internal risk management,
regulatory capital, and impairment calculations. In addition, since the criteria for credit-impaired under IFRS
9 can be interpreted consistently with the accounting default definition, all accounting defaults are
considered to be credit-impaired and all credit-impaired assets are considered to be defaulted for accounting
purposes.

Movement between stages

Financial assets can be transferred between the different categories (other than POCI) depending on their
relative increase in credit risk since initial recognition. Financial instruments are transferred out of stage 2 if
their credit risk is no longer considered to be significantly increased since initial recognition based on the
assessments described above. Except for renegotiated loans, financial instruments are transferred out of stage
3 when they no longer exhibit any evidence of credit impairment as described above. Renegotiated loans
that are not POCI will continue to be in stage 3 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.
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Notes to and forming part of the financial statements
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35. Financial Risk Management (continued)
(b) Credit Risk (continued)

(ii1) Credit risk in 2018 (continued)

Write-off policy

Financial assets (and the related impairment allowances) are normally written off, either partially or in full,
when there is no reasonable expectation of recovery. Where loans are secured, this is generally after receipt of
any proceeds from the realisation of security. In circumstances where the net realisable value of any collateral
has been determined and there is no reasonable expectation of further recovery, write-off may be earlier.

Collaterals

Although collateral can be an important mitigant of credit risk, it is the Bank’s general practice to lend on
the basis of the customer’s ability to meet their obligations out of their cash flow resources rather than rely
on the value of security offered. Depending on the customer’s standing and the type of product, facilities
may be provided unsecured. For other lending, a charge over collateral is obtained and considered in
determining the credit decision and pricing. In the event of default, the bank may use the collateral as a
source of repayment. There has been no change in the Bank’s collateral policy for the year and there are
no financial instruments for which the underlying collaterals would have resulted in no impairment
allowance.

The Bank holds collateral against loans and advances to customers in the form of mortgage on property, deposit
and securities under lien and charge on plant and machinery. Estimates of fair value are based on the value of
collateral assessed at the time of borrowing, and generally are updated every 3 years and every year when a
loan is individually assessed as impaired. Collateral generally is not held over loans and advances to banks and
investment securities, and no such collateral was held at 31 December 2018, 31 December 2017 and 31
December 2016.

Measuring ECL — Explanation of inputs, assumptions and estimation techniques

In general, the Bank calculates ECL using three main components, a probability of default (‘PD’), a loss
given default (‘\LGD’), and the exposure at default (\EAD’). The 12-month ECL is calculated by multiplying
the 12-month PD, LGD, and EAD. Lifetime ECL is calculated on a similar basis for the lifetime. The 12-
month and lifetime PDs represent the probability of default occurring over the next 12 months and the
remaining maturity of the instrument, respectively.

The measurement of ECL needs to take into account forecast of future economic conditions. This could be
incorporated into the measurement of ECL in more than one way. In theory, forecast economic conditions
could be expanded into full credit risk variables. These variables are incorporated into the risk parameters
(PDs, LGDs and EADs) used to determine IFRS 9 stage allocation and ECL measurement. This is possible
if the risk parameters are calculated using an economic response model. The projection of future economic
conditions relies on point in time statistical models supplemented by judgement or based entirely on
judgement where there is insufficient data and correlations to develop statistically based models. Where PDs
are adjusted on a systemised basis, stage allocation is determined using PDs which are calculated on a
probability weighted basis. The ECL is then measured on a probability weighted basis based on this stage
allocation. In practice, methods that put less pressure on calculations performed during the reporting periods
may be used, for example, the use of scalars provided that these methods meet the measurement objective.
Simplified approaches which rely on the judgement of credit risk managers are applied where models do not
support a systemised approach, eg the use of discounted cash flow models.
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35. Financial Risk Management (continued)
(b) Credit Risk (continued)

(ii1) Credit risk in 2018 (continued)

Measuring ECL — Explanation of inputs, assumptions and estimation techniques (continued)
Stage 1 and 2

IFRS 9 credit risk models (IFRS 9 models) produce a number of risk component estimates that are used to
measure ECL allowances and provisions for Stage 1 and 2 instruments. These models must be developed,
implemented and maintained in line with approved global model standards. Stage 1 and 2 ECL allowances
and provisions must be measured on either up to 12 months or lifetime ECL basis (depending on stage
allocation) in a way that is unbiased and probability-weighted and incorporates forecasts of future economic
conditions.

Stage 3

The ECL allowance assessment for financial instruments graded CRR 9/10 (i.e. Stage 3) must be determined
on a Lifetime ECL basis.

Furthermore, expected credit losses of any financial instrument should also be measured in a way that
reflects:

a) an unbiased and probability-weighted amount that is determined by evaluating a range of possible
outcomes;

b) the time value of money; and

c) reasonable and supportable information that is available without undue cost or effort at the reporting date
about past events, current conditions and forecasts of future economic conditions.

Period over which ECL is measured

Expected credit loss is measured from the initial recognition of the financial asset. The maximum period
considered when measuring ECL (be it 12-month or lifetime ECL) is the maximum contractual period over
which the Bank is exposed to credit risk. For wholesale overdrafts, credit risk management actions are taken
no less frequently than on an annual basis and therefore this period is to the expected date of the next
substantive credit review. The date of the substantive credit review also represents the initial recognition of
the new facility. However, where the financial instrument includes both a drawn and undrawn commitment
and the contractual ability to demand repayment and cancel the undrawn commitment does not serve to limit
the Bank’s exposure to credit risk to the contractual notice period, the contractual period does not determine
the maximum period considered. Instead, ECL is measured over the period the Bank remains exposed to
credit risk that is not mitigated by credit risk management actions.

The Bank has adopted the requirements of IFRS 9 from 1 January 2018. Under IFRS 9, the scope of impairment
now covers amortised cost of financial assets, loan commitments and financial guarantees, as well as debt
instruments measured at FVOCI. Impairment is calculated in three stages and financial instruments are
allocated into one of the three stages where the transfer mechanism depends on whether there is a significant
increase in credit risk between its first recognition and the relevant reporting period. After the allocation, the
measurement of ECL, which is the product of PD, LGD and EAD, will reflect the change in risk of default
occurring over the remaining life of the instruments.
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35. Financial Risk Management (continued)
(b) Credit Risk (continued)

(iii)  Credit risk in 2018 (continued)

Summary of credit risk

The disclosure below presents the gross carrying/mominal amount of financial instruments to which the
impairment requirements in IFRS 9 are applied and the associated allowance for expected credit losses ('ECL').
Due to the forward-looking nature of IFRS 9, the scope of financial instruments on which ECL are recognised
is greater than the scope of IAS 39.

The following tables analyse loans by industry sector which represents the concentration of exposures in which
how credit risks are managed.

Gross carrying/ Allowance for

nominal amount ECL

UsSD’000 UsSD’000

Loans and advances to customers at amortised cost 1,761,283 233
— corporate and commercial 1,748,270 233
—non-bank financial institutions 13,013 E
Loans and advances to banks at amortised cost 407,040 167
Other financial assets measured at amortised cost 803,541 -
— cash and cash equivalents 760,298 -
— accrued income and other assets 43,243 -
Total gross carrying amount on balance sheet 2.971,864 400
Loan and other credit related commitments 234,320 3
Financial guarantee and similar contracts 82,515 2
Total nominal amount off—balance sheet 316,835 5
At 31 Dec 2018 3,288,699 405
Fair value Allowance for ECL

UsD’000 uUSD’000

At 31 Dec 2018 453,121 1
Investment securities measured at FVOCI 453,121 |
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HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

35. Financial Risk Management (continued)
(b) Credit Risk (continued)

(iv) Credit exposure

Maximum exposure

Our credit exposure is spread across a broad range of asset classes, including trading assets, loans and advances
to customers, loans and advances to banks. The following table presents the maximum exposure to credit risk
from balance sheet and off-balance sheet financial instruments, before taking account of any collateral held or
other credit enhancements (unless such credit enhancements meet accounting offsetting requirements). For
financial assets recognised on the balance sheet, the maximum exposure to credit risk equals their carrying
amount; for financial guarantees and similar contracts 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 that are
irrevocable over the life of the respective facilities, it is generally the full amount of the committed facilities.

2018 2017 2016
Note USD 000 UsD 000 usD’000
Cash and cash equivalents (A) 760,298 1,635,210 421,405
Trading assets (B) 1,283 120 920
Loans and advances to banks ) 400,873 531,831 1,395,481
Loans and advances to customers © 1,761,050 1,750,583 1,613,678
Investment securitics (D) 453,121 298,499 -
Other assets (E) 43,243 29,570 13,797
Financial guarantees and other credit-related contingent liabilities F 82,515 18,629 15319
Loan and other credit-related commitments (G) 234,320 167,437 189,719
At 31 December 2018 3,742,703 4,431,879 3,650,319

Total exposure to credit risk remained broadly unchanged in 2018 with loans and advances continuing to be
the largest element.

(4) Cash and cash equivalents

The Bank held cash and cash equivalents of USD0.8bn at 31 December 2018 (2017: USD1.6bn, 2016:
USDO.4bn) which represent its maximum credit exposure on these assets. The cash and cash equivalents are
held mainly with the Bank of Mauritius and other HSBC Group companies.

(B) Trading assets

The Bank held trading assets of USD1,283,000 as at 31 December 2018 (2017: USD120,000, 2016:
USD920,000). An analysis of the credit quality of the maximum credit exposure is as follows:

2018 2017 2016
Note UusD’000 UsD 000 UsSD 000

Derivative assets: 17
Bank counterpartics 442 5 920
Non - bank counterpartics 841 B 120 -
1,283 120 920

The derivative assets are held mainly with other HSBC Group companies.
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Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

35. Financial Risk Management (continued)

(b) Credit Risk (continued)

(iv) Credit exposure (continued)

Maximum exposure (continued)

(C) Loans & advances neither past due nor impaired

The table below set out information about the credit quality of financial assets:

Loans and advances to customers

Loans and advances to banks

2018 2017 2016 2018 2017 2016
USD'000 uSD'000 USD'000 USD'000 USD'000 USD'000
Neither past due nor
impaired 1,761,283 1,751,311 1.614.423 407,040 531,831 1,395,481
Gross 1,761,283 1,751,311 1,614,423 407,040 531,831 1,395,481
Less: allowance for
impairment (233) (728) (745) (167) E -
Net 1,761,050 1,750,583 1,613,678 406,873 531,831 1,395,481

The total impairment charge of USD399,877 represents the IFRS 9 ECL.

The credit quality of the portfolio of loans and advances that were neither past due nor impaired can be assessed

by reference to the internal rating system adopted by the Bank.

Loans and advances to customers

Loans to banks

2018 2017 2016 2018 2017 2016
USD'000  USD'000 USD'000  USD'000 UsD'000 USD'000
Credit quality classification IRB 4
) ity o S 3 31,000 120,000 210,000
Strong
CRR 2
848,305 | 739,414 505,587 218,943 153,623 857,694
S Ll 689491 670,515 770,299 1,283 208 496 320,720
Satisfactory Sl 103,831 | 252,643 240,861 155,814 49,712 7,067
CRR 5 72,792 84,214 95,024 = = 5
CRR 6 46,864 2,549 2,649 1 = .
Sub-standard
CRR 7 “ 1,976 - i - -
Total 1,761,283 1,751,311 1,614,423 407,040 531,831 1,395,481

(D) Investment securities

Investment securities of USD453m (2017:USD298m, 2016: Nil) represents investment in US Government

Treasury Bills and Government of Mauritius Treasury Bills which are held for liquidity purposes.

135




HSBC Bank (Mauritius) Limited
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35. Financial Risk Management (continued)
(b) Credit Risk (continued)

(iv) Credit exposure (continued)

Maximum exposure (continued)
(E) Other assets

The Bank held a mandatory balance of USD362,000 (2017: USD1,339,000, 2016: USD696,000)with the Bank
of Mauritius.

(F) Financial guarantees

Financial guarantee contracts are contracts that require the issuer to make specified payments to reimburse the
holder for a loss it incurs because a specified debtor fails to make payments when due, in accordance with the
terms of a debt instrument. Such financial guarantees are given to banks, financial institutions and other bodies
on behalf of customers to secure loans, overdrafts and other banking facilities. As at 31 December 2018, the
Bank held USD89,196 financial guarantees with HSBC Sri Lanka.

(G) Loan commitments

As at 31 December 2018, the Bank held USD234.3m (2017: USD167.4m, 2016;: USD189.7m) as undrawn
credit facilities with corporate customers below CRR 6.

) Concentration of exposure

The Bank monitors concentrations of credit risk by sector and by geographic location. An analysis of
concentrations of credit risk at the end of the reporting period is shown below:

2018 Sovereign Corporate Banks Others Total
Note USD'000 USD'000 USD'000 USD'000 USD'000

Cash and cash equivalents 16 40,228 E 720,070 B 760,298
Trading assets 17 - 442 841 E 1,283
Loans and advances to banks 18 - - 406,873 - 406,873
Loans and advances to customers 19 - 1,761,050 - - 1,761,050
Investment securities 20 453,121 E - - 453,121
Other assets 23 30,172 13,031 - 40 43,243
523,521 1,774,523 1,127,784 40 3,425,868

Financial guarantees . - 89 E 89
Loan commitments 31 - 234,320 - - 234,320
- 234,320 89 - 234,409
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35. Financial Risk Management (continued)

(b) Credit Risk (continued)

) Concentration of exposure (continued)
2017 Sovereign Corporate Banks Others Total
Note USD'000 USD'000 USD'000 USD'000 USD'000
Cash and cash equivalents 16 82,382 - 1,552,828 - 1,635,210
Trading assets 17 - - 120 B 120
Loans and advances to banks 18 - - 531,831 - 531,831
Loans and advances to customers 19 - 1,750,583 - - 1,750,583
Investment securities 20 298,499 - - - 298,499
Other assets 23 1,339 7,989 900 19,342 29.570
382,220 1,758,572 2,085,679 19,342 4,245,813
Financial guarantees - 91 - - 91
Loan commitments 31 - 167,437 - - 167,437
- 167,528 - - 167,528
2016 Sovereign Corporate Banks Others Total
Note USD'000 USD'000 USD'000 USD'000 USD'000
Cash and cash equivalents 16 10,294 - 411,111 - 421,405
Trading assets 17 - - 920 - 920
Loans and advances to banks 18 - - 1,395,481 - 1,395,481
Loans and advances to customers 19 = 1,613,678 - - 1,613,678
Other assets 23 696 9,295 370 3,436 13,797
10,990 1,622,973 1,807,882 3,436 3,445,281
Financial guarantees - 6 - - 6
Loan commitments 31 - 189,719 - - 189,719
- 189,725 - - 189,725
Concentration by location for loans and advances is measured based on the location of the borrower.
o e e O MRS gpey
Note USD'000 USD'000 usD'000 USD'000 USD'000 USD'000 USD'000
Cash and cash cquivalents 16 155,458 66,584 87 483,809 54,067 293 760,298
Trading asscls 17 - 25 - 816 442 - 1,283
Loans and advances to banks 18 - - 245,431 82,474 78,968 - 406,873
Loans and advances to
customers 19 147,980 117,326 1,230,173 63,436 202,135 - 1,761,050
Investment securities 20 448,534 B - - 4,587 - 453,121
Other assets 23 889 705 38,780 877 1,992 - 43,243
752.861 184,640 1,514,471 631412 ~ 342.191 293 3.425.868
Financial guarantces - - - 89 - - 89
Loan commilments 31 11,222 30,897 85.322 106879 - 234.320
- 11,222 30,897 85.411 106,879 - 234,409

137



HSBC Bank (Mauritius) Limited

Notes to and forming part of the financial statements
for the year ended 31 December 2018 (continued)

35. Financial Risk Management (continued)

(b) Credit Risk (continued)

) Concentration of exposure (continued)
North . Other Asia  Middle East
2017 America Europe LD Pacific and Africa Qe s
Note USD'000 uUSD'000 USD'000 USD'000 USD'000 USD'000 USD'000
Cash and cash equivalents 16 238,395 18,140 60 1,204,742 173,438 435 1,635,210
Trading assets 17 - - - - 120 - 120
Loans and advances to banks 18 - - 391,831 140,000 - - 531,831
Loans and advances to
customers 19 - 252,748 1,288,182 10,546 199,107 - 1,750,583
Investment securities 20 298,499 - - - - - 298,499
Other assets 23 885 25,222 1427 2.036 - 29,570
536.894 271,773 1,705,295 1,356,715 374,701 435 4,246,600
Financial guarantees - = - 91 - 91
Loan commitiments 31 - - 13,818 - 153,619 - 167,437
- 13,818 - 153,710 - 167.528
North . Other Asia  Middle East
2016 America Europe India Pacific and Africa ittiens fliotal
Note USD'000 USD'000 uUSD'000 USD'000 USD'000 USD'000 USD'000
Cash and cash equivalents 16 53,404 24,311 39 279,148 62,743 1,760 421,405
Trading assets 17 - 920 - - - - 920
Loans and advances to banks 18 - - 1,185,481 210,000 = - 1,395,481
Loans and advances to
customers 19 750 220,386 1,288,299 13,367 90,876 - 1,613,678
Other assets 23 2 678 11,084 1.057 976 - 13,797
54,156 246,295 2,484,903 503,572 154,595 1,760 3445281
Financial guarantees - - - - 6 - 6
Loan commitments 31 - 43,753 21,618 - 124,348 - 189,719
- 43,753 21,618 - 124,354 - 189.725
(vi) Measurement uncertainty and sensitivity analysis of ECL estimates

The recognition and measurement of expected credit loss (‘ECL’) is highly complex and involves the use of
significant judgement and estimation. This includes the formulation and incorporation of multiple forward-
looking economic conditions into the ECL estimates to meet the measurement objective of IFRS 9.
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35. Financial Risk Management (continued)
(b) Credit Risk (continued)

(vi) Measurement uncertainty and sensitivity analysis of ECL estimates (continued)

Methodology for developing forward looking economic scenarios

The HSBC group has adopted the use of three economic scenarios, which are representative of our view of
forecast economic conditions, sufficient to calculate unbiased ECL. They represent a ‘most likely outcome’,
(the Central scenario) and two, less likely, ‘Outer’ scenarios on either side of the Central, referred to as an
“Upside’ and a ‘Downside’ scenario respectively. Each outer scenario is consistent with a probability of
10%, while the Central scenario is assigned the remaining 80%. This weighting scheme is deemed as
appropriate for the computation of unbiased ECL in most economic environments. Setting key scenario
assumptions using the average of forecasts from external economists helps to ensure that the IFRS 9
scenarios are unbiased and maximise the use of independent information.

For the Central scenario, key assumptions such as GDP growth, inflation, unemployment and policy rates
are set using either the average of external forecasts (commonly referred to as consensus forecasts) for most
economies or market prices. An external vendor’s global macro model, which is conditioned to follow the
consensus forecasts, projects the other paths required as inputs to credit models. This vendor model is subject
to HSBC’s risk governance framework with oversight by a specialist internal unit.

The Upside and Downside scenarios are designed to be cyclical in that GDP growth, inflation and
unemployment usually revert back to the Central scenario after the first three years for major economies.
The HSBC Group determines the maximum divergence of GDP growth from the Central scenario using the
10" and the 90" percentile of the entire distribution of forecast outcomes for major economies. Using
externally available forecast distributions ensures independence in scenario construction. While key
economic variables are set with reference to external distributional forecasts, the Group also aligns the
overall narrative of the scenarios to the macroeconomic risks described in HSBC*s Top and Emerging Risks.
This ensures that scenarios remain consistent with the more qualitative assessment of risks captured in the
Top and Emerging Risks. The HSBC Group projects additional variable paths using the external vendor’s
global macro model.

The Directors have incorporated the forward economic guidance “FEG” in the impairment model and as at
31 December 2018, the impact of the FEG was insignificant.
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35. Financial Risk Management (continued)

(b) Credit Risk (continued)

(vii)  Offsetting financial assets and financial liabilities

The disclosures set out in the tables below include financial assets and financial liabilities that are offset
in the Bank’s statement of financial position.

31 December 2018

USD'000

Loans and advances to customers

USD'000

Deposits from customers

31 December 2017

USD'000

Loans and advances to customers

USD'000

Deposits from customers

31 December 2016

UsSD'000

Loans and advanccs to customers

USD'000

Deposits from customers

Gross amounts of

Gross amounts of recognised
financial assets offset in the

Net amount of financial
assets presented in the

refognlsed statement of financial statement of financial
financial assets — o

position position

1,761,050 - 1,761,050

Gross amounts of

Gross amounts of recognised

Net amount of financial

recognised financial liabilities offset in liabilities presented in
financial the statement of financial the statement of
liabilities position financial position
2,240,091 - 2,240,091

Gross amounts of
recognised
financial asscts

Gross amounts of recognised
financial assets offset in the
statement of financial
position

Net amount of financial
assets presented in the
statement of financial
position

1,750,583

1,750,583

Gross amounts of
recognised
financial Liabilitics

Gross amounts of recognised
financial liabilities offset in
the statement of financial
position

Net amount of financial
liabilities presented in
the statement of
financial position

3,120,937

3,120,937

Gross amounts of
recognised
financial assets

Gross amounts of recognised
financial asscts offset in the
statement of financial
position

Net amount of financial
assets presented in the
statement of financial
position

3,553,211

1,939,533

1,613,678

Gross amounts of
recognised
financial liabilities

Gross amounts of recognised
financial liabilities offset in
the statement of financial
position

Net amount of financial
liabilities presented in
the statement of
financial position

4,102,323

1,939,533

2.162.790

The gross amounts of financial assets and financial liabilities and their net amounts disclosed in the above
tables have been measured in the statement of financial position on the following bases:

s loans and advances to customers — amortised cost; and
»  customer deposits — amortised cost
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35. Financial Risk Management (continued)
(c) Liquidity risk

Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations associated with its
financial liabilities that are settled by delivering cash or another financial asset.

@) Management of liquidity risk

The Bank’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient
liquidity to meet its liabilities when due, under both normal and stressed conditions, without incurring
unacceptable losses or risking damage to the Bank’s reputation.

Balance Sheet Management (BSM) receives information from other business units regarding the liquidity
profile of their financial assets and liabilities and details of other projected cash flows arising from projected
future business. BSM accordingly maintains a portfolio of short-term liquid assets, largely loans and
advances to banks and other inter-bank facilities, to ensure that sufficient liquidity is maintained within the
Bank as a whole. The liquidity requirements of business units and subsidiaries are met through short- term
loans from Global Markets to cover any short-term fluctuations and longer term funding to address any
structural liquidity requirements.

The daily liquidity position is monitored and regular liquidity stress testing is conducted under a variety of
scenarios covering both normal and more severe market conditions. All liquidity policies and procedures
are subject to review and approval by ALCO.

The Bank relies on deposits from customers and borrowings from banks as its primary sources of funding.
Deposits from customers and banks generally have short maturities and a large proportion of them are
repayable on demand. The short-term nature of these deposits increases the Bank’s liquidity risk and the
Bank actively manages this risk through maintaining competitive pricing and constant monitoring of market
trends.
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(c) Ligquidity risk (continued)

(11) Exposure to liquidity risk

The Bank uses the Liquidity Coverage Ratio (LCR) framework as the basis for its liquidity management
and ensures that an adequate stock of unencumbered high-quality liquid assets (HQLA), that can be
converted easily and immediately in private markets into cash to meet the liquidity needs for a 30 calendar
day liquidity stress scenario, are maintained. The LCR is calculated as a percentage of the stock of HQLA
over net cash outflows over a 30-day time period and is tracked and reported to senior management daily
and to ALCO on a monthly basis. At 31 December 2018, the Bank maintained an LCR ratio of 122% against

a set limit of 70%.

(ii1) Maturity analysis for financial assets and financial liabilities

The table below sets out the remaining contractual maturities of the Bank’s financial assets and financial

liabilities.

2018

Non -derivative liabilities
Deposils from cuslomers
Other borrowed funds

Other liabilitics

Derivative liabilities
Trading:
Outtlow

Inflow

Loan commitments

Non-derivative assets

Cash and cash equivalents

Loans and advances to banks
Loans and advances to customers
Investment seeurities

Other assets

Derivative assets
Trading:
Outllow

Inflow

Net Tiguidity gap

Note

25
26

Less than |

3 months to 1

Morc than 5

month 1-3 months year 1-5 years years TOTAL
Al 3 ", 9 ’

USD*000 USD’000 usp’000 USD’000 USD’000 uSsD’000
(2,190,779) (8,435) (43,082) - (2,242,296)
(7,659) 4,421) (13,458) (864,204) (889,742)
(18.095) - - - (18.095)
(2.216.533) (12,856) (506,540) (864.204) (3.150.133)
(31.637) (28,112) - - (59,749)
30,959 27,590 - - 58.549
(678) (522) - - (1,200)
(52.724) (77,096} (104,501) - (234.320)
751,298 9,000 - - 760,298
14.390 213.878 178,605 - 406,873
55,218 344,090 316,738 1,045,004 1,761,050
249,680 198,854 4,587 - 453.121
814 3.500 33,174 5.755 43.243
1071400 769,322 533,104 1,050,759 3.424.585
(60,667) (27,587) (14,508) (102,762)
60.852 28.119 15013 - 103.984
185 532 505 1.222
(1.198.350) 679.380 372.569 186.555 40154
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(c) Liquidity risk (continued)

(ii1) Maturity analysis for financial assets and financial liabilities (continued)

3 months to 1 More than 5
Less than 1 month 1-3 months year 1-5 years years TOTAL
Note USD’000 UsD’000 USD’000 USD’000 usD’000 USD’000
2017
Non -derivative liabilities
Deposits from cuslomers 24 (2,982,837) (106,311) (32,606) - - (3,121,754)
Other borrowed funds 25 (573) (2,416) (11,599) (790,852) - (805,440)
Other liabilities 26 (12,028) _ ~ _ - (12,028)
(2,995,438) (108,727) (44,205) (790,852) - (3,939.222)
Derivative liabilities
Trading: 17
Outflow (30.411) (11,855) (11,288) - E (53,554)
Inflow 30,327 11,788 10,763 . - 52,878
(84) (67) (525) - - (676)
Loan commitments (59.907) (35,316) (72,214) ; ; (167,437)
Non-derivative assets
Cash and cash equivalents 16 1,585,210 50,000 - - . 1.635,210
Loans and advances to banks 18 174,366 170,685 186,780 = s 531,831
Loans and advances to customers 19 175,606 219,094 378,609 885,493 91.781 1,750,583
Investment Securities 20 - 1 298.499 - : 208.499
1.935,182 439,779 863,888 885,493 91,781 4,216,123
Derivative assets
Trading: 17
Outflow (125) (11,781) (1,690) - . (13,596)
Inflow 125 11,855 1,703 - : 13,683
= 74 13 - - 87
Nel liquidity gap (1,120,247) 295,743 746,957 94,641 91,781 108.875
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35. Financial Risk Management (continued)
(c) Liquidity risk (continued)
(iii) Maturity analysis for financial assets and financial liabilities (continued)
Less than ] I months to 1
month 1-3 months year 1-5 years  More than 5 years TOTAL
Note USD’000 USD’000 USD’000 USD*000 USD’000 USD’000
2016
Non -derivative liabilities
Deposits from customers 24 (2,083,369) (67,573) (11,983) = (2,162,925)
Other borrowed funds 25 (72) (1,149) (5,123) (958,790) (965,134)
OthieilliablHES 26 (17.131) (166) : (17.297)
(2.100.572) (68.722) (17,272 (958.790) (3.145.356)
Derivative liabilities
Trading: 17
Oulflow (34.517) N - (34,517)
Inflow 34.409 5 s z 34.409
(108) s . (108)
Loan commitments (21.263) (60,314) (108,142) - (189.719)
Non-derivative assels
Cash and cash equivalents 16 321,405 100,000 ~ 421.405
Loans and advances to banks 18 300,312 536,388 523,781 35,000 2 1,395,481
Loans and advances to 19
customers 157.605 198,998 385,849 683.572 187,663 1.613.678
779.322 835.386 909.630 718.562 187,663 3.430,564
Derivalive assets
Trading: 17
Outflow en (15,837) . > (15.864)
Inflow 27 16.792 16.819
955 = 955
Net Liquidity gap (1.342.621) 707.305 784.216 (240.228) 187.663 96.336

The previous tables

show the undiscounted cash flows on the Bank’s financial liabilities and loan

commitments on the basis of their earliest possible contractual maturity. The Bank’s expected cash flows on
these instruments vary significantly from this analysis. For example, demand deposits from customers are
expected to maintain a stable or increasing balance; and loan commitments are not all expected to be drawn
down immediately.

The gross nominal inflow/ (outflow) disclosed in the previous tables represents the contractual undiscounted
cash flows relating to the principal and interest on the financial liability or commitment. The disclosure for
derivatives shows a net amount for derivatives that are net settled, but a gross inflow and outflow amount
for derivatives that have simultaneous gross settlement (e.g., forward exchange contracts and currency

swaps).

Assets have been shown at carrying amount in the above tables.
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35. Financial Risk Management (continued)

) Market risks

Market risk is the risk that changes in market prices, such as interest rates, equity prices, foreign exchange
rates and credit spreads (not relating to changes in the obligor’s / issuer’s credit standing) will affect the
Bank’s income or the value of its holdings of financial instruments. The objective of market risk

management is to manage and control market risk exposures within acceptable parameters, while
optimising the return on risk.

(i) Management of market risks

The Bank separates its exposure to market risk between trading and non-trading portfolios. Trading
portfolios are held by the Global Markets and include positions arising from market making and
proprietary position taking, together with financial assets and liabilities that are managed on a fair value
basis.

All foreign exchange risk within the Bank is transferred and managed by Global Markets. Accordingly,
the foreign exchange position is treated as part of the Bank’s trading portfolios for risk management
purposes.

Overall authority for market risk is vested in RMM. HSBC Group Market Risk is responsible for the
development of detailed risk management policies (subject to review and approval by ALCO) and for the
day-to-day review of their implementation.

(i) Exposure to market risks — trading portfolios

The principal tool used to measure and control market risk exposure within the Bank’s trading portfolios
is Value at Risk (VaR). The VaR of a trading portfolio is the estimated loss that will arise on the portfolio
over a specified period of time (holding period) from an adverse market movement with a specified
probability (confidence level). The VaR model used by the Bank is based upon a 99 percent confidence
level and assumes a 10-day holding period. The VaR model used is based mainly on historical simulation.
Taking account of market data from the previous two years, and observed relationships between different
markets and prices, the model generates a wide range of plausible future scenarios for market price
movements.

Although VaR is an important tool for measuring market risk, the assumptions on which the model is
based do give rise to some limitations, including the following:

= A 10-day holding period assumes that it is possible to hedge or dispose of positions within that
period. This is considered to be a realistic assumption in almost all cases but may not be the case
in situations in which there is severe market illiquidity for a prolonged period.

= A 99 percent confidence level does not reflect losses that may occur beyond this level. Even within
the model used there is a one percent probability that losses could exceed the VaR.

o VaR is calculated on an end-of-day basis and does not reflect exposures that may arise on positions
during the trading day.

- The use of historical data as a basis for determining the possible range of future outcomes may
not always cover all possible scenarios, especially those of an exceptional nature.

] The VaR measure is dependent upon the Bank’s position and the volatility of market prices. The

VaR of an unchanged position reduces if the market price volatility declines and vice versa.
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35. Financial Risk Management (continued)
(d) Market risks (continued)

(11) Exposure to market risks — trading portfolios (continued)

The Bank uses VaR limits for total market risk and specific foreign exchange, interest rate, and equity and
other price risks. The overall structure of VaR limits is subject to review and approval by HSBC Group
ALCO. VaR limits are allocated to trading portfolios.

The Bank uses Present Value of Basis Point (PVBP) which is one of the most widely used methods for
quantifying outright interest rate risk. It expresses the impact on the present value of a position of a one
basis point (1bp) rise in the interest rate used to calculate the present value.

PVBP is calculated net within each currency and gross across currencies.

This is a more accurate expression of interest rate sensitivity and exposure than any other method and is
the most appropriate method for books where the value of the book is very sensitive to interest rate
movements.

PVBP cannot, however, be readily calculated by mental arithmetic, unlike some other forms of limit. The
PVBP of a given position is affected not only by the nominal amount of the position and its term but also
by any coupon, for example on a bond, and by the actual level of interest rates used to calculate the present
value.

A summary of the risk position of the Bank’s trading portfolios at period/year end is as follows:

UsD000 31 December Average Maximum Minimum
2018

Forcign currency risk 150 241 912 12
Interest rate risk (PVBP) 0.955 1.658 3.135 0.259
2017

Foreign currency risk 493 1,287 9,947 174
Interest rate 1isk (PVBP) 0.716 1.040 2.170 0.100
2016

Foreign currency risk 1,178 646 1,467 169
Interest rate risk (PVBP) 0.665 0.597 1.939 0.014

(1i1) Exposure to interest rate risks — non trading portfolios

The principal risk to which non-trading portfolios are exposed is the risk of loss from fluctuations in the
future cash flows or fair values of financial instruments because of a change in market interest rates. Interest
rate risk is managed principally through monitoring interest rate gaps and by having pre-approved limits
for re-pricing bands. The ALCO is the monitoring body for compliance with these limits and is assisted by
Global Markets in its day-to-day monitoring activities.

A summary of the Bank’s interest rate gap position on non-trading portfolios is shown on the following
page.
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35. Financial Risk Management (continued)

(d) Market risks (continued)

(iii)

Exposure to interest rate risks — non trading portfolios (continued)

Carrying Less than 3 More (han Non-interest
amount months 3- 6 months 6- 12 months 1-Syears Syecars bearing
2018 Note uSD*000 USD’000 USD’000 USD'000 USD'000 usD'000 USD'000
Cash and cash equivalents 16 760,298 739,176 - - - - 21,122
Loans and advances to banks K 406,873 228,196 151,128 27,549 - -
Loans and advanccs to cuslomers 19 1,761,050 579,434 116,263 66,351 840,821 158,181 -
Investment Securitics 20 453,121 448,534 4,587 - - -
Other assets 23 43,303 - - - - - 43,303
3.424.645 1,995,340 271.978 93,900 840,821 158,181 64,425
Dcposits fiom customers 24 (2,240,091) (2,060,391) {9,661) (32,438) (137,601)
Other borrowed funds 25 (845,254) (11,946) 4,750) {8,058) (820,500) - -
Other liabilitics 26 (18.095) - - - - (18,095)
(3.103,440) (2,072,337) (14,411) {40.496) {820.500) - (155.696)
Interest sensitivity gap 321,205 {76.997) 257.567 53,404 20321 158,181 {91.271)
More than 3 Non-interest
USD'000 Canying amount Less than 3 months 3 - 6 months 6 - 12 months I -5 years vears beaving
2017 Note USD'000 USD’000 USD’000 USD’000 USD'000 USD'000 USD'000
Cash and cash equivalents 16 1,635,210 1,626,457 - 8.753
Loans and advances (o banks 18 531,831 345,051 177,725 9.055 -
Loans and advances 10 customers 19 1.750.583 394,700 257,488 121,121 885.494 91,780
Investment Secutitics 20 298,499 - 298.499 - -
Other assets 23 29.629 29.629
4.245.752 2,366,208 733,712 130,176 $85.494 91.780 38,382
Deposits fiom customaers 24 (3.120937) (2.984,765) {32.485) - = (103.687)
Other borrowed funds 25 (783.201) (3.280) (1.884) (778.037)
Other labilities 26 (17.067) {17.067)
13.921,2035) (2.988.045) (34.369) (778.037) (120.754)
Interest sensitivity gap 324.547 {621.837) 699.343 {647.861) 885,494 91.750 (82.372)
Mot than 3 Non-mterest
USD'000 Canying amount Less than 3 months 3 - 6 months 6 - 12 months 1«5 ywars yeas bearing
2016 Note USD 000 usD'000 USD'000 USD 000 USD'000 LSy 000 usnooa
Cash and cash equivatents 16 421,405 401.052 - - 20,353
Loans and advances 1o banks 18 1.395.481 1.143.356 132,174 78.794 21,157
Loans and advances 1o customers 19 1.614.678 367.215 563.323 590.330 92,503
Other assets 23: 13.797 - 13,797
3,445,361 1.911,623 715497 669,130 113,960 34150
Deposats lrom customers 24 (2.162,790) (2.091.810) (11.358) (380) {39,030)
Other borrowed lunds 25 {948.939) (3.53335) (4.784) (940.620)
Other lanlitnes 20 (19.617) LR
(3.131.260) {2,095.363) {16,142} (911.200) (78.033)

Interest sensiivity vap

312993

(183.712)

099,353

(272.076)

1139000

[0
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35. Financial Risk Management (continued)

(d) Market risks (continued)

@iv) Exposure to currency risks

The Bank is exposed to currency risk through transactions in foreign currencies. The Bank’s main
operations are in US Dollar, Pound Sterling, Euro, Japanese Yen and Indian Rupee. As the currency in
which the Bank presents its financial statements is the US Dollar, the Bank’s financial statements are
affected by movements in the exchange rates between these currencies and the US Dollar. The net open
foreign exchange position were as follows:

2018 2017 2016

USD’m USD'm USD'm

Pound Sterling 0.00 0.00 (0.01)
Euro 0.00 0.03 0.02
Japanese yen 0.01 0.00 0.00
Indian rupce 0.35 0.19 1.10
Other toreign currencies (0.02) 0.27 0.08
0.34 0.49 1.19

(e) Capital management
Regulatory capital

The Bank’s lead regulator, the Bank of Mauritius, sets and monitors capital requirements for the whole
banking sector in Mauritius. As per the Guideline on Scope of Application of Basel Il and Eligible Capital
issued in June 2014, the Bank of Mauritius adopted Basel III with effect from 1 July 2014.

Basel III is a comprehensive set of reform measures, established by the Basel Committee on Banking
Supervision (BCBS), to reinforce the regulation, supervision and risk management of the banking sector.
The objective of the reforms is to improve the banking sector’s ability to absorb shocks arising from
financial and economic stress, whatever the source, thus reducing the risk of spillover from the financial
sector to the real economy. Basel III seeks to improve the quality of capital that banks hold and provide a
more transparent definition of different types of capital.

The Bank’s regulatory capital consists of the sum of the following elements:

{(a) Tier 1 capital, which comprises
(1) Common Equity Tier 1 (CET1)
(i1) Additional Tier 1 Capital

(b) Tier 2 capital

For each of the two categories above, there is a single set of criteria described in the guideline that the
instruments are required to meet before they are included in the relevant category. For the purpose of
determining the capital adequacy ratio, the capital base is the sum of Tier 1 and Tier 2 capital net of

regulatory adjustments applied.

The Bank’s regulatory capital is analysed as follows:

" Tier 1 capital (all qualifies as CET1 capital), which includes ordinary share capital, statutory
reserve and retained earnings reserves.

= Tier 2 capital, which includes general banking reserve.

= Regulatory adjustment applicable to CET1 capital which is only the deduction of deferred tax asset.
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35. Financial Risk Management (continued)
(e) Capital management (continued)

Regulatory capital (continued)

The Bank’s regulatory capital adequacy position at 31 December 2018 was as follows:

UsD’000 Reference 2018 2017 2016
CET 1 capital

Paid Up Capital A 72,957 72,957 72,957
Statutory Reserve B 72,957 72,957 72.957
Retained Earnings C 148,907 156.818 140,103
CET 1 capital before regulatory adjustments 294,821 302,732 286,017
Regulatory adjustment: Deferred tax D (151) (67) (55)
CET 1 capital 294,670 302.665 285.962

Tier 2 Capital

Provisions E 15,673 14.367 19,042
Other adjustment to Tier 2 capital (665) - (15,000)
Tier 2 Capital 15,008 14,367 4,042
Total Capital Base 309.678 317,032 290,004
Total on-balance sheet risk-weighted credit exposures 1,237,796 1,142.763 1,503,450
Total non-market-related off-balance sheet risk-weighted credit exposures 14,880 6.212 19,625
Total market-related off-balance sheet risk-weighted credit exposures 1,161 361 286
Risk weighted assets for operational risk 91,860 84,671 86,553
Aggregale ncl open foreign exchange position 410 500 1,284
Total risk weighted assets 1,346,107 1,234,513 1,611,198
Risk asset ratio 23.0% 25.7% 18.0%

Each component of the capital base is mapped by cross reference to a full reconciliation of the Bank’s
statement of financial position as at 31 December 2018 as described in the following table:

Statement of financial Capital Base under
usD'000 position as in published Apital Bas Reference
N : Basel 111
financial stiutements

Asscts
Cash and cash equivalent 760,298
Trading assets 1,283
Loans and advances to banks 406,873
Loans and advances to customers 1,761,050
Investment securities 453,121
Property, plant and equipment 59
Deferred tax assets 151 151 D
Other assets 43,586
Total assets 3,426.421
Liabilities
Deposits rom customers 2,240,091
Trading liabilities 1.121
Other borrowed funds 845,254
Current tax liabilities 1,083
Other liabilities 22,977
Total liabilitics 3,110,526
Sharcholders' Equity
Share capital and share premium 72957
ol which amount eligible for CETI 72.957 72.957 A
Retained carnings 148,907 148.907 C
Other reserves 94,031
ol which Statutory reserve 72,957 72.957 B
of which General Banking Reserve 21,093 15.673 I
Total equity and liabilities 3.426.421
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35. Financial Risk Management (continued)

(e) Capital management (continued)

Regulatory capital (continued)

The amount of general banking reserves that qualify for inclusion within Tier 2 capital is subject to a
maximum of 1.25% of credit risk weighted assets calculated under the standardized approach.

As of 1 January 2018, banks are required to meet the following new minimum capital requirements in
relation to risk-weighted assets (RWAs):

(a) 6.5% Common Equity Tier 1/RWAs;
(b) 8.0% Tier 1 capita/RWAs, and
(© 11.25% total capita/RWAs.

Moreover, banks are required to apply a capital conservation buffer which aims at promoting the
conservation of capital and build-up of adequate buffers above the minimum during normal times which
can be drawn down during stressed period.

The below table sets out the phase-in arrangements of capital requirements for banks operating in
Mauritius.

2014 2015 [ 2006 | 2017 | 2018 ] 2019 | 2020
1 July (All dates are as of I January)
Minimum CET 1 CAR 5.50% 6.00% 6.50% 6.500% 6.50% 6.50% 6.50%
Capital Conservation
Buffer 0.625% 1.25% 1.875% 2.50%
Minimum CET 1 CAR
plus Capital Conservation
Buffer 5.50% 6.00% 6.50% 7.125% 7.75% 8.375% 9.00%
Phase-in of deductions
trom CET 1* 50.00% 50.00% 60.00% |  80.00% 100.00% 100.00%
Minimum Tier I CAR 6.50% 7.50% 8.00% 8.00% §.00% 8.00% 8.00%
Minimum Total CAR 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00%
Minimum Total CAR plus
Capital Conservation
BulTer 10.00% 10.00% 10.00% 10.625% 11.25% 11.875% 12.50%
Capital instruments that no
longer qualify as AT | Phased out over 10 year horizon beginning 1 July 2014
capital or Tier 2 capital

Various limits and minima are applied to elements of the capital base. The restriction applicable to the
Bank is on the amount of general banking reserves that may be included as part of Tier 2 capital.

The Bank’s policy is to maintain a strong capital base so as to maintain investor, creditor and market
confidence and to sustain future development of the business. The impact of the level of capital on
shareholder’s return is also recognised and the Bank recognises the need to maintain a balance between
the higher returns that might be possible with greater gearing and the advantages and security afforded by
a sound capital position,
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35. Financial Risk Management (continued)

(e) Capital management (continued)

Regulatory capital (continued)

The Bank has complied with all externally imposed capital requirements throughout the period.

2018 2017 2016

% Y %

CET 1 capital adequacy ratio 21.9 24.5 17.7
Regulatory Limit — Minimum CET 1 CAR 6.5 6.5 6.5
Tier | capital adequacy ratio 21.9 24.5 17.7
Regulatory Limit — Minimum Tier 1 CAR 8.0 8.0 8.0
Total capital adequacy ratio 23.0 25.7 18.0
Regulatory Limit — Minimum Total CAR 11.25 10.63 10.0

The Bank is a wholly owned subsidiary of The Hongkong and Shanghai Banking Corporation Limited and
has an issued stated capital of USD 72,956,783 as at 31 December 2018. The main features of the stated
capital are that it is perpetual and there are no circumstances under which distributions are mandatory.

Capital allocation

The allocation of capital between specific operations and activities is, to a large extent, driven by
optimisation of the return achieved on the capital allocated. The amount of capital allocated to each
operation or activity is based primarily upon HSBC Group Internal Risk Based Approach (IRBA). ALCO
then manages the balance between the notional capital allocated to businesses and the actual invested
capital to ensure the Bank does not fall below the minimum required for regulatory purposes. The process
of allocating capital to specific operations and activities is undertaken independently of those responsible
for the operation and is subject to review by ALCO as appropriate.

Although maximisation of the return on risk-adjusted capital is the principal basis used in determining
how capital is allocated within the Bank to particular operations or activities, it is not the sole basis used
for decision-making. Account also is taken of synergies with other operations and activities, the
availability of management and other resources, and the fit of the activity with the Bank’s longer term
strategic objectives. The Bank’s policies in respect of capital management and allocation are reviewed
regularly by the Board of Directors.
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36. Subsequent event

The directors are not aware of any matter or circumstance arising since the end of the financial year to the
date of this report which could significantly affect the financial position of the Bank at 31 December 2018.
37. Parent and ultimate parent company

The Bank is a wholly owned subsidiary of The Hongkong and Shanghai Banking Corporation Limited, a

company incorporated in Hong Kong. HSBC Holdings plc, a company incorporated in the United
Kingdom is the ultimate parent.
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