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Hang Seng is proud to be
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marking 88 years of growing and
progressing with our customers and
the Hong Kong community.
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Corporate Profile

Hang Seng Bank is celebrating its 88th anniversary this year. Founded in 1933,
the Bank has continually innovated to provide best-in-class, customer-centric
banking, investment and wealth management services for individuals and
businesses. It is widely recognised as the leading domestic bank in Hong Kong,
currently serving more than 3.5 million customers.

Combining its award-winning mobile app and strong digital capabilities with

a vast network of about 290 service outlets in Hong Kong, Hang Seng offers a
seamless omni-channel experience for customers to take care of their banking
and financial needs anytime, anywhere.

Its wholly owned subsidiary, Hang Seng Bank (China) Limited, operates a
strategic network of outlets in almost 20 major cities in mainland China to serve
a growing base of Mainland customers locally and those with cross-boundary
banking needs. The Bank also operate branches in Macau and Singapore, and a
representative office in Taipei.

As a homegrown financial institution, Hang Seng is closely tied to the Hong Kong
community. It supports the community with a dedicated programme of social

and environmental initiatives focused on future skills for the younger generation,
sustainable finance and financial literacy, addressing climate change and caring for
the community.

Hang Seng is a principal member of the HSBC Group, one of the world's largest
banking and financial services organisations. More information on Hang Seng Bank
is available at www.hangseng.com.
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88 Years, and Ever-growing

On 3 March 1933, Hang Seng opened its doors for business for the first time.
Operating initially as a money changer, Hang Seng’s assets were modest, with
just 11 employees working in an 800-square-foot premises in Sheung Wan. But
its principles were lofty: Hang Seng would welcome Hong Kong people from all
walks of life and treat them as individuals and honoured guests.

The establishment date of Hang Seng — 3/3/33 —is highly auspicious in local
culture. The word for ‘3’ in Cantonese rhymes with the characters for ‘life’ or
‘grow’, and the repetition of 3s means ‘never-ending’, a sentiment that is echoed
in the name ‘Hang Seng’, which means ‘ever-growing'.

This year we mark another auspicious date — our 88th anniversary. The number
‘8’ rhymes with the character for ‘good fortune’ and we hope the repeating 8s
will bring never-ending good luck and good fortune to our customers and the
communities we serve. Throughout our history, we have remained true to our
founding principles and to our name: growing together with the people of Hong
Kong by continually innovating and acting to deliver customer-centric services,
support livelihoods, strengthen community ties and promote sustainability.

Our long history of putting people first has made us one of Hong Kong's most
trusted brands and a banking partner to more than half the adult population.
Our goal is to meet the diverse banking needs of all our customers in ways that
are convenient, fast, easy and secure — anytime, anywhere.

Our contribution to building a better future for all includes playing an active role
in addressing social and environmental issues, such as social mobility, youth
development and climate change. It also encompasses a determination to make
Hang Seng an employer of choice. We engage our people through a variety of
well-being and professional development initiatives, and provide a dynamic
workplace environment that encourages creativity, collaboration and different
ways of working.

As we look ahead to the next 88 years and continue to transform for the future,
we aim to remain ‘ever-growing’ on all fronts: for our business and for everyone
we serve.

SERVING HK FOR 88 YEARS

ARF5 & 2 88 &

To celebrate our 88th anniversary with the local community, we commissioned ‘Colourful Journeys', a playful series of location-specific wall
illustrations, for several of our branches. The illustrations reflect the unique characteristics of different local districts and the close relationships

we have built with our customers over the years.

ANNUAL REPORT 2020



Supporting Customers and
the Community During the Pandemic

Our accelerated development of
digital banking services allowed
personal customers to enjoy
uninterrupted banking services amid
social distancing. e-Banking and
digital transactions grew by

124%

year-on-year.

'i‘g.

Start fund investment
simply with HKD 1

eTicketing service was rolled out at all

74 street-level branch outlets to shorten
customer queuing times. Extra protective
measures were also implemented, including
the installation of acrylic screens to keep
customers and staff safe.

A robust technology

infrastructure
enabled up to We donated
% HKS10 milli
85% iLlion
of our office staff to to support underprivileged children who had to
work from home. learn from home when schools closed.

To support SMEs in the
challenging business
environment, we were the

1St ba n k When physical DSE mock examinations were

to launch a dedicated online
application portal for the
Special 100% Loan Guarantee
under the SME Financing
Guarantee Scheme.

cancelled, our youth Instagram page GO! GingerOnion
developed an online mock examination to help
students maintain momentum.

It registered more than

300,000

engagements.

J InstaMockExam
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Results in Brief

For the Year

Profit attributable to shareholders

2019 24,840 HKSm

Profit before tax

2019 28,813 HKSm

Operating profit

2019 28,610 HKSm

Net operating income before change
in expected credit losses and other
credit impairment charges

2018 43,514 HKSm

Return on average ordinary
shareholders’ equity

2019 15.2%

Cost efficiency ratio

2019 30.0%

Earnings per share

2019 12.77 HKS

At Year-end (at 31 December)

Shareholders’ equity

2018 178,810 HKSm

Dividends per share

2019 8.20 HKS

Total assets

2019 1,676,991 HKSm

Common Equity Tier 1 (‘CET1’)
Capital Ratio

2019 16.9%

Tier 1 Capital Ratio

2019 18.7%

Total Capital Ratio

2019 20.8%

Liquidity Coverage Ratio

2019 205.9%

Net Stable Funding Ratio

2019 149.1%

ANNUAL REPORT 2020
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Five-year Financial Summary

2016 2017 2018 2019 2020
For the Year HK$bn HKSbn HK$bn HKSbn HK$bn
Operating profit 19.0 235 27.9 28.6 20.1
Profit before tax 191 23.7 28.4 28.8 19.4
Profit attributable to shareholders 16.2 20.0 24.2 24.8 16.7
At Year-end HKSbn HK$bn HKSbn HK$bn HK$bn
Shareholders’ equity 1406 152.0 162.1 178.8 183.1
Issued and paid-up capital 9.7 9.7 9.7 9.7 9.7
Total assets 1,377.2 1,478.4 1,571.3 16770 1,759.8
Total liabilities 1,236.6 1,326.3 1,409.2 1,498.1 1,576.6
Per Share HK$ HK$ HK$ HKS HK$
Earnings per share 8.30 10.30 12.48 12.77 8.36
Dividends per share
- 1stto 4" interim dividends 6.10 6.70 7.50 8.20 5.50
Ratios % % % % %
Return on average ordinary shareholders’ equity 121 14.2 16.0 152 9.6
Post-tax return on average total assets 1.2 1.4 16 15 1.0
Capital ratios
— Common Equity Tier 1 (‘CETY1’) Capital Ratio 16.6 16.5 16.6 16.9 16.8
- Tier 1 Capital Ratio 179 177 17.8 18.7 18.5
- Total Capital Ratio 20.8 20.1 20.2 20.8 20.0
Cost efficiency ratio 33.5 30.5 29.5 30.0 36.6

HANG SENG BANK



Operating Profit
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Chairman’s Statement
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The COVID-19 pandemic has had
far-reaching economic and social
consequences around the world.

Challenges to the movement of goods
and people have severely disrupted
industrial and commercial activity
and led to major shifts in patterns of
consumer demand.

8  HANG SENG BANK



B8 our proactive steps to continuously improve agility and resilience enabled

us to smoothly engineer our operations to ensure customers enjoyed

uninterrupted access to convenient, reliable and safe banking services amid

the pandemic environment.

Interms of our business, non-interestincome and net interest
income were adversely affected by lower transaction
volumes as commercial and personal banking customers
stepped back from investment plans and spending activity.
Low interest rates exerted growing pressure on the net
interest margin. The weakened credit environment resulted
in an overall increase in expected credit losses for the
year and we recorded a net deficit on property revaluation,
compared with a net surplus in 2019.

The combined impact of these factors affected our bottom
line. Profit attributable to shareholders declined by 33% to
HK$16,687m. Earnings per share were HKS$8.36 per share.
Return on average ordinary shareholders’ equity was 9.6%.
Return on average total assets was 1.0%.

While the difficult operating conditions in 2020 made it a
challenging year for financial performance, there is positive
progress in terms of our long-term strategy.

Our proactive steps to continuously improve agility and
resilience enabled us to smoothly engineer our operations
to ensure customers enjoyed uninterrupted access to
convenient, reliable and safe banking services amid the
pandemic environment. In traditional Hang Seng fashion, our
dynamic approach also made it possible for us to go the extra
mile and continue to roll out new service innovations, develop
new markets and offer support to those in need. These
achievements, which were accomplished while maintaining
strong cost control and effective risk management, have
further enhanced Hang Seng's institutional sustainability.

The Directors have declared a fourth interim dividend of
HK$2.80 per share, bringing the total distribution for 2020
to HK$5.50 per share.

ANNUAL REPORT 2020
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Chairman’s Statement

Economic Outlook

The near-term outlook for the global economy is closely
tied to the world's ability to bring COVID-19 under control.
While the development of vaccines, along with continuing
policy support from major central banks, offer some hope
for general global economic recovery in the second half
of 2021, it is likely that the impacts of the pandemic will
continue to reverberate beyond the end of the acute phase
of this worldwide crisis. While financial markets have shown
some vibrancy since the second half of last year, many real-
economy uncertainties remain.

Although Hong Kong recorded an economic contraction
for the whole of 2020, there was a return to the path of
expansion in the second half. Further growth is potentially
within view with the continuation of supportive government
policy initiatives and the improvement in financial markets
resulting from monetary easing by the US Federal Reserve.
The situation remains fragile, however, with much depending
on external variables and it may be some time before
economic activity returns to its pre-recession level.

Mainland China has had a head-start on recovery from the
global health crisis. After seeing its GDP fall by an annual
rate of 6.8% in the first quarter of 2020, the economy picked
up to register modest growth for the full year. Thus far,
industrial production and property investment have been
the major drivers of growth. Consumers have been slower to

HANG SENG BANK

return to ‘business as usual’, prompting the government to
focus on boosting domestic demand in its recent economic
strategy. We anticipate the Mainland economy will deliver
growth in the range of 6% to 8% in 2021.

A Progressive Approach,
A Sustainable Strategy

Following our AGM in May, | shall retire from my position as
Chairman of Hang Seng's Board of Directors after 13 years
of service. | would like to express my gratitude to my fellow
Board members for their support and wise counsel over the
years, and to congratulate my successor, Ms Irene Lee. She
knows the Bank's business well, having been an Independent
Non-executive Director of the Board since May 2014. | have
no doubt that Irene's deep experience and far-sighted vision
will help lead Hang Seng to even greater success.

| also wish to express sincere thanks and profound
appreciation to Hang Seng's professional colleagues, past
and present, for their unwavering determination, dedication
and drive in executing our vision to provide innovative, best-
in-class services to customers. | am extremely proud of what
the Bank has achieved during my tenure as Chairman. We
have strengthened our position as a market leader through
a strategy of customer-centric innovation that combines the
power of technology with the expertise and personal touch
of our people.



B8 The pandemic has also reminded people around the world of the importance

of community and of working together to overcome major societal challenges.

Our deep roots in Hong Kong include a long history of initiatives to enhance

local development and well-being.

This past year has been a strong test of the actions we have
taken to build a business that is fit for the future and able
to handle the challenges that lie ahead. We have shown
ourselves to be responsive, adaptable and resilient, with the
right infrastructure and culture to overcome difficulties and
take advantage of new opportunities.

The pandemic has also reminded people around the world
of the importance of community and of working together
to overcome major societal challenges. Our deep roots in
Hong Kong include a long history of initiatives to enhance
local development and well-being. On this front too we are
stepping up our actions, with the establishment last year of
an ESG Steering Committee that reports to the Executive
Committee and the Board, and a renewed commitment to
helping to tackle issues that are specific to our community,
as well as those that affect the entire planet, such as
climate change.

For 88 years, the trusted Hang Seng brand has been built
on the strengths and talent of its people, sound financial
fundamentals and close community ties. The Bank will
continue to grow with its progressive strategy, leveraging
the best of technology and its more dynamic corporate
culture to further encourage innovation and creativity,
supporting customers and the community while providing
long-term value for shareholders. It is a privilege to serve
as Hang Seng's Chairman and, from another vantage point,
| look forward to being a lay cheerleader of Hang Seng Bank
in the years to come.

Raymond Ch’ien
Chairman
23 February 2021

ANNUAL REPORT 2020
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Chief Executive’s Report
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HANG SENG BANK

COVID-19 has affected economies
around the world in ways that were
hard to imagine a year ago. Industry,
commerce and the way we live were all
seriously disrupted in 2020. Our priority
last year was to support our customers
through difficult times while ensuring

we had robust measures in place to

protect the health and safety of our
community and our employees.




B8 our strategy to invest in digital capabilities, including our omni-channel

services platform, facilitated continued business flows amid social

distancing measures. Our enhanced agility will enable us to move quickly on

new opportunities as economies recover.

Six months ago, we pointed to four key factors that adversely
affected our 2020 first-half financial performance. These
were:

1. pressure on net interest margin (NIM) and net interest
income due to low interest rates;

2. the impact of market volatility on our insurance business;

3. the impact of economic uncertainty on expected credit
losses (ECLs); and

4, a net deficit on property revaluation.

Although the contribution to income from our life insurance
business contracted year-on-year, we recorded a good
recovery in the second half. We achieved a 61% increase in
revenue compared with the first half by robustly managing
our investment portfolio as equity markets became more active.

The other three factors, however, continued to weigh on our
full-year performance. In particular, there was even greater
downward pressure on NIM and net interest income in the
second half with the decline in HIBOR.

In credit risk management, our strategy continued to be
prudent. On a year-on-year basis, our ECLs increased by
49% to HK$2,738m. However, the ECL charge in the second
half was 44% lower than in the first half, reflecting the
adequacy of our credit loss reserves as well as some signs
of an improving economic outlook.

While investment property revaluation recorded a deficit in
2020 against a surplus in 2019, the decline in the second
half was less severe than that in the first half.

As a result of these factors, attributable profit for 2020 was
down by 33% year-on-year at HK$16,687m.

Our key financials show the impact of the market challenges,
but they also reflect our prudent approach and robust
control of the balance sheet. Our strategy to invest in digital
capabilities, including our omni-channel services platform,
facilitated continued business flows amid social distancing
measures. Our enhanced agility will enable us to move
quickly on new opportunities as economies recover.

The investments and actions we have taken to transform our
business over the past several years supported our swift and
seamless adaptation to the realities of the pandemic.

Leveraging our digital strength, we continued to provide
convenient and easy remote access to banking and wealth
management services, while also launching new initiatives
to further benefit customers.

ANNUAL REPORT 2020
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Chief Executive's Report

We rolled out about 475 digital innovations and
enhancements in 2020, more than three times the number
in 2019. Major new initiatives such as Savings Planner,
SimplyFund and Invest Express have made money
management and investment simpler and more accessible,
especially for the younger segment. For commercial
customers, new digital solutions have helped them to more
efficiently track real-time transactions and manage their
accounts and cash flows.

In November we unveiled our ‘Branch of the Future' service
concept at MOSTown in Ma On Shan. It combines innovative
technology and service models with in-person expertise and
tailor-made services from our team of wealth management
professionals to deliver best-in-class, customer-centric
banking experiences.

New and enhanced partnerships with market leaders in
other sectors such as Dairy Farm and OpenRice have added
further value for our customers through spending offers and
lifestyle benefits and conveniences.

Our subsidiary Hang Seng Indexes Company continues to
track the pulse of the Hong Kong market and support the
development of new market segments. The July launch of
the Hang Seng TECH Index to follow the performance of the
30 largest innovative technology companies listed in Hong Kong
was very well received in both local and international markets.

While technology is central to our long-term strategy, our
real competitive strength rests in our people. | am deeply
proud of the way in which my colleagues have stepped up
to the many challenges created by COVID-19 to ensure
uninterrupted services for our customers, while showing
care and compassion to the community and each other.

An important part of our business transformation strategy
has been to create a new, highly collaborative culture that
gives our people more agency to try new ideas, speak up
and take decisions. Our people provide the creative energy
that drives our business forward. Their professionalism and
expertise are what make Hang Seng a highly trusted brand.

Our business is guided by four key brand values - customer-
centric, progressive technology, creativity and corporate
social responsibility — which are derived from growing and

HANG SENG BANK

evolving with the community. | am pleased to note our
efforts are being recognised. In a banking service survey
conducted in the third quarter of last year, we ranked first in
Hong Kong for customer service, creativity and inclusion. We
also achieved a notable strengthening of our brand appeal
among young people, who play an important role in our
future business growth.

Financial Overview

As outlined above, the difficult operating environment
significantly affected our financial performance.

Net operating income fell by 20% to HK$33,330m.

Net interest income dropped by 17% to HK$26,906m. We
recorded increased volumes from balance sheet growth
and a 6% rise in average interest-earning assets. However,
the persistent low interest rate environment and decline in
HIBOR continued to tighten deposit spreads. Year-on-year,
NIM fell by 47 basis points, or 21.4%, from 2.20% to 1.73%.

Non-interest income dropped by 19% to HK$9,162m. Income
from many of our fee-generating services was down due to
the pandemic's disruptive impact on commercial activity
and consumer spending. One highlight was fee income from
stockbroking and related services, which rose by 58%, as
we benefited from increased investor activity in the second
half and the popularity of our securities trading mobile app,
Invest Express.

Net trading income and net income from financial
instruments designated at fair value through profit or loss
together grew by 18%, due mainly to increased income from

foreign exchange activities.

Net income from assets and liabilities of the insurance
business measured at fair value fell by HKS$766m to
HK$823m, reflecting unfavourable market movements in
the first half followed by some recovery in the second half.

Net insurance premium income was down by 2%, with lower
income from new business sales largely offset by more
renewals business.

Change in ECLs and other credit impairment charges
increased by HK$901m to HK$2,738m.



During the year, we proactively supported clients through
the difficulties of the pandemic by offering a number of
financial relief measures and arrangements. As at the
end of December, gross impaired loans and advances as a
percentage of gross loans and advances to customers were
0.60%. However, much of the impacted loans and advances
are secured by tangible collaterals. We believe our ratio is on
the low side of the industry average.

Operating expenses were on par with 2019. Our cost
efficiency ratio was 36.6%.

Operating profit fell by 30% to HK$20,125m. Operating profit
excluding the change in ECLs and other credit impairment
charges declined by 25% to HK$22,863m.

Investment property revaluation recorded a net deficit of
HK$636m, compared with a net surplus of HK$35m in 2019,
reflecting softer sentiment in the commercial property market.

Profit before tax was down by 33% at HK$19,414m.
Attributable profit fell by 33% to HK$16,687m.

Our capital base remains strong. At 31 December 2020,
our common equity tier 1 capital ratio was 16.8%, our tier
1 capital ratio was 18.5%, and our total capital ratio was
20.0%, compared with 16.9%, 18.7% and 20.8% respectively
at 2019 year-end.

Our strong financial fundamentals will allow us to
strategically deploy resources to maintain momentum in
our core businesses when economic activity picks up again
post-pandemic.

Moving Forward Together for Future
Success

The consequences of COVID-19 are still playing out.
Financial markets have shown some signs of improvement
since the second half of 2020, but uncertainties continue to
weigh on the real economy around the world. It could still be
some time before we see economic recovery and a gradual
return to pre-pandemic levels of business and consumer
activities. The low interest rate environment will continue
to put pressure on the net interest margin, which will also
provide challenges for us.

This year, Hang Seng will proudly celebrate 88 years of
service and connection to the Hong Kong community.
Since our founding in 1933, we have established ourselves
as a trusted brand and the leading local bank by standing
with the people of Hong Kong in good times and in bad. We
are transforming our business to enhance our long-term
capacity to positively transform the lives of customers and
the community.

With a more dynamic corporate culture and investing in
people and technology, we are building a business that will
grow together with our customers, offering innovative, best-
in-class services to support them in achieving their financial
goals. At the same time, we will continue to play an active
role in social development and environmental programmes.

2020 will be a difficult year to forget. It reminded us of the
vital importance of human connections. We have nurtured
and grown these connections with our customers and the
Hong Kong community over the past 88 years. This bond
is firm and deep. From this, we have drawn strength to
overcome many challenges in the past. We will do so again
to move past COVID-19 and build an even better and more
sustainable bank, and community, for our future generations.

Finally, on behalf of the management team and all Hang
Seng staff members, | would like to wish our Chairman,
Raymond Ch'ien, all the very best for after he retires
later this year. Over the last 13 years, we have benefitted
greatly from his wisdom and guidance. We could not have
accomplished so much without his support. We are delighted
that Independent Non-executive Director Irene Lee will be
our new Chairman. With her rich experience and far-sighted
vision, we look forward to working even more closely with
her to take the Bank to its next level of success.

Louisa Cheang
Vice-Chairman and Chief Executive
23 February 2021

ANNUAL REPORT 2020
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Management Discussion and Analysis

Our Brand Values

At Hang Seng Bank, customers are at the centre of everything
we do. In a fast-changing world, we remain steadfastly focused
on being a reliable partner for our customers, and adding value
to support them in achieving their goals and aspirations. We
anticipate customers' different needs at different life stages or
business cycles, and propose suitable financial solutions with
thought and care. We also deploy technologies progressively
and creatively to make banking and wealth management
services easier, faster and more convenient.

As a homegrown financial institution, Hang Seng shares
the drive and dreams of Hong Kong people. Young people
are key to our sustainable future. Empowering younger
generations and extending our care to the wider society and
the environment are evidence of our commitment to the
community, people, and the future.

In our day-to-day activities, we are guided by our brand values:
customer-centric, creativity, progressive technology and
corporate social responsibility.

16 HANG SENG BANK
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Customer-
centric

Customers are our partners. We
create value for them through
a holistic range of products
and services to suit a variety of
needs. From everyday banking
to lifetime financial goals,

we are by their side, offering
customer-centric solutions,
seamless service delivery

via integrated online-offline
channels and a depth of wealth
management expertise.

Management Discussion and Analysis

Proactive and
personalised

Flexible solutions

Accessibility

Saving
customers' time

ANNUAL REPORT 2020
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Creativity

With globalisation, financial
needs are becoming more
sophisticated. We take
inspiration from our customers’
needs, constantly challenging
ourselves to think out of the box
to develop flexible, innovative
and customer-friendly banking
solutions for different lifestyles
and stages of life.

Management Discussion and Analysis

@ Purposeful

AT
|';m§| Needs-oriented
™M ™M

; @ Out-of-the-box
thinking
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Progressive
Technology

At Hang Seng, technology always
comes with a human touch.
Online and offline banking blend
seamlessly, providing experiences
which complement lifestyles.
Investment, insurance, trading
and everyday transactions can

be conducted securely and
conveniently anywhere, anytime.

Management Discussion and Analysis

Omni-channel
development

| | Online and

————> mobile banking

é‘ Virtual assistants

Cyber security
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Management Discussion and Analysis

Corporate Social
Responsibility

As a financial institution with

deep roots in Hong Kong, Hang
Seng's focus extends beyond
banking. Caring for the community,
the environment and younger
generations are entrenched in our
corporate culture. We empower
young people with the skills they
need to maximise their potential. We
work to improve financial literacy,
promote sustainable financing and
address climate change concerns
to help build a prosperous and
sustainable future for Hong Kong.

Treating customers fairly

Empowering young people

Helping the underprivileged
and vulnerable

Addressing climate change

Being a responsible
employer

ANNUAL REPORT 2020
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Business Review

The widespread effects of the global COVID-19 pandemic created very difficult operating conditions in
2020. Leveraging our more agile business infrastructure and strong digital platform we were able to
smoothly handle significant shifts in how and where our customers preferred to use our services, while
also continuing to launch new innovations to make it easier and more convenient for them to meet their
financial management needs.

Gross advances to customers were HK$950bn, broadly unchanged from the end of 2019. In the
challenging operating environment, we leveraged our deep understanding of local business and close
customer relationships to focus on enhancing the quality of our lending assets rather than expanding the
size of our portfolio.

Loans for use in Hong Kong rose by 1%. Lending to corporates was on par with the previous year, while
lending to individuals grew by 4%, due mainly to increased mortgage business. Loans for use outside
Hong Kong were broadly in line with 2019 year-end.

Customer deposits, including certificates of deposit and other debt securities in issue, increased by 4% at
HK$1,304bn. We have increased our issuance of certificates of deposit in Hong Kong and the Mainland to
diversify our sources of funding. Our strong deposit base provides us with a good foundation for future growth.
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Wealth and Personal Banking

Wealth and Personal Banking recorded an 18% year-on-year
decrease in net operating income before change in ECLs and
other credit impairment charges to HK$19,663m. Operating
profit dropped by 31% to HK$10,546m and profit before tax
decreased by 32% to HK$10,470m.

Backed by our trusted brand, we leveraged our multi-channel
platform to deepen customer relationships, achieving a
7% increase in deposits and a 3% rise in lending. Despite
this solid growth in the balance sheet, low interest rates
continued to pressure margins, resulting in a 17% decline in
net interest income to HK$14,733m.

Management Discussion and Analysis

Non-interest income fell by 22% to HK$4,930m, reflecting
the impact of market volatility, investor caution and
decreases in banking transactions and card spending. Wealth
management business revenue fell by 15% year-on-year.

Amid the pandemic, there was a marked migration of
customers to our digital services. New Personal e-Banking
registrations increased by 40% year-on-year, mobile app
log-ons rose by 73% and the total number of e-Banking and
digital transactions grew by 124%.
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With a particular emphasis on younger customers,
we launched around 350 new digital solutions and
enhancements in 2020, including online and WhatsApp chat
channels, an integrated budgeting app, and SimplyFund, an
entry-level investment fund platform. We also collaborated
with multiple business partners - including New World
CLUB and SmarTone - on API initiatives to provide more
convenient and value-added banking and lifestyle services.

Leveraging our strong wealth management brand, we
launched our new Signature service to provide bespoke
banking services to high-net-worth customers. We also
continued to attract new business in other segments,
recording a 15% year-on-year rise in the Prestige and
Preferred Banking customer base.

HANG SENG BANK

Total investment services income grew by 19%. We
successfully captured increasing investment activity in the
second half with our stock trading app and swift adoption
of non face-to-face channels to stay in close touch with
customers. Strong digital and data analytics capabilities
supported enhanced frontline productivity by facilitating our
understanding and anticipation of customer needs in fluid
market conditions. This made it easier for us to proactively
offer the right products and services at the right time.

Insurance income fell by 32%, due mainly to a drop in new
business amid the pandemic. Despite the challenges, we
made good progress with our digital insurance business,
achieving an 89% increase in terms of policy count and a
59% growth in new premiums. We also launched DigilLife,
an online insurance information and policy management
platform. Active portfolio management improved investment
returns from the life insurance portfolio in the second half.



Looking at secured lending, we grew our mortgage balances
in Hong Kong by 5% and our new mortgage business
continued to rank among the top three. Our collaborations
with Midland Realty and mReferral enhanced opportunities
to make contact with potential customers and offered a more
convenient and streamlined mortgage application process.

Credit card business was adversely affected by changes in
consumer behaviour over the year. Nevertheless, we managed
to outpace the market in card spending by refocusing our
promotions to capture new consumer patterns. We also
benefited from the rejuvenation of our enJoy cobranded
card reward programme in partnership with Dairy Farm
and expanded our Cash Dollars dining rewards network
through an API collaboration with OpenRice. Our online food
& beverage transactions tripled in 2020 in terms of number,
and our e-commerce transactions, excluding travel, grew
by 31%.
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Newly Transformed
MOSTown Branch

MOSTown Branch in Ma On Shan
brings to life Hang Seng'’s ‘Branch

of the Future' service concept,

a combination of innovation and
personalised human touch. The

new branch showcases innovative
technology and service models such
as a giant, interactive digital wall,
eAppointment, eTicketing and a digital
bar, all adding up to an exciting omni-
channel banking experience that
saves time and maximises ease and
simplicity
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Commercial Banking

Commercial Banking recorded a 21% year-on-year decline
in net operating income before change in expected credit
losses and other credit impairment charges to HK$10,300m.
Operating profit and profit before tax both decreased by 42%
to HK$5,101m.

As industries faced challenging operating conditions, we
focused considerable resources on supporting our existing
customers rather than aggressively chasing new business
growth in the uncertain environment.

Net interest income fell by 20% to HK$8,307m due to
persistently low interest rates. Deposits grew by 5%. Lending
was down by 2%.

Innovation,
Collaboration,

Experience & Digital

The ICED Hub is a cool new venture in Commercial
Banking's ‘Go Digital, Go Simple’ vision. ICED

Hub draws together four cutting-edge teams
(Corporate Digital and Innovation, Business
Analytics, Transformation and Data Management,
and Information Technology) to innovate for SME
clients on their accelerated digital journeys.
Customised, creative and timely solutions are
incubated in this vibrant co-creation space where
there is also active collaboration with external

fintech organisations.

HANG SENG BANK

Although the downgrade of a few customer loans in the
difficult economic conditions led to an increase in change in
expected credit losses and other credit impairment charges,
our overall asset quality remains resilient and we continue
to be vigilant in monitoring and managing our credit risk.

Severe disruptions to commercial activity adversely affected
non-interest income, which dropped by 23% to HK$1,993m.
We moved effectively to capture opportunities when they
arose, recording a 14% increase in investment services
income from market trading activities. We also achieved
double-digit growth in syndicated loan fees and ranked no. 2
in the 2020 League Table for Hong Kong Mandated Arranger
in terms of number of syndicated lending deals.




A new Business Banking Remote Account Opening Service
allows commercial customers to open an account at any
time and from any location. As part of our strong support for
clients, we actively participated in the Hong Kong Mortgage
Corporation’s SME Financing Guarantee Scheme (SFGS).
We were the first to launch a dedicated online application
platform to make it easier for customers to apply for SFGS
loan guarantee products.

Customers can simplify and streamline cash flow
management by using our corporate API to integrate their
daily business operations with our core banking services.
Our Digital Business Banking platform provides real-time
updates on the status of payments and receivables. Our
Flexi-Fixed Deposit offers customers the ability to enjoy
preferential interest rates without needing to fix the tenor
of their deposit.

Management Discussion and Analysis

Enhancements to our customer service channels, including
our Al chatbot BERI, Live Chat and our Customer Contact
Centre, provided additional opportunities to strengthen
relationships with customers by providing services and
support for their specific needs.

Our digital innovations won us several industry awards
during the year, including 'API Project of the Year' in the
Asian Banking & Finance Wholesale Banking Awards 2020,
and ‘Best Payment Bank in Hong Kong' and ‘Best Frictionless
Transaction Award — One Collect Merchant Acquisition
Solution’ in The Asian Banker Transaction Banking Awards.
We also received the ‘Best Payment and Collection Solution’
and ‘Best in Treasury and Working Capital — SME's Hong
Kong' awards from The Asset.
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Global Banking and Markets

Global Banking and Markets recorded a 2% year-on-year
decrease in net operating income before change in expected
credit losses and other credit impairment charges to
HK$6,146m. Operating profit and profit before tax were both
broadly on par with a year earlier at HK$4,979m.

Global Markets

Global Markets recorded a 2% year-on-year increase in
net operating income before change in expected credit
losses and other credit impairment charges to HK$3,414m.
Operating profit and profit before tax both increased by 2%
to HK$2,829m.

Keep track of payments
in real-time!

Committed to —d ]

Supporting SMEs

HANG SENG BANK

Net interest income increased by 2% to HK$2,046m.
The Markets Treasury team managed interest rate risk
effectively, taking steps to proactively defend the interest
margin and achieve yield enhancement while upholding
prudent risk management standards.

Non-interest income increased by 1% to HK$1,368m.
We took actions to further diversify the revenue base and
increase product penetration rates among our commercial
and personal banking customers. The increase in volatility
in foreign exchange markets, together with the changing
interest rate environment, resulted in an increase in non-
fund income from trading and client activities.

o

Hang Seng's strong foundation is
built on a long history of working in
close partnership with Hong Kong's
SMEs. In the challenging operating
environment of 2020, we actively
supported various relief measures
launched by the government to
alleviate the pressures faced

by SMEs due to the COVID-19
pandemic. This included being the
first bank to launch a dedicated
online application platform with
documents upload function for
commercial customers to apply
for loans under the SME Financing

Guarantee Scheme.



Besides equities and structuring, trading departments
responsible for repo, foreign exchange and option trading
achieved strong revenue growth, which offset the revenue
drop in rates trading. Sales revenue remained resilient
despite the challenging market environment. Increased
investment in foreign exchange from Wealth and Personal
Banking customers and use of interest rate hedging products
by corporate customers largely offset a drop in corporate
foreign exchange.

Established as part of our commitment to diversifying our
sources of revenue, our new Repo Trading department has
become a solid source of income since its establishment in
the second half of 2019.

Global Banking

Global Banking recorded a 5% year-on-year drop in net
operating income before change in expected credit losses and
other credit impairment charges to HK$2,732m. Operating
profit and profit before tax both fell by 2% to HK$2,150m.

Net interest income fell by 6% to HK$2,372m, reflecting a
65% decline in deposit interest income in the low interest
rate environment. The drop in interest income from deposits
was somewhat offset by the 7% rise in interest income from
lending business, due largely to the success of our lending
portfolio optimisation strategy and higher demand for
stagging loans in the second half.

anagement Discussion and Anal

Customer-
centric Digital
Initiatives

Hang Seng Commercial Banking's
newest series of digital services offers
remote account opening to payment
collection to cash management, helping
businesses improve on operational
efficiency. Customers can now make use
of the Bank’s online channels to more
easily take care of their business needs
and identify business opportunities.

We recorded a 2% increase in non-interest income to
HK$360m, due mainly to fee income from credit facilities on
the back of the solid lending growth.

We also broadened our fee income stream, particularly
through our Debt Capital Markets Origination team and
effective cross-business collaboration.

Amid the challenges of the COVID-19 pandemic, we assisted
customers in need through the Principal Payment Holiday
Scheme offered by Hong Kong Monetary Authority.
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Hang Seng Indexes

Wholly owned subsidiary Hang Seng Indexes Company Limited
(Hang Seng Indexes) continued to lead the way in tracking the
performance of Hong Kong and mainland China markets from
various aspects, and in supporting the development of new
market sectors by compiling and launching new indexes.

Leveraging its deep understanding of current and future
market demand, Hang Seng Indexes enriched its suite of
offerings in 2020, adding 21 new indexes, with an emphasis
on tracking the performance of ESG investing, technology and
other ‘new economy’ sectors, as well as cross-border themes.

With more technology companies choosing to list in Hong
Kong, the Hang Seng TECH Index (HSTECH), launched in July
2020, aims to address growing investor interest in this theme
by reflecting the performance of the 30 largest innovative
technology companies in the market and serving as the basis
for various index-linked products. As the sector continues to
develop, Hang Seng Indexes aims to have the HSTECH join the
Hang Seng Index (HSI) and the Hang Seng China Enterprises
Index (HSCEI) as a third flagship index.

As the HSTECH was well received by the local and overseas
markets, different financial products linked to the HSTECH
were launched in the market. Hong Kong Exchanges and
Clearing Limited launched futures and options linked to
HSTECH in November 2020 and January 2021 respectively.
As at 2020 year-end, Hang Seng Indexes had licensed the
HSTECH for use as the basis for launching 14 different funds -
13 exchange-traded funds and an index fund —in markets such
as Hong Kong, Taiwan, Singapore, South Korea and the UK.

Hang Seng Indexes continues to keep pace with market
developments in the Hong Kong and Mainland markets by
making adjustments to constituent eligibility and universe
size for its indexes in close consultation with its stakeholders.
Following a market consultation exercise conducted in the
first quarter of 2020, weighted-voting rights companies
and secondary-listed companies from the Greater China
region are now eligible for inclusion in the HSI and HSCEI
universes. In December, the number of constituents in the
HSI was increased to 52 to ensure the leading benchmark
continues to provide the best possible coverage of the Hong
Kong market.

Start fund investment
simply with HKD 1

Explore your fund cheices with just a few steps.




As part of Hang Seng Indexes’ long-standing efforts to
support continuous improvement in corporate sustainability
and make it easier for investors to follow ESG investment
strategies, the company launched an ‘ESG Service' on its
website in September. The service provides a rich range
of ESG resources and information for investors, including
a searchable database of over 200 companies that are
constituents of the Hang Seng ESG series of indexes.

As at the end of 2020, there were 88 exchange-traded
products based on the Hang Seng Family of Indexes
worldwide — with listings on 17 different stock exchanges.
Assets under management in products passively tracking
indexes in the Hang Seng Family of Indexes at 2020 year-
end had reached a total of about US$38bn.

The total number of futures and options contracts traded on
the HSI, the HSCEI and the HSTECH Index in 2020 was over
117 million.

As at the end of 2020, Hang Seng Indexes was compiling
more than 1,000 indexes, including 164 real-time indexes.

Online Wealth
Management
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|I|I|||
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We care about the customer experience
and have been innovating different
service channels to serve customers’
needs. ‘Invest Express’ puts stock
investment at one’'s fingertips, an
essential for busy investors. To help

our customers start financial planning
early, ‘SimplyFund’ and ‘Savings Planner’
provide tailor-made solutions for young
and novice investors, guiding them to gain
wealth management insights and helping
them to manage their wealth as it grows.

Management Discussion and Analysis

Awards and Recognition

Best Bank — Domestic (Hong Kong)
(21st consecutive year)
THE ASSET

Best Domestic Bank (Hong Kong)
ASIAMONEY

Safest Bank in Hong Kong
GLOBAL FINANCE

Best Mobile Banking Application
THE ASIAN BANKER

Best in Treasury and Working Capital for SMEs
THE ASSET

Constituent Stock of Dow Jones Sustainability
Asia Pacific Index 2020
DOW JONES SUSTAINABILITY INDEX

Constituent Stock of FTSE4Good Developed Index
(Since 2001)
FTSE INDEX

Constituent Stock of MSCI Pacific ex Japan SRI Index
(Since 2015)
MSCI

Constituent Stock of Hang Seng Corporate
Sustainability Index Series (Since 2010)
HANG SENG INDEXES

Constituent Stock of Hong Kong Business
Sustainability Index (Since 2015)

THE CHINESE UNIVERSITY OF HONG KONG BUSINESS
SCHOOL

Caring Company (Since 2003)
HONG KONG COUNCIL OF SOCIAL SERVICE

Best Foreign Bank
SECURITY TIMES QUANSHANGCN

Best Institution of Syndicated Loans in Shanghai
SHANGHAI BANKING ASSOCIATION

Best Trade Finance Foreign Bank
TRADING FINANCE

Golden Wealth Management Annual Innovative Wealth
Management Product
SHANGHAI SECURITY NEWS

Best Social Responsibility Award
CHINA SOCIAL WELFARE FOUNDATION

Pioneer Cross-border Financing Bank
INTERNATIONAL FINANCE NEWS

Best Public Relations Case Study
SHANGHAI BANKING ASSOCIATION
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Financial Performance

Income Statement

Summary of financial performance

Figures in HK$m 2020 2019
Total operating income 54,322 63,341
Net operating income before

change in expected credit

losses and other credit

impairment charges 36,068 43,514
Operating expenses 13,205 13,057
Operating profit 20,125 28,610
Profit before tax 19,414 28,813
Profit attributable to
shareholders 16,687 24,840
Earnings per share (in HKS) 8.36 12.77

The impact of the COVID-19 pandemic on the global economy
and peoples’ lives made 2020 one of the most challenging
years for business in recent decades. Under the shadow of
COVID-19, many industries experienced extremely difficult
operating conditions. The economic effects of the pandemic
on the Bank's customers were the main driver of the change
in the Group’s 2020 financial performance, which compares
unfavourably with that for 2019. The decline in the Group's
income reflects stagnant lending and lower transaction
volumes, as well as decreased insurance-related income
given the volatile nature of international capital markets
particular in the first half of the year. Although the economic

Operating Profit Analysis

HK$bn
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26 B 2019 Operating profit 28,610
245 Changes due to:

24 Net interest income (5,349)
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19 credit losses (901)
18 B Operating expenses (148)
17 B Impairment loss on

16 intangible assets 10
ii 2020 Operating profit 20,125

HANG SENG BANK

outlook remains uncertain, the Group will continue to work
closely with the Hong Kong government and regulators, and
to use the strength of its balance sheet and business model
to support customers, the community and the Hong Kong
economy.

The Group delivered a resilient performance in 2020 given
the very challenging economic environment created by the
global pandemic. Net operating income before change
in expected credit losses and other credit impairment
charges was HK$36,068m, down 17%, due to lower net
interest income and non-interest income. Net interest
income was 17% lower, reflecting narrowing margins
as global interest rates fell in response to the effects of
COVID-19. Wealth management business income was
down by 14%, due mainly to subdued levels of customer
activity, a decrease in insurance business-related income
due to lower investment returns and a decline in retail
investment fund sales income, although these declines were
partly offset by growth in income from securities broking-
related services. Operating expenses went up by 1% when
compared with 2019. Change in expected credit losses and
other credit impairment charges (‘ECLs') increased by 49%
to HK$2,738m, reflecting higher charges related to stage 3
specific wholesale exposures and the impact from updates
to the forward-looking economic outlook model. This had an
adverse impact on operating profit, which dropped by 30%
to HK$20,125m. Investment property revaluation recorded
a deficit compared with a surplus for 2019, resulting in a
33% drop in profit before tax to HK$19,414m and in profit
attributable to shareholders to HK$16,687m.

Net Operating Income
(Before change in expected credit losses/
loan impairment charges)

HKS$bn
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Net interest income decreased by HK$5,349m, or 17%, to
HK$26,906m, with increased volumes from balance sheet
growth more than offset by the narrowing net interest
margin. The impact of the significant reduction in interest
rates that occurred during the year was reflected in the
full-year results, with net interest margin down by 47 basis
points to 1.73%, due mainly to balance sheet repricing. Net
interest spread declined by 40 basis points to 1.59% and
contribution from net-free funds dropped by 7 basis points
to 0.14% as a result of the decline in market interest rates.

2020

Figures in HK$m 2019

Net interest income / (expense)
arising from:
- financial assets and liabilities
that are not at fair value
through profit and loss 27,695 33,299

- trading assets and liabilities 189 299

- financial instruments
designated and otherwise
mandatorily measured at fair

value through profit or loss (978) (1,343)
26,906 32,255

Average interest-earning assets 1,553,012 1,466,871
Net interest spread 1.59% 1.99%
Net interest margin 1.73% 2.20%

Average interest-earning assets grew by HK$86bn, or
6%, to HK$1,553bn, driven by growth in average deposits.
The Markets Treasury team managed the interest rate
effectively to defend the interest margin and achieve yield
enhancement while upholding prudent risk management
standards. However, this was more than offset by the
compressed deposit spread, despite the shift of funds from
time deposits to low-cost savings and current deposits,
driven by the progressive interest rate reductions during
the year versus a higher market interest rate environment
in 2019. The low interest rate environment also led to a
reduction in contribution from net-free funds.

The HSBC Group reports interest income and interest
expense arising from financial assets and financial
liabilities held for trading and income arising from financial
instruments designated at fair value through profit and loss
as ‘Net income from financial instruments measured at fair
value through profit or loss' (other than for debt securities in
issue and subordinated liabilities, together with derivatives
managed in conjunction with them).

Management Discussion and Analysis

The table below presents the net interest income of Hang
Seng Bank, as included in the HSBC Group accounts:

Figures in HKSm 2020 2019
Net interest income and

expense reported as ‘Net

interest income’
- Interest income 35,010 43,214
— Interest expense (7,346) (9,966)
— Net interest income 27,664 33,248
Net interest income and expense

reported as ‘Net income from

financial instruments

measured at fair value through

profit or loss’ (758) (993)
Average interest-earning assets 1,513,983 1,422,968
Net interest spread 1.69% 2.14%
Net interest margin 1.83% 2.34%

Net fee income decreased by HK$86m, or 1%, to HK$6,367m,
reflecting lower levels of customer activity across the
Group's fee-generating business activities, due largely by
the effects of the pandemic. Income from retail investment
funds was down by 14%. Card services income decreased
by 22%, due mainly to lower card spending and merchant
sales. Account services fees dropped by 17%, due partly
to the removal of service fees on certain banking products.
Fee income from insurance, trade finance and remittances
fell by 7%, 18% and 42% respectively. Credit facilities fees
were down by 11%, due to lower corporate lending activity.
These declines were significantly offset by stockbroking
and related services fee income, which grew by 58% from
increased transaction volume, supported in part by the
Group' standalone securities trading app.

Net income from financial instruments measured at fair
value through profit or loss decreased by HK$382m, or
10%, to HK$3,320m.

Net trading income and net income from financial
instruments designated at fair value through profit or loss
together rose by HK$380m, or 18%, to HK$2,503m, driven
by the increase in income from foreign exchange activities.

Net income from assets and liabilities of insurance
businesses measured at fair value through profit or loss fell
by HKS$766m, or 48%, to HK$823m. Investment returns on
financial assets supporting insurance liabilities contracts
was substantially impacted, reflecting unfavourable
movement in the first half of the year with the significant

volatility in global equities prices and a partial recovery in the
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second half, compared with more favourable market movement trends in 2019. To the extent that these investment returns
were attributable to policyholders, there was an offsetting movement reported under ‘net insurance claims and benefits paid
and movement in liabilities to policyholders' or ‘movement in present value of in-force long-term insurance business (‘PVIF')’

under other operating income.

Analysis of income from wealth management business

Figures in HK$m 2020 2019
Investment services income®:
- retail investment funds 1,302 1,521
— structured investment products 447 403
— securities broking and related services 2,118 1,331
- margin trading and others 81 84
3,948 3,339
Insurance income:
- life insurance:
- net interest income and fee income 4,177 3,907
— investment returns on life insurance funds (including share of
associate's profit / (Losses), net surplus / (deficit) on property revaluation backing
insurance contracts and change in expected credit losses and other credit
impairment charges) 724 1,704
- net insurance premium income 15,301 15,652
- netinsurance claims and benefits paid and movement in liabilities to policyholders (18,254) (19,827)
- movement in present value of in-force long-term insurance business 2,082 4,559
4,030 5,995
- general insurance and others 245 263
4,275 6,258
8,223 9,597

! Income from retail investment funds and securities broking and related services are net of fee expenses. Income from structured investment products
includes income reported under net fee income on the sales of third-party structured investment products. It also includes profits generated from the selling
of structured investment products in issue, reported under net income from financial instruments measured at fair value through profit or loss.

Income from insurance business decreased by HK$1,983m,
or 32%, to HK$4,275m. Net interest income and fee income
from life insurance business rose by 7%. Investment returns
on the life insurance portfolio decreased by HK$980m, or
58%, to HK$724m, mainly driven by the unfavourable equity
market performance in 2020 as compared with a favourable
equity market performance in 2019. To the extent that these
investment returns were attributable to policyholders, there
was an offsetting movement in ‘net insurance claims and
benefits paid and movement in liabilities to policyholders' or
‘movement in PVIF' under other operating income.

Net insurance premium income fell by 2%, reflecting
lower new business sales due largely to the impact of the
pandemic, partly offset by higher renewals business. In the
challenging operating environment, the Group continued
to enrich its comprehensive range of tax and retirement

HANG SENG BANK

planning products as well as healthcare solutions to suit
different customer needs, and extended distribution to a
new non-face-to-face channel to facilitate sales amid social
distancing measures. The Group also supported customers
through concessionary measures that provide additional
COVID-19-related coverage.

Net insurance claims and benefits paid and movement
in liabilities to policyholders decreased by 8%. Despite a
strengthening of policyholders' liabilities under the regular
review of the discount rate to reflect the decrease in the
prevailing interest rate for both 2020 and 2019, the impact
was less significant for 2020 than in the previous year. The
decrease in movement in liabilities to policyholders also
reflects lower new business sales, though this was partly
offset by the recapture of a portfolio of policyholders’
liabilities that was under a tactical reinsurance arrangement.



The movement in PVIF decreased by 54%, due to lower new
business sales and lower impact arising from the above
mentioned revision of the discount rate on policyholders’
liabilities in 2020 compared with 2019. The effects of these
factors were partly offset by a positive adjustment to PVIF to
account for the sharing of unfavourable investment returns
attributable to policyholders.

General insurance income was down by 7% compared with
2019.

Change in expected credit losses and other credit
impairment charges increased by HK$901m, or 49%,
to HK$2,738m, reflecting the deterioration in the macro-
economic environment as a result of the impact of COVID-19.

Figures in HK$m 2020 2019
Loans and advances to banks

and customers 2,608 1,684
- new allowances net of

allowance releases 2,757 1,773
- recoveries of amounts

previously written off (104) (106)
— other movements (45) 17
Loan commitments

and guarantees 33 99
Other financial assets 97 54

2,738 1,837

The Bank regularly reviews its forward economic guidance
to reflect changes in the economic outlook and other factors
that may influence the credit environment. The estimated
impact of COVID-19 was incorporated in ECLs through
additional scenario analysis, which considered different
severity and duration assumptions. This included probability
weighted shocks to annual GDP and consequential impacts
on unemployment and other economic variables, with
different economic recovery assumptions.

Change in ECLs reflected a significant increase in stage 1 and
stage 2 (unimpaired credit exposures) in the first half of the
year, which reflected the then potential future losses in light
of the Group's revised economic outlook taking into account
deterioration in the forward economic outlook globally as a result
of COVID-19. The outlook and economic scenario were updated
in 4Q 2020 to reflect the improving economic environment
compared with the conditions that were anticipated at the end
of the first half, as well as the relatively improved outlook for key
economic variables such as GDP and house prices. As a result,
change in ECLs for stages 1 and 2 registered a net decrease

Management Discussion and Analysis

of HK$594m when compared with 2019, reflecting a more
resilient economic performance in 2020. Wealth and Personal
Banking (‘WPB') accounted for HK$149m of the reduction, with
the remaining HK$445m coming from Commercial Banking
(‘CMB’) and Global Banking and Markets (‘GBM'). The decrease
in ECLs for stage 1 and 2 is also partly due to the downgrade of
a handful of corporate customers from stage 2 to stage 3, which
led to larger shift between stage 2 and stage 3 ECL charges.

Change in ECLs for stage 3 and purchased or originated
credit-impaired exposures (impaired credit exposures)
increased by HK$1,495m when compared with 2019, with
the rise related largely to a small number of wholesale
credit exposures. WPB accounted for HK$286m, due mainly
to higher charges on credit card and personal loan portfolios.
The remaining HK$1,209m was due to the downgrade of
several CMB customers during the year.

Gross impaired loans and advances were up by HK$3,651m,
or 176%, against 2019 year-end at HK$5,724m. Several
impaired corporate loans through our Mainland banking
subsidiary and Hong Kong office were downgraded during
the year as a result of the COVID-19 pandemic. Taking into
account the collaterals and the ECL allowances provided, the
Group considers that the current provision level is adequate.
Gross impaired loans and advances as a percentage of gross
loans and advances to customers stood at 0.60% as at 31
December 2020, compared with 0.32% at 30 June 2020 and
0.22% at the end of December 2019. Overall credit quality
remained robust.

The Group remains vigilant and will continue to closely
monitor the market situation. Regular reviews on credit
portfolios and sectors are carried out to help identify and
mitigate any potential risks.

Expected credit losses as a percentage of gross loans and
advances to customers are as follow:

At 31 At 31
December  December
2020 2019
Expected credit losses as a
percentage of gross loans and
advances to customers 0.55% 0.37%
Gross impaired loans and advances
as a percentage of gross loans
and advances to customers 0.60% 0.22%
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Change in expected credit losses/
loan impairment charges
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Operating expenses increased by HK$148m, or 1%,
to HK$13,205m, reflecting an increase in investments,
mainly IT-related costs to enhance our digital capabilities,
depreciation and amortisation of intangible assets.

Staff costs were down by 2%, driven by lower performance-
related pay and headcount, partly offset by the salary
inflation.

Depreciation charges increased by 6%, due mainly to
higher depreciation charges on equipment and increased
depreciation of right-of-use assets. Amortisation of intangible

Operating Expenses

18.0% 16.4%

23.3%

12.5% 11.8%

2020 2019

46.2%

24.1%

47.7%

Expected credit losses/
Loan impairment allowances as
a percentage of gross loans and
advances to customers

%

0.6
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0.3
-® Total loan impairment
allowances
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allowances
® L
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allowances
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assets increased by 81%, related mainly to capitalised IT
system development costs.

General and administrative expenses were up by 1%. IT costs
increased but these were partly offset by lower marketing
and advertising expenses.

The cost efficiency ratio increased by 6.6 percentage
points to 36.6%, due mainly to the impact of lower revenue
resulting from decreased net interest income and wealth
management business income amid the pandemic.

Employee compensation and benefits
B Premises, equipment and rental
B Depreciation and amortisation*

Other operating expenses

* Included depreciation of right-of-use assets of HK$595m in 2020 (2019: HK$528m)

HANG SENG BANK



At 31 At 31
Full-time equivalent staff December  December
numbers by region 2020 2019
Hong Kong and others 7,925 8,629
Mainland 1,703 1,761
9,628 10,390

Reflecting the unfavourable property market as compared
with 2019, net surplus / (deficit) on property revaluation
recorded a net deficit of HK$636m in 2020, compared with
a net surplus of HK$35m in the previous year. Share of
profits / (Losses) of associates recorded a loss of HK$75m,
compared with a profit of HK$168m for 2019, largely
reflecting the revaluation loss of a property investment
company.

Second half of 2020 compared with first half of
2020

In this historically challenging year, the Group's first-
half results reflect the business impact of the COVID-19
pandemic, the downward movement in interest rates, and
geopolitical and macroeconomic risks around the world. The
Group's relatively more robust second-half results reflect
its actions to grow wealth management business income as
financial markets began to recover and a reduction in ECL
charges following an improvement in the economic outlook.
However, the progressive impact of lower interest rates in
the second half continued to have an adverse effect on net
interest income, leading to an overall decline in second-
half bottom-line performance. The Group will continue
to monitor the effectiveness of its strategy and to drive
business momentum to ensure it remains well-positioned
to capture business growth opportunities as markets and
economies recover.

Net operating income before change in expected
credit losses and other credit impairment charges was
HK$16,881m, down by HK$2,306m, or 12%. The impact of
the 18% fall in net interest income due to lower interest
rates was partly offset by the 8% increase in non-interest
income as economic activity began to pick up. Operating
profit decreased by HK$2,143m, or 19%, due mainly to
higher operating expenses, partly offset by lower ECL
charges. The reduction in net deficit on investment property
revaluation compared to the first half, together with a share
of profits from associates versus a share of losses from
associates resulted in a HK$1,599m, or 17%, decrease in
profit attributable to shareholders.

Management Discussion and Analysis

Net interest income decreased by HK$2,678m, or 18%, with
the increase in average balance sheet growth more than
offset by the narrowed netinterest marginin the declining low
interest rate environment. Average interest-earning assets
grew by 5%, driven by the increase in average deposits. Net
interest margin was under increased pressure, falling by 44
basis points to 1.52%, reflecting the flow-through of falling
interest rates and compressed deposit spreads. Contribution
from net-free funds was also adversely affected by the low
interest rate environment and the significant drop in HIBOR
during the last quarter of the year.

Non-interest income was up by HK$372m, or 8%, due largely
to a 32% growth in wealth management business income.
Investment services income rose by 11%, driven mainly by
increased income from stockbroking and related services,
facilitated in part by the Group's standalone securities
trading app. income also grew
strongly, rising by 56%, attributable to the success of our
active portfolio management following the partial rebound
of financial markets in the second half.

Insurance businesses

Operating expenses increased by HK$619m, or 10%, driven
mainly by higher general and administrative expenses with
increases in marketing and advertising costs and data-
processing fees. The increase in marketing and advertising
costs was to support investment services and insurance
business, which moved swiftly to capture returning business
opportunities and achieved good growth in the second half.
These increases in costs were partly offset by reduced
staff costs, due mainly to lower headcount through natural
attrition. We will continue to actively manage operating
expenses to facilitate the continued direction of resources
towards further optimising our digital capabilities.

ECL charges decreased by HK$782m, or 44%, largely due to
reduced impairment charges under stage 1 and 2 unimpaired
credit exposures, partly offset by higher impairment charges
on stage 3 impaired credit exposures. Stage 1 and 2 ECL
charges increased significantly to HK$904m in the first half,
reflecting updates to certain key variables of our prudent
model for the economic outlook to account for the challenges
of the pandemic. Subsequent updates to these variables to
reflect changes in the economic environment during the
second half, together with the impact of government support
measures, led to a HK$360m net release of stage 1 and 2 ECL
charges in the second half. Stage 3 ECL charges increased
by HK$482m when compared with first half to HK$1,338m,
reflecting the downgrade of several Commercial Banking
customers across multiple sectors, partly offset by lower
ECL charges on credit cards and personal lending.
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Net surplus / (deficit) on property revaluation recorded a lower revaluation deficit of HK$220m when compared with the first
half. Share of profits / (Losses) of associates recorded a profit of HK$12m, compared with a loss of HK$87m for the first half.

Segmental Analysis

The table below sets out the profit before tax contributed by the business segments for the years stated.

Wealth and
Personal Commercial Global Banking

Figures in HK$m Banking Banking and Markets Other Total
Year ended 31 December 2020

Profit / (loss) before tax 10,470 5,101 4,979 (1,136) 19,414
Share of profit / (Loss) before tax 53.9% 26.3% 25.7% (5.9)% 100.0%
Year ended 31 December 2019

Profit / (loss) before tax 15,371 8,795 4,960 (313) 28,813
Share of profit / (Loss) before tax 53.4% 30.5% 17.2% (L.1)% 100.0%

Wealth and Personal Banking (‘WPB’) recorded an 18%
year-on-year decrease in net operating income before
change in expected credit losses and other credit impairment
charges to HK$19,663m compared with 2019. Operating
profit dropped by 31% to HK$10,546m and profit before tax
decreased by 32% to HK$10,470m.

We leveraged advanced data analytics and our digital
platform to deepen customer relationships, strengthen
engagement and grow our portfolio. Deposit balances grew
by 7% and loans balances increased by 3% compared with
2019 year-end. The significant decline in market interest
rates during the year, resulted in a 17% drop in net interest
income to HK$14,733m.

The volatile global investment markets had an impact on
investor activity, resulting in a 22% decrease in non-interest
income to HK$4,930m. Wealth management business
revenue fell by 15%.

HANG SENG BANK

We ramped up the development of our digital infrastructure
to meet changes in banking behaviour among our customers.
The number of Personal e-Banking new registrations
increased by 40% in Hong Kong, mobile app log-ons rose
by 73% and the total number of e-Banking and digital
transactions grew by 124% year-on-year. We added new
online products and services to expand and enrich our suite
of customer-centric solutions. We delivered more than 350
new digital features and enhancements in 2020, including
online authenticated chat with our customer contact centre,
chat with our virtual assistant - HARO - via WhatsApp, our
SimplyFund investment platform that offers young and
novice investors the opportunity to begin investing with as
little as HKS$1, and new digital insurance products. We also
collaborated with multiple business partners - including
New World CLUB and SmarTone — on API initiatives to
provide more convenient and value-added banking and
lifestyle services.



Total investment services income recorded year-on-year
growth of 19%. We achieved strong securities business
growth, facilitated in part by the rolling out of new elPO
and financing features in our Invest Express Stock Trading
app. We also leveraged strong digital and data analytics
capabilities to enhance frontline productivity by facilitating
our understanding and anticipation of customer needs in fluid
market conditions. This made it easier for us to proactively
offer the right products and services at the right time.

Insurance income fell by 32%, due mainly to a drop in new
business amid the pandemic. Despite the challenges, we
achieved strong digital business growth, recording a 89%
increase in terms of policy count and a 59% rise in new
premiums, and establishing a good foundation from which
to further build our online insurance business. We also
launched DigiLife, an online platform that aims to provide
an enhanced experience for customers by making it easy
for them to view their policy details anytime, anywhere and
to purchase different insurance products online. Our active
portfolio management improved investment returns from
the life insurance portfolio in the second half.

We leveraged our extensive network to strengthen
engagement with customers in both the primary and
secondary property markets. This helped facilitate the 5%
growth in our mortgage balances in Hong Kong. Our new
mortgage business continued to rank among the top three
in Hong Kong. Our collaborations with Midland Realty and
mReferral enhanced opportunities to contact potential
customers and offered customers a more convenient and
streamlined mortgage application process.

Although card spending was adversely affected by reduced
travel and consumer spending amid the pandemic, we
launched a series of effective product and marketing
initiatives that enabled us to maintain solid momentum
and outpace the market average. Our strategy centred on
adapting to the changing priorities of our customers, with a

Management Discussion and Analysis

shift in focus towards everyday spending and e-commerce,
as well as our relaunch of the endoy Co-brand Card reward
programme. We also solicited a new partnership to further
expand our Cash Dollar ecosystem and deliver rewarding
dining experiences - both in restaurants and when ordering
deliveries online - for our cardholders. In 2020, our online
food & beverage transactions grew by three times, while
our e-commerce transactions, excluding travel, rose by 31%
year-on-year.

We continued to build solid customer relationships. Our
enhanced data analytics capabilities and more agile business
structure enabled us to anticipate changing customer needs
and act swiftly to offer suitable products and services. This
brought us new business and we recorded a 15% year-on-
year rise in the Prestige and Preferred Banking customer
base in 2020. To further expand the high-net-worth customer
base, we launched Signature, which offers personalised and
exclusive banking services to top-tier customers.

Commercial Banking (‘CMB’) recorded a 21% year-on-
year reduction in net operating income before change in
expected credit losses and other credit impairment charges
to HK$10,300m. Operating profit and profit before tax both
decreased by 42% to HK$5,101m.

Net interest income was severely impacted by the
low interest rate environment and dropped by 20% to
HK$8,307m. With the significant decline in commercial
and industrial business activities due to the impact and
challenges of the pandemic, non-interest income declined
by 23% to HK$1,993m. Our agile business structure enabled
us to move quickly to capture opportunities from market
trading activities, resulting in a 14% increase in investment
services income. We were focused on structured finance and
syndicated loans, which led to Hang Seng ranking second
in the League Table for Hong Kong Mandated Arranger in
terms of number of deals in 2020.
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Our dedication to provide swift and safe online transactions
ensured our customers experienced seamless banking
services during the COVID-19 pandemic. With our new
Business Banking Remote Account Opening Service,
commercial customers can now open an account anytime,
anywhere without the need to make an appointment or visit a
Business Banking Centre in person. Customers are also able
to apply for the loan guarantee products under Hong Kong
Mortgage Corporation's SME Financing Guarantee Scheme
(‘SFGS’) through a dedicated online application platform that
includes a documents upload function.

We further enhanced our transactional banking capabilities
to make it easier for customers to manage their operating
cash flow. We introduced Corporate API, which enables
customers to integrate their daily business operations with
our core banking services in order to increase the visibility
of account balances and transaction activities for greater
operational efficiency. Our new payment and receivables
tracker enables customers to enjoy real-time, end-to-end
tracking of the status of their outward and inward payments.
Our Flexi-Fixed Deposit product enables customers to enjoy
preferential interest rates without needed to fix the tenor of
their deposit.

Other initiatives to improve the service experience of
customers include enhancements to our digital channels,
including our desktop and mobile e-banking platforms, Al
chatbot BERI, Live Chat and Customer Contact Centre.
Supported by strong data analytics capabilities, customised
services are provided to customers at the right time via their
preferred channel.

We continued to support our customers during the pandemic

by actively participating in the SFGS. Change in expected
credit losses and other credit impairment charges increased

HANG SENG BANK

due mainly to the downgrade of a few customers with the
deterioration in the global economy. We continued to uphold
vigilant credit risk management and the overall asset quality
remained resilient.

Our commitment to digital innovation has been recognised
with awards including ‘APl Project of the Year' in Asian
Banking & Finance's Wholesale Banking Awards 2020, and
‘Best Payment Bank in Hong Kong' and ‘Best Frictionless
Transaction Award - One Collect Merchant Acquisition
Solution’ in The Asian Banker Transaction Banking Awards.
We also received ‘Best Payment and Collection Solution’ and
‘Best in Treasury and Working Capital - SME's Hong Kong'
awards from The Asset.

Global Banking and Markets (‘GBM’) recorded a 2% year-
on-year decrease in net operating income before change in
expected credit losses and other credit impairment charges
to HK$6,146m. Operating profit and profit before tax were
both broadly on par with a year earlier at HK$4,979m.

Global Banking (‘GB’) recorded a 5% year-on-year drop
in net operating income before change in expected credit
losses and other credit impairment charges to HK$2,732m.
After expected credit losses, operating profit and profit
before tax both fell by 2% to HK$2,150m.

Net interest income decreased 6% to HK$2,372m as
compared with 2019. With our lending portfolio optimisation
strategy and the strong demand for stagging loans in the
second half of the year, loan interest income grew by 7%.
Our proactive approach in offering customers tailor-made
cash management solutions helped to drive growth in the
current and savings deposits balance, which increased by
46%. However, net interest income from deposits declined
year-on-year, due mainly to the adverse impact of the low
interest rate environment.



Despite challenging market conditions, non-interest income
rose by 2% to HK$360m, due mainly to fee income from
credit facilities on the back of the solid growth in lending.

Leveraging strong customer relationships, we continued to
broaden the fee income stream, particularly through our
Debt Capital Markets Origination team and effective cross-
business collaboration. We also continued to help customers
in need through the Principal Payment Holiday Scheme
offered by HKMA amid the prolonged pandemic situation.

Global Markets (‘GM’) recorded a 2% year-on-year increase
in net operating income before change in expected credit
losses and other credit impairment charges to HK$3,414m.
Operating profit and profit before tax both increased by 2%
to HK$2,829m.

Net interest income increased by 2% to HK$2,046m.
The Markets Treasury team managed interest rate risk
effectively, taking steps to proactively defend the interest
margin and achieve yield enhancement while upholding
prudent risk management standards.

Non-interest income increased by 1% to HK$1,368m. The
increase in volatility in foreign exchange markets, together
with the changing interest rate environment, resulted in an
increase in non-fund income from trading and client activities.
Besides equities and structuring, trading departments
responsible for repo, foreign exchange and option trading
achieved strong revenue growth, which offset the revenue
drop in rates trading. Sales revenue remained steady despite
the negative impact of the COVID-19 pandemic. The increases
in foreign exchange investment by WPB customers and use
of interest rate hedging products by corporate customers
largely offset the drop in corporate foreign exchange. GM
continued with initiatives to deepen product penetration
among Bank customers through close collaboration with the
other business segments.

The new Repo Trading department has become a good
source of revenue since its establishment in the second half
of 2019, demonstrating our commitment to diversifying our
sources of revenue for sustainable business growth.

Management Discussion and Analysis

Balance Sheet Analysis
Assets

Total assets increased by HK$83bn, or 5%, to HK$1,760bn
compared with 2019 year-end, with the Group maintaining
good business momentum and advancing its strategy of
enhancing profitability through sustainable growth.

Cash and balances at central banks decreased by HK$2bn,
or 14%, to HKS$1lbn, due mainly to fund redeployment.
Trading assets were down by HK$10bn, or 22%, to HK$37bn,
mainly in Hong Kong Exchange Fund Bills.

Customer loans and advances (net of ECL allowances)
were HK$945bn, broadly unchanged from the end of 2019.
In response to the COVID-19 pandemic, the government
introduced a number of measures to support businesses
and the community. The Group actively supported these
measures and launched additional initiatives to support
retail and corporate customers. Loans for use in Hong Kong
grew by 1%. Lending to industrial, commercial and financial
sectors was broadly in line with 2019 year-end, with the
growth in wholesale and retail trade and working capital
financing for certain large corporate customers operating in
industries that are classified under the ‘Others’ sector largely
offset by the decrease in lending to property investment
and financial concerns sectors. Lending to individuals grew
by 4%, due primarily to a rise in residential mortgages and
Government Home Ownership Scheme / Private Sector
Participation Scheme / Tenants Purchase Scheme lending,
which outweighed the decrease in credit card lending due
to lower card spending. Trade finance lending decreased by
20%, due to the slowdown in global trade volumes. Loans for
use outside Hong Kong were flat year-on-year, with increased
lending by the Group's Mainland banking subsidiary offset by
loans for use outside Hong Kong granted by the Hong Kong
office.

Financial investments increased by HK$93bn, or 20%,
to HKS$555bn, reflecting the partial redeployment of the
commercial surplus in debt securities for yield enhancement
and liquidity management and the increase in insurance
financial instrument portfolios.
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Assets Deployment

At 31 December At 31 December
Figures in HKSm 2020 % 2019 %
Cash and balances at central banks 11,226 0.6 13,038 0.8
Trading assets 37,117 21 47,357 2.8
Financial assets designated and otherwise
mandatorily measured at fair value
through profit or loss 20,695 1.2 18,771 11
Placings with and advances to banks 44,357 2.5 65,807 4.0
Loans and advances to customers 944,774 53.7 942,930 56.2
Financial investments 554,720 31.5 461,704 27.5
Other assets 146,898 8.4 127,384 7.6
Total assets 1,759,787 100.0 1,676,991 100.0
Return on average total assets 1.0% 1.5%
Loans and Advances to Customers and Assets Deployment
Customer Deposits
HKsbn " 0% ) B4% 0% 2\ 76%
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Liabilities and equity

Customer deposits, including certificates of deposit and
other debt securities in issue, increased by HK$54bn, or 4%,
to HK$1,304bn against the end of 2019. Current and savings
deposits increased, but there was a drop in time deposits.

Customer Deposits

0, 0,
5.2% 8.0% 17%

10.5%

21.0% 36.6% 2019

63.3%

Shareholders’ equity

53.7%

Management Discussion and Analysis

To diversify the funding source, the Group issued more
certificates of deposit in the fourth quarter of 2020. At 31
December 2020, the advances-to-deposits ratio was 72.4%,
compared with 75.4% at 31 December 2019.

B Savings accounts
B Time and other deposits
Demand and current accounts

Certificates of deposit and other debt securities in issue

At 31 December At 31 December

Figures in HKSm 2020 2019
Share capital 9,658 9,658
Retained profits 137,580 133,734
Other equity instruments 11,744 11,744
Premises revaluation reserve 17,960 19,889
Cash flow hedging reserve 260 16
Financial assets at fair value through other comprehensive income reserve 4,557 3,296
Other reserves 1,341 473
Total reserves 173,442 169,152
Total shareholders’ equity 183,100 178,810
Return on average ordinary shareholders’ equity 9.6% 15.2%

At 31 December 2020, shareholders’ equity increased by
HK$4bn, or 2%, to HK$183bn compared with 2019 year-
end. Retained profits were up by HK$4bn, or 3%, reflecting
profit accumulation after the appropriation of dividends paid
during the year. The premises revaluation reserve decreased
by HK$2bn, or 10%, reflecting the unfavourable movement in
the commercial property market during the year. Financial
assets at fair value through other comprehensive income

reserve were up by HK$1bn, or 38%, mainly reflecting the
fair value movement of the Group's investments in financial
assets measured at fair value.

There was no purchase, sale or redemption by the Bank, or
any of its subsidiaries, of the Bank's listed securities during
2020.
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(Figures expressed in millions of Hong Kong dollars unless otherwise indicated)

Our approach to risk

Our risk appetite

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

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

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

Financial position

+  We aim to maintain a strong capital position, defined by
regulatory and internal capital ratios.

We carry out liquidity and funding management for each
operating entity, on a stand-alone basis.

Operating model

+  We seek to generate returns in line with a conservative
risk appetite and strong risk management capability.

+  We aim to deliver sustainable earnings and consistent
returns for shareholders.

Business practice

+  Wehave zero tolerance for any of our people to knowingly
engage in any business, activity or association where
foreseeable reputational risk or damage has not been
considered and / or mitigated.

We have no appetite for deliberately or knowingly
causing detriment to consumers, or incurring a breach of
the letter or spirit of regulatory requirements.

+  We have no appetite for inappropriate market conduct by
a member of staff or by any business.

HANG SENG BANK

Enterprise-wide application

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

Our risk appetite is expressed in both quantitative and
qualitative terms. It continues to evolve and expand its scope
as part of our regular review process.

The Board reviews and approves the Group's risk appetite
twice a year to make sure it remains fit for purpose. The risk
appetite is considered, developed and enhanced through:

* an alignment with our strategy, purpose, values and
customer needs;

+ trends highlighted in other Group risk reports;

+ communication with risk stewards on the developing risk
landscape;

+ strength of our capital, liquidity and balance sheet;
+ compliance with applicable laws and regulations;

+ effectiveness of the applicable control environment to
mitigate risk, informed by risk ratings from risk control
assessments;

« functionality, capacity and resilience of available systems
to manage risk; and

+ thelevel of available staff with the required competencies
to manage risks.

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

The RAS consists of qualitative statements and quantitative
metrics, covering financial and non-financial risks. It is
fundamental to the development of business line strategies,
strategic and business planning, and senior management
balanced scorecards.



Performance against the RAS is reported to the Risk
Management Meeting (‘RMM’) regularly so that any actual
performance that falls outside the approved risk appetite is
discussed and appropriate mitigating actions are determined.
This reporting allows risks to be promptly identified and
mitigated, and informs risk-adjusted remuneration to drive
a strong risk culture.

Risk Management

We recognise that the primary role of risk management is to
protect our business, customers, colleagues, shareholders
and the communities that we serve, while ensuring we are
able to support our strategy and provide sustainable growth.

We are focused upon implementation of our business
strategy and it is critical that we ensure we use active risk
management to manage the execution risks.

Our risk management framework

Management Discussion and Analysis

We will also perform periodic risk assessments, including
strategies to ensure retention of key personnel for our
continued safe operation.

We use a comprehensive risk management framework
across the organisation and across all risk types, underpinned
by our culture and values. This outlines the key principles,
policies and practices that we employ in managing material
risks, both financial and non-financial.

The framework fosters continual monitoring, promotes risk
awareness and encourages sound operational and strategic
decision making. It also ensures a consistent approach to
identify, assess, manage and report the risks we accept and
incur in our activities.

The following diagram and descriptions summarise key aspects of the risk management framework, including governance and
structure, our risk management tools and our risk culture, which together help align employee behaviour with our risk appetite.

Key components of our risk management framework

Our Values and Risk Culture

Non-executive risk governance

Risk governance
Executive risk governance

The Board approves the risk appetite, plans and performance
targets. It sets the ‘tone from the top’ and is advised by the RC.

Our executive risk governance structure is responsible for the
enterprise-wide management of all risks, including key policies
and frameworks for the management of risk within the Group.

Roles and

o arese Three lines of defence model
responsibilities

Our ‘Three lines of defence’ model defines roles and
responsibilities for risk management. An independent Risk function
ensures the necessary balance in risk / return decisions.

Risk appetite

Enterprise-wide risk
management tools

Processes and tools o
Active risk management:

identification / assessment,
monitoring, management
and reporting

The Group has several processes to identify / assess, monitor,
manage and report risks to ensure we remain within our risk
appetite.

Policies and procedures

Control activities

Internal controls

Systems and infrastructure

Policies and procedures define the minimum requirements for the
controls required to manage our risks.

Non-financial risk stewards define the minimum control standards
for managing non-financial risks.

The Group has systems and / or processes that support the
identification, capture and exchange of information to support risk
management activities.
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Risk governance

The Board has ultimate responsibility for the effective
management of risk and approves our risk appetite. It is
advised on risk-related matters by the RC.

The Chief Risk Officer, supported by the RMM, holds executive
accountability for the ongoing monitoring, assessment and
management of the risk environment and the effectiveness
of the risk management framework.

The management of regulatory compliance risk and financial
crime risk reside with the Head of Regulatory Compliance
and Head of Financial Crime Compliance respectively.
Oversight is maintained by the Chief Risk Officer in line
with his enterprise risk oversight responsibilities, through
the RMM.

Day-to-day responsibility for risk management is delegated
to senior managers with individual accountability for
decision making. All our people have a role to play in risk
management. These roles are defined using the three lines
of defence model, which takes into account the Group's
business and functional structures.

We use a defined executive risk governance structure to help
ensure there is appropriate oversight and accountability of
risk, which facilitates reporting and escalation to the RMM.

A Product Oversight Committee reporting to the RMM and
comprising senior executives from Risk, Legal, Compliance,
Finance, and Operations / IT, is responsible for reviewing and
approving the launch of such new products and services.
Each new service and product launch is also subject to an
operational risk self-assessment process, which includes
identification, evaluation and mitigation of risk arising from
the new initiative. Internal Audit is consulted on the internal
control aspect of new products and services in development
prior to implementation.

Our roles and responsibilities

All our people are responsible for identifying and managing
risk within the scope of their role as part of the three lines of
defence model.

Three lines of defence

To create a robust control environment to manage risks,
we use an activity-based three lines of defence model.
This management
and responsibilities for risk management and the
control environment.

model delineates accountabilities

HANG SENG BANK

This model underpins our approach to risk management
by clarifying responsibility and encouraging collaboration,
as well as enabling efficient coordination of risk and
control activities.

The three lines of defence are summarised below:

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

+ 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.

+ The third line of defence is our Internal Audit function,
which provides independent assurance that our risk
management, governance and internal control processes
are designed and operating effectively.

Independent risk function

The Group's Risk function, headed by the Chief Risk Officer,
is responsible for the Group's risk management framework.
This responsibility includes establishing and monitoring
of risk profiles and forward-looking risk identification and
management. The Group's Risk function is made up of
sub-functions covering all risks to our operations 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.

Responsibility for minimising both financial and non-financial
risk lies with our people. They are required to manage the
risks of the business and operational activities for which they
are responsible.

We maintain adequate oversight of our risks through various
specialist Risk Stewards, along with our aggregate overview
through Chief Risk Officer.

Risk management tools

The Group uses a range of tools to identify, monitor and
manage risk. The key tools are summarised below.



Risk appetite

The RAS is a written articulation of the aggregate level
and types of risk that the Group is willing to accept in
order to achieve its business objectives. Our risk appetite
encapsulates consideration of both financial and non-
financial risks and is expressed in both quantitative and
qualitative terms.

The RMM reviews the Group’s actual risk appetite profile
against the limits set out in the RAS regularly to enable
senior management to monitor the risk profile and guide
business activities in order to balance risk and return. The
actual risk appetite profile is also reported to the RC and
Board by Chief Risk Officer including material deviation and
related management mitigating actions.

Risk map

The Group uses a risk map to provide a point-in-time view
of its residual risk profile across both financial and non-
financial risks. This highlights the potential for these risks to
materially affect our financial results, reputation or business
sustainability. Risk stewards assign risk ratings, supported
by commentary. Risks that have an ‘Amber’ or ‘Red’ risk
rating require monitoring and mitigating action plans being
either in place or initiated to manage the risk down to
acceptable levels.

Top and emerging risks
(unaudited)

We use a top and emerging risks process to provide a
forward-looking view of issues with the potential to threaten
the execution of our strategy or operations over the medium
to long term.

We proactively assess the internal and external risk
environment, as well as review the themes identified across
our organisation and global businesses, for any risks that
may require escalation, updating our top and emerging risks
as necessary.

We define a ‘top risk’ as a thematic issue that may form and
crystallise within one year, and has the potential to materially
affect the Group's financial results, reputation or long-term
business model. It may arise across any combination of risk
types, countries or global businesses. The impact may be
well understood by senior management and some mitigating
actions may already be in place.

An ‘emerging risk' is a thematic issue with large unknown
components that may form and crystallise beyond a one-
year time horizon. If it were to materialise, it could have
a significant material impact on the Group's long-term
strategy, profitability and / or reputation. Existing mitigating
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action plans are likely to be minimal, reflecting the uncertain
nature of these risks at this stage. Some high-level analysis
and / or stress testing may have been carried out to assess
the potential impact.

Stress testing and recovery planning

The Group operates a wide-ranging stress testing
programme that is a key part of our risk management and
capital planning. Stress testing provides management with
key insights into the impact of severely adverse events on
the Group, and provides confidence to regulators on the
Group's financial stability.

Our stress testing programme assesses our capital strength
through a rigorous examination of our resilience to external
shocks. As well as undertaking regulatory-driven stress
tests, we conduct our own internal stress tests, in order to
understand the nature and level of all material risks, quantify
the impact of such risks and develop plausible business as
usual mitigating actions.

Many of our regulators - including the Hong Kong Monetary
Authority (‘HKMA') — use stress testing as a prudential
regulatory tool, and the Group has focused significant
governance and resources to meet their requirements.

Internal stress tests

Our internal capital assessment uses a range of stress
scenarios that explore risks identified by management. They
include potential adverse macroeconomic, geopolitical and
operational risk events, as well as other potential events
that are specific to the Group.

The selection of scenarios is based upon the output of our top
and emerging risks identified and our risk appetite. Stress
testing analysis helps management understand the nature
and extent of vulnerabilities to which the Group is exposed.
Using this information, management decides whether risks
can or should be mitigated through management actions
or, if they were to crystallise, should be absorbed through
capital. This in turn informs decisions about preferred capital
levels and allocations.

In addition to the Group-wide stress testing scenarios, the
Group also participate, as required, in the regulatory stress
testing programmes of the jurisdictions in which they
operate, and the stress tests of the HKMA. Functions and
businesses also perform bespoke stress testing to inform
their assessment of risks in potential scenarios.

The Group stress testing programme is overseen by the
RC and results are reported, where appropriate, to the RMM
and RC.
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We also conduct reverse stress tests each year at a group
level and, where required, at subsidiary entity level to
understand potential extreme conditions that would make
our business model non-viable. Reverse stress testing
identifies potential stresses and vulnerabilities we might
face, and helps inform early warning triggers, management
actions and contingency plans designed to mitigate risks.

Recovery and resolution plans

Recovery and resolution plans form an integral framework
in the safeguarding of the Group's financial stability.
Together with stress testing, it helps us understand the
outcomes of adverse business or economic conditions and
the identification of mitigating actions.

Key developments in 2020

There were no material changes to the policies and practices
for the management of risk in 2020. However, where
required, appropriate exceptional handling approaches
were exercised in response to Coronavirus Disease 2019
(‘COVID-19') developments.

We have been actively managing the risks resulting from the
COVID-19 outbreak and its impacts on our customers and
operations during 2020 as well as other key risks described
in this section.

In 2020, we enhanced our risk management in the following
areas:

In January 2020, we simplified our approach and
articulation of risk management through the combination
of our enterprise risk management framework and our
operational risk management framework.

We adopted the HSBC Group model risk policy and
associated standards which were revised to improve
how we manage model risk and meet enhanced external
expectations.

+  We continued to focus on simplifying our approach to
non-financial risk management. We are driving more
effective oversight and better end-to-end identification
and management of non-financial risks.

+  We continue to support the business and our customers
throughout the global pandemic, while continuing to
manage financial crime risk. We continued to invest in
both advanced analytics and artificial intelligence, which
remain key components of our next generation of tools
to fight financial crime. From 2021, we will combine our
RMM and Financial Crime Risk Management Committee
Meetings to ensure a holistic view of all risks.
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Areas of special interest
(unaudited)

During 2020, a number of areas were identified and
considered as part of our top and emerging risks because of
the effect they may have on the Group. We place particular
focus in this section on geopolitical and macroeconomic
risks, IBOR transition and risks related to COVID-19.

Geopolitical and macroeconomic risks

Our operations and portfolios are exposed to risks associated
with US-China tensions, social unrest and COVID-19, which
could lead to disruption of our operations, physical risk to our
staff and / or physical damage to our assets.

The COVID-19 outbreak dominated the political and
economic landscape through much of 2020. The twin shocks
of a public health emergency and the resultant economic
fallout have been felt around the world, and hit both
advanced and emerging markets. The closure of borders
threatened medical and food supplies for many markets,
leading to countries and territories focusing efforts on
building resilient supply chains closer to home. COVID-19
and the corresponding vaccine rollout will likely dominate
the political and economic agenda for most of 2021.

Tensions could be raised as countries compete for access
for the array of vaccines under development, approved
or pending approval, while the potential differences of
protection offered, the speed and scale with which they can
be manufactured, and the take-up rates of vaccines will
impact the speed of economic recovery.

The COVID-19 outbreak also heightened existing US-China
tensions. Tensions span a wide range of issues, including
trade, finance, military, technology and human rights. The
COVID-19 outbreak has accelerated US and Chinese efforts
to reduce mutual dependence in strategic industries such
as sensitive technology, pharmaceuticals and precursor
chemicals.

A range of tensions in US-China relations could have
potential ramifications for the Group and its customers.
These tensions may affect the Group as a result of the
impact of sanctions (including sanctions that impact the
Group's customers), as well as regulatory, reputational and
market risks.



The US has imposed a range of sanctions and trade
restrictions on Chinese persons and companies, focusing
on entities the US believes are involved in human rights
violations, information technology and communications
equipment and services, and miltary activities. In response,
China has announced a number of sanctions and trade
restrictions that target or provide authority to target foreign
officials and companies, including those in the US.

The Hong Kong Autonomy Act passed by the US provides
‘secondary sanctions' authority that allows for the imposition
of US sanctions against non-US financial institutions found
to be engaged in significant transactions with certain
Chinese individuals and entities subject to US sanctions as a
result of a US determination that these individuals or entities
engaged in activities undermining Hong Kong's autonomy.
The US has also imposed restrictions on US persons' ability
to engage in transactions in or relating to publicly traded
securities of a number of prominent Chinese companies.
China has subsequently adopted regulations providing a
framework for specific prohibitions against compliance
with, and private rights of action for damages resulting
from, measures that the government determines have an
unjustified extraterritorial application that impairs Chinese
sovereignty.

No penalties have yet been imposed against financial
institutions under any of these measures, and their scope
and application remain uncertain. These and any future
measures that may be taken by the US and China may
affect the Group, its customers, and the markets in which
we operate.

It remains unclear the extent to which the new US
administration will impact geopolitical tensions.

While UK-China relations have historically been shaped
by strong trade and investment, there are also emerging
challenges. Following the implementation of the Hong Kong
National Security Law, the UK offered residency rights and
a path to citizenship to eligible British National (Overseas)
passport holders in Hong Kong. In addition, both the UK and
Hong Kong governments have suspended their extradition
treaties with each other.

China's expanding data privacy and cybersecurity laws
could pose potential challenges to intra-Group data sharing,
especially within the Greater Bay Area (‘GBA’). China's draft
Personal Information Protection Law and Data Security Law,
if passed in their current forms, could increase financial
institutions’ compliance burdens in respect of cross-border
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transfers of personal information. In Hong Kong, there is also
an increasing focus by regulators on the use of big data and
artificial intelligence. Use of personal data through digital
platforms for GBA initiatives may need to take into account
these evolving data privacy and cybersecurity obligations.

Most developed markets, including Hong Kong, are expected
to recover from the COVID-19 crisis. However, permanent
business closures and job losses in some sectors may
prevent several developed markets from achieving pre-crisis
growth rates or activity levels in the near term.

The contraction in the global economy during 2020 has
had varying effects on our customers, with some of them
experiencing financial difficulties. This has resulted in an
increase in expected credit losses (‘ECL') and risk-weighted
assets (‘RWASs') as explained further in Credit Risk section
and Capital Management section.

Central banks have reduced interest rates in most financial
markets due to the adverse impact on the timelines and the
path for economic recovery from the COVID-19 outbreak,
which has in turnincreased the likelihood of negative interest
rates. This raises a number of risks and concerns, such as the
readiness of our systems and processes to accommodate
zero or negative rates, the resulting impacts on customers,
regulatory constraints and the financial implications given
the significant impact that prolonged low interest rates have
had, and may continue to have, on our net interest income.
For some products, we have floored deposit rates at zero or
made decisions not to charge negative rates. This, alongside
loans repriced at lower rates, will result in our commercial
margins being compressed, which is expected to be reflected
in our profitability. The pricing of this risk will need to be
carefully considered. These factors may challenge the long-
term profitability of the banking sector, including ourselves.

We continually monitor the geopolitical developments
and actively manage our credit portfolio through thematic
reviews, internal stress tests, etc. We will continue to
support our customers and manage risk and exposures as
appropriate.

IBOR transition

Interbank offered rates ('IBORs') are used to set interest
rates on hundreds of trillions of US dollars of different
types of financial transactions and are used extensively for
valuation purposes, risk measurement and performance
benchmarking.
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The UK's Financial Conduct Authority (‘FCA’) announced in
July 2017 that it will no longer persuade or require banks to
submit rates for the London interbank offered rate ('LIBOR’)
after 2021. In addition, the 2016 EU Benchmark Regulation,
which defines the minimum reliability standards for interest
rate benchmarks, has resulted in other regulatory bodies’
reassessment of benchmarks. As a result, national working
groups are actively discussing the mechanisms for an orderly
transition of the five LIBOR currencies, the Euro Overnight
Index Average (‘EONIA’), and the Singapore interbank offered
rate (‘SIBOR’) to their chosen replacement rates.

As our IBOR transition programme progresses into the
execution phase, resilience and operational risks, are
heightened due to an expected increase in the number of
new near risk-free rate ('RFR') products being rolled out,
compressed timelines for transition of legacy IBOR contracts
and the extensive systems and process changes required
to facilitate both new products and transition. This is being
exacerbated by the current interest rate environment where
low LIBOR rates, in comparison with replacement RFR,
could affect decisions to transition contracts early, further
compressing transition timelines. Regulatory compliance,
legal and conduct risks may also increase as a result of both
the continued sale of products referencing IBORs, as well as
the sale of new products referencing RFRs due to the lack of
established market conventions.

Financial risks resulting from the discontinuation of IBORs
and the development of RFR market liquidity will also affect
the Group throughout transition. The differences in IBOR and
RFR interest rates will create a basis risk that we need to
actively manage through appropriate financial hedging. As
contracts are transitioned from IBORs to RFRs, there is a risk
that the associated financial hedges will not be aligned.

The continued orderly transition from IBORs continues to
be the programme’s key objective throughout 2021 and can
be broadly grouped into two streams of work: development
of alternative rate product capabilities, and the transition of
legacy contracts.

Development of alternative rate product capabilities

The Group have been developing system and operational
capabilities for alternative rates products during 2020.
Further product releases for Sterling Overnight Index
Average (‘SONIA’) and Secured Overnight Financing Rate
(‘SOFR’) in the first half of 2021, in addition to other LIBOR
currencies through 2021. These developments have enabled
the Group to cease selling certain IBOR-related products.
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While IBOR sales do continue for a number of product lines,
IBOR exposures that have post-2021 maturities are expected
to be reduced as a result of transacting new activities in
alternative RFR products as market liquidity builds.

Transition legacy contracts

In addition to offering new alternative rate based products,
the development of new product capabilities will also help
facilitates the transition of legacy IBOR products. Hang Seng
has begun to engage clients to determine their ability to
transition in line with the readiness of the alternative rate
product availability. The COVID-19 outbreak and the interest
rate environment may have affected the ability of clients to
transition early and has resulted in compressed timelines
for IBOR transition. However, this may be mitigated in part
by the recent announcement by InterContinental Exchange
Benchmark Administration (‘IBA’), the LIBOR Benchmark
Administrator, to consult on extending the publication of most
US dollar LIBOR setting (excluding one week and two month
tenors) to enable the legacy US dollar book transition by 30
June 2023. Despite the proposed extension, regulatory and
industry guidance has been clear that market participants
should cease writing new US dollar LIBOR contracts as soon
as is practicable, and in any event, by the end of 2021. While
the extended deadline will result in additional US dollar
LIBOR transactions maturing before cessation, not all of
them will, hence it is possible that other proposed solutions,
including legislative relief, will still be needed.

For the derivatives exposures, the adoption of the
International Swaps and Derivatives Association (‘ISDA’)
protocol, which comes into effect in the first quarter of
2021, and the successful changes made by clearing house
to discount derivatives using in SOFR and Euro Short Term
Rate (“€STR’) reduce the risk of a disorderly transition of the
derivative market.

For the Group’s loan book, our businesses have developed
commercial strategies that include active client engagement
and communication, providing detailed information on RFR
products to assist our clients to transition to a suitable
alternative rate or replacement RFR product before IBOR
cessation.



Mitigating actions
+  We have put in place the IBOR transition programme to
facilitate an orderly transition to replacement rates for

our business and our clients, which is overseen by the
Chief Risk Officer;

+  We have and continue to carry out extensive training,
communication and client engagement to facilitate
appropriate selection of products, with dedicated teams
in place to support the development of, and transition to,
alternative rate and replacement RFR products;

*  We are implementing IT and operational change to
enable a longer transition window;

+ We have met 2020
implementing relevant contractual language changes
for loan products;

regulatory expectations for

+  We are targeting regulatory set and industry agreed
milestones for the cessation of new standard LIBOR
trades (sterling LIBOR in the first quarter of 2021, other
LIBORs in the second quarter of 2021) leading to a
reduction in the Group's IBOR portfolio;

+  We have assessed, monitored and are dynamically
managing risks, and implemented specific mitigating
controls as required;
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+  We continue to engage with regulatory and industry
bodies actively to mitigate risks relating to hedge
accounting changes, multiple loan conventions, and
those contracts that have no appropriate replacements
or no likelihood of renegotiation to transition (‘tough
legacy’).

Financial instruments impacted by IBOR reform
(audited)

Amendments to HKFRSs issued in October 2020 (Interest
Rate Benchmark Reform Phase 2) represents the second
phase of the project on the effects of interest rate benchmark
reform, addressing issues affecting financial statements
when changes are made to contractual cash flows and
hedging relationships as a result of reform.

Under these amendments, changes made to a financial
instrument that are economically equivalent and required
by interest rate benchmark reform do not result in the
derecognition or a change in the carrying amount of the
financial instrument, but instead require the -effective
interest rate to be updated to reflect the change in the
interest rate benchmark. In addition, hedge accounting will
not be discontinued solely because of the replacement of
the interest rate benchmark if the hedge meets other hedge
accounting criteria.

These amendments apply from 1 January 2021 with early adoption permitted. The Group has adopted the amendments from

1 January 2020.
(audited) Financial instruments yet to transition to alternative
At 31 December 2020 benchmarks, by main benchmark
USD LIBOR GBP LIBOR Others!
Non-derivative financial assets? 44,268 11,008 260
Non-derivative financial liabilities 3,101 - -
Derivative notional contract amount 113,010 761 -

! Comprises financial instruments referencing other significant benchmark rates yet to transition to alternative benchmarks (JPY LIBOR and SIBOR).

2 Gross carrying amount excluding allowances for expected credit losses.
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The amounts in the above table relate to the Group's main
operating entities and provide an indication of the extent
of the Group's exposure to the IBOR benchmarks which
are due to be replaced. Amounts are in respect of financial
instruments that:

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

have a contractually maturity date after 31 December
2021, the date by which LIBOR is expected to cease; and

« are recognised on the Group's Consolidated Balance
Sheet.

The administrator of LIBOR, IBA, has announced a proposal
to extend the publication date of most USD LIBOR tenors
until 30 June 2023. Publication of one week and two month
tenors will cease after 31 December 2021. This proposal, if
endorsed, would reduce the amounts presented in the above
table as some financial instruments included will reach their
contractual maturity date prior to 30 June 2023.

Risks related to COVID-19

The COVID-19 outbreak and its effect on the global economy
have impacted our customers and our performance, and the
future effects of the outbreak remain uncertain. The outbreak
necessitated governments to respond at unprecedented
levels to protect public health, local economies and
livelihoods. It has affected countries at different times and to
varying degrees as it has developed. The varying government
support measures and restrictions in response have added
challenges, given the rapid pace of change and significant
operational demands. The speed at which countries and
territories will be able to unwind the government support
measures and restrictions and return to pre-COVID-19
economic levels will vary based on the levels of infection,
local governmental decisions and access to and ability to roll
out vaccines. There remains a risk of subsequent waves of
infection. Renewed outbreaks emphasise the ongoing threat
of COVID-19 even in countries that have recorded lower than
average cases so far.

Government restrictions imposed around the world to limit
the spread of COVID-19 resulted in a sharp contraction in
global economic activity during 2020. At the same time,
governments also took steps designed to soften the extent
of the damage to investment, trade and labour markets. The
rapidly increasing trend of local confirmed COVID-19 cases
in Hong Kong since November 2020 would likely hit the
pace of business recovery in Hong Kong as the Government
has further tightened and prolonged the social distancing
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measures. Gradual recovery in economic activity is expected
in 2021, but this is contingent on the successful containment
of the virus and the evolution of other top risks, including
social unrest in Hong Kong and tensions between the US
and China. It also relies on the willingness and ability of
households and businesses to return towards pre-crisis
spending levels.

Hong Kong Government has deployed extensive measures to
support households and corporates. Measures implemented
by Government have included income support to households
and funding support to businesses. Some of these measures
are being extended.

Apart from Government relief measures, we have initiated
market-specific measures to support our personal and
business customers through these challenging times,
including principal moratorium, payment holidays, the
waiver of certain fees and charges, etc. for businesses
facing market uncertainty and short-term cash flow issue
and for individuals facing salary reduction. These measures
have been well received and we remain responsive to our
customers' changing needs.

The rapid introduction and varying nature of the Government
support schemes, as well as customer expectations, can
lead to risks as the Group implements large-scale changes
in a short period of time. This has led to increased operational
risks, including complex conduct considerations, increased
reputational risk and increased risk of fraud. These risks
are likely to be heightened further as and when those
Government support schemes are unwound.

At 31 December 2020, our CET1 ratio was 16.8%, compared
with 16.9% at 31 December 2019, and our liquidity coverage
ratio (‘LCR’) was 230.4%. Our capital, funding and liquidity
position is expected to help us to continue supporting our
customers throughout the COVID-19 outbreak.

The COVID-19 outbreak has led to a weakening in GDP in
Hong Kong, a key input used for calculating ECL, and there
remains the risk of more adverse economic scenarios given
its ongoing impact. Furthermore, ECL will also increase
from other parts of our business impacted by the disruption
to supply chains. The impact will vary by sectors of the
economy. The impact of the outbreak on the long-term
prospects of businesses in these sectors is uncertain and
may lead to significant ECL charges on specific exposures,
which may not be fully captured in ECL estimates. In
addition, in times of crisis, fraudulent activity is often more
prevalent, leading to potentially significant ECL charges or
operational losses.



The significant changes in economic and market drivers,
customer behaviours and government actions caused
by COVID-19 have also impacted the performance of
financial models. HKFRS 9 model performance has been
impacted over the course of 2020 which has increased
reliance on management judgement in determining the
appropriate level of ECL estimates. These models are
driven by forecasts of economic factors such as GDP and
unemployment. The significant volatility in these measures
has impacted the reliability of the model outputs. In order
to address the model limitations and performance issues,
some key models have been enhanced. These models have
been independently validated and assessed as having the
ability to deliver reliable credit loss estimates, for reducing
the reliance on management judgement. HKFRS 9 model
redevelopment will continue as the economic consequences
of the COVID-19 crisis become clearer over time as economic
conditions normalise and actual credit losses occur.

As aresult of COVID-19, business continuity plans have been
successfully implemented and the majority of service level
agreements have been maintained. We have not experienced
any major impacts to the supply chains from our third-party

Our material banking and insurance risks
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service providers due to COVID-19. The risk of damage
or theft to our physical assets or criminal injury to our
employees remains unchanged, with no significant incidents
impacting our buildings or staff. Exceptional handling to
ensure the continuity of critical customer services are being
documented through governance.

There remain significant uncertainties in assessing the
duration of the COVID-19 outbreak and its impact. The
actions taken by the various governments and central
banks, in particular in Hong Kong, mainland China, the US
and the UK, provide an indication of the potential severity
of the downturn and post-recovery environment, which
from a commercial, regulatory and risk perspective could
be significantly different to past crises and persist for a
prolonged period. A prolonged period of significantly reduced
economic activity as a result of the impact of the outbreak
would have a materially adverse effect on our financial
condition, results of operations, prospects, liquidity, capital
position and credit ratings. We continue to monitor the
situation closely, and given the novel or prolonged nature of
the outbreak, additional mitigating actions may be required.

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

Description of risks — banking operations
(audited)

Risks Arising from Measurement, monitoring and management of risk
Credit risk
Credit risk is the risk of Credit risk arises principally Credit risk is:

financial loss if a customer or
counterparty fails to meet an
obligation under a contract.

from direct lending, trade
finance and leasing business,
but also from certain other
products such as guarantees
and derivatives.

Liquidity and funding risk

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

— monitored within limits, approved by individuals within a
framework of delegated authorities; and

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

Liquidity risk is the risk that Liquidity risk arises from

the Group 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 therefore
used to fund assets, is not
sustainable over time.

mismatches in the timing of
cash flows.

Funding risk arises when
illiquid asset positions cannot
be funded at the expected
terms and when required.

Liquidity and funding risk is:

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

- assessed through theinternal liquidity adequacy assessment
process;

- monitored against the Group's liquidity and funding risk
framework; and

- managed on a stand-alone basis with no reliance on any
Group entity (unless pre-committed) or central bank unless
this represents routine established business-as-usual
market practice.
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Risks

Arising from

Measurement, monitoring and management of risk

Market risk

Market risk is the risk that
movements in market factors,
such as foreign exchange
rates, interest rates, credit
spreads, equity prices and
commodity prices, will reduce
our income or the value of our
portfolios.

Resilience risk

Exposure to market risk is
separated into two portfolios:
trading and  non-trading.
Market risk exposures arising
from our insurance operations
are discussed in ‘Insurance
manufacturing operation risk’
section.

Market risk is:

— measured using sensitivities, value at risk ('VaR') and stress
testing, giving a detailed picture of potential gains and
losses for a range of market movements and scenarios, as
well as tail risks over specified time horizons;

- monitored using VaR, stress testing and other measures;
and

— managed using risk limits approved by Chief Risk Officer.
These limits are allocated across the Group's legal entities
and business lines.

Resilience risk is the risk
that we are unable to provide

critical services to our
customers, affiliates and
counterparties as a result

of sustained and significant
operational disruption.

Regulatory compliance risk

Resilience risk arises from
failures or inadequacies in
processes, people, systems or
external events.

Resilience risk is:

- measured through a range of metrics with defined maximum
acceptable impact tolerances, and against our agreed risk
appetite;

— monitored through oversight of enterprise processes, risks,
controls and strategic change programmes; and

— managed by continual monitoring and thematic reviews.

Regulatory compliance risk is
the risk that we fail to observe
the letter and spirit of all
relevant laws, codes, rules,
regulations and standards
of good market practice, and
incur fines and penalties and
suffer damage to our business
as a consequence.

Financial crime risk

Regulatory compliance risk
arises from the risks associated
with breaching our duty to
our customers and other
counterparties, inappropriate
market conduct and breaching
otherregulatory requirements.

Regulatory compliance risk is:

— measured by reference to identified metrics, incident
assessments, regulatory feedback and the judgement and
assessment of our Regulatory Compliance teams;

- monitored against the first line of defence risk and control
assessments, the results of the monitoring and control
assurance activities of the second line of defence functions,
and the results of internal and external audits and regulatory
inspections; and

- managed by establishing and communicating appropriate
policies and procedures, training employees in them, and
monitoring activity to assure their observance. Proactive
risk control and / or remediation work is undertaken where
required.

Financial crime risk is the risk
of knowingly or unknowingly
help parties to commit or to
further illegal activity through
the Group, including money
laundering, fraud, bribery
and corruption, tax evasion,

sanctions  breaches, and
terrorist and proliferation
financing.
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Financial crime risk arises
from  day-to-day  banking
operations involving customers,
third parties and employees.
Exceptional circumstances
which  impact  day-to-day
operations may additionally
increase financial crime risk.

Financial crime risk is:

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

- monitored against the first line of defence risk and control
assessments, the results of the monitoring and control
assurance activities of the second line of defence functions,
and the results of internal and external audits and regulatory
inspections; and

- managed by establishing and communicating appropriate
policies and procedures, training employees in them, and
monitoring activity to help ensure their observance. Proactive
risk control and / or remediation work is undertaken where
required.



Management Discussion and Analysis

Risks Arising from Measurement, monitoring and management of risk

Model risk

Model risk is the potential for ~Model risk arises in both Model risk is:

adverse consequences from financial and non-financial - measured by reference to model performance tracking and

business decisions informed
by models, which can be
exacerbated by errors in
methodology, design or the
way they are used.

contexts whenever business
decision making includes

reliance on models. -

the output of detailed technical reviews, with key metrics
including model review statuses and findings;

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

- managed by creating and communicating appropriate

policies, procedures and guidance, training colleagues in
their application, and supervising their adoption to ensure
operational effectiveness.

Description of risks — insurance manufacturing operations

(audited)

Our insurance manufacturing subsidiary is separately regulated from our banking operations. Risks in the insurance entities
are managed using methodologies and processes appropriate to insurance manufacturing operations, but remain subject to
oversight at Group level. Our insurance operations are also subject to some of the same risks as our banking operations, which
are covered by the Group's respective risk management processes.

Risks

Arising from

Measurement, monitoring and management of risk

Insurance risk

Insurance risk is the risk that,
over time, the cost of acquiring
and administering an insurance
contract, and paying claims and
benefits may exceed the total
amount of premiums received
and investment income.

Financial risk

The cost of claims and benefits
can be influenced by many
factors, including mortality and
morbidity experience, as well as
lapse and surrender rates.

Insurance risk is:

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

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

— managed through a robust risk control framework which
outlines clear and consistent policies, principles and
guidance. This includes using product design, underwriting,
reinsurance and claims-handling procedures.

Our ability to effectively
match the liabilities arising
under insurance contracts

with the asset portfolios that
back them is contingent on
the management of financial
risks and the extent to which
these risks are borne by the
policyholders.

Exposuretofinancialrisks arises
from:

— market risk of changes in the
fair values of financial assets
or their future cash flows;

— credit risk; and

- liquidity risk of entities being
unable to make payments
to policyholders as they fall
due.

Financial risk is:
- measured separately for each type of risk:

- market risk is measured in terms of economic capital,
internal metrics and fluctuations in key financial
variables;

— credit risk is measured in terms of economic capital
and the amount that could be lost if a counterparty
fails to make repayments; and

- liquidity risk is measured in terms of internal metrics
including stressed operational cash flow projections;

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

- managed through a robust risk control framework,
which outlines clear and consistent policies, principles
and guidance. This includes using product design, asset
liability matching and bonus rates.
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Risk

Thefollowinginformationdescribes the Group’s management
and control of risks, in particular, those associated with its
use of financial instruments (‘financial risks'). Major types
of risks to which the Group is exposed include credit risk,
liquidity risk, market risk and insurance risk.

(a) Credit Risk

Overview

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

Credit risk management
(audited)

Key developments in 2020

There were no material changes to the policies and practices
for the management of credit risk in 2020. We continued to
apply the requirements of HKFRS 9 ‘Financial Instruments’
within Credit Risk.

Due to the unique market conditions in the COVID-19 outbreak,
we expanded operational practices to provide short-term
support to customers under the current policy framework.

Governance and structure

We have established credit risk management and related
HKFRS 9 processes throughout the Group. We continue
to actively assess the impact of economic developments
on specific customers, customer segments or portfolios.
As credit conditions change, we take mitigating action,
including the revision of risk appetites or limits and tenors,
as appropriate. In addition, we continue to evaluate the
terms under which we provide credit facilities within the
context of individual customer requirements, the quality
of the relationship, local regulatory requirements, market
practices and our local market position.

Credit risk sub-function
(audited)

With the delegation from the Board, credit approval
authorities are delegated by the Executive Committee to the
Chief Executive together with the authority to sub-delegate
them. The Credit Risk sub-function is responsible for the
key policies and processes for managing credit risk, which
include formulating the Group's credit policies and risk rating

HANG SENG BANK

frameworks, guiding the Group's appetite for credit risk
exposures, undertaking independent reviews and objective
assessment of credit risk, and monitoring performance and
management of portfolios.

The principal objectives of our credit risk management are:

+ to maintain across the Group a strong culture of
responsible lending, and robust risk policies and control
frameworks;

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

+ to ensure there is independent, expert scrutiny of credit
risks, their costs and their mitigation.

Key risk management processes
HKFRS 9 ‘Financial Instruments’ process

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

Modelling and data

We have established modelling and data processes
in various geographies, which are subject to internal
model risk governance including independent review of
significant model developments.

Implementation

A centralised impairment engine performs the expected
credit loss ('ECL’) calculation using data, which is subject
to a number of validation checks and enhancements,
from a variety of client, finance and risk systems. Where
possible, these checks and processes are performed in a
globally consistent and centralised manner.

Governance

Management review forums are established in order to
review and approve the impairment results. Management
review forums have representatives from Credit Risk and
Finance. The approvals are reported up to the Impairment
Committee for final approval of the Group's ECL for the
period. Required members of the Impairment Committee
are the heads of Wholesale Credit, Market Risk, and
Wealth and Personal Banking Risk, as well as the Chief
Financial Officer and the Chief Accounting Officer.



(a) Credit Risk

Credit risk management continued
(audited)

Key risk management processes continued
Concentration of exposure
(audited)

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

Credit quality of financial instruments
(audited)

Our risk rating system facilitates the internal ratings-based
approach under the Basel framework adopted by the Group
to support the calculation of our minimum credit regulatory
capital requirement.

Retail lending

Management Discussion and Analysis

The five credit quality classifications each encompass a
range of granular internal credit rating grades assigned to
wholesale and retail lending businesses, and the external
ratings attributed by external agencies to debt securities.

For debt securities and certain other financial instruments,
external ratings have been aligned to the five quality
classifications based upon the mapping of related customer
risk rating ('CRR’) to external credit rating.

Wholesale lending

The CRR 10-grade scale summarises a more granular
underlying 23-grade scale of obligor probability of default
(‘PD’). All corporate customers are rated using the 10- or
23-grade scale, depending on the degree of sophistication of
the Basel approach adopted 