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HSBC is being investigated by the City watchdog over concerns about its anti-money laundering controls, 
Europe’s biggest bank revealed as it posted a shock plunge in profits that sent its shares tumbling.  

The Financial Conduct Authority (FCA) commissioned a skilled person review - a so-called "166 report" - 
into the lender during the final quarter of last year, a type of enforcement action that could result in the 
bank being hit with a fine. The investigation was launched after the monitor installed by US authorities to 
oversee improvements in HSBC’s financial crime measures flagged worries about its progress.  

It came as HSBC posted a 62pc slump in annual pre-tax profits from $18.9bn in 2015 to $7.1bn last year, 
much worse than the $14bn forecast by analysts. The sharp fall in profits was caused by an unexpected 
$3.2bn goodwill impairment HSBC took following an overhaul of its private banking business in Europe 
and a $1.7bn loss on the sale of its Brazilian operations, and sparked a 7pc slide in the bank’s share 
price.  

Revenues fell by a worse-than-forecast 20pc to $48bn after currency movements, particularly the 
Mexican peso’s weakness against the US dollar, went against the bank, while the announcement of a 
$1bn share buyback this year, which followed $2.5bn of stock repurchases in 2016, also fell far short of 
market expectations for a $2.5bn to $3bn programme.  

As a result of its lacklustre performance, the overall bonus pool for staff was cut by 12pc to $3bn.  

Investec analyst Ian Gordon said the results reflected the "very grim reality" facing HSBC. The bank itself, 
which operates in about 70 countries around the world, also warned it faced a series of risks including 
"the threat of populism impacting policy choices in upcoming European elections, possible protectionist 
measures from the new US administration impacting global trade" and Brexit.  

Boss Stuart Gulliver has been slashing overheads, including about 40,000 jobs, and retrenching from 
some countries since he took the helm in 2011 to revive HSBC’s fortunes. The lender today hiked its cost-
cutting target by $1bn to $6bn.  

It also faces considerable scrutiny over its measures to tackle to financial crime (http://
www.telegraph.co.uk/business/2016/09/26/hsbc-calls-for-revamp-of-financial-crime-rules/) after it was hit 
with a £1.2bn fine in 2012 by US authorities to settle allegations it laundered money for Mexican drug 
cartels. US lawyer Michael Cherkasky was appointed to monitor HSBC and Mr Gulliver said today that 
worries he had raised led to the British probe.  

“What the FCA are doing is running through a process to verify whether the checks and balances and 
controls we have in place in the UK are sufficiently fit for purpose,” Mr Gulliver said. “It’s quite normal for 
bank of our size and scale with 37m customers for us to find amongst our customers instances of money 
laundering, either that we have ourselves identified, the monitor has identified, or our own regulators have 
identified.”  

As a result of the monitor’s concerns and “unsatisfactory internal audits covering anti-money laundering 
and sanctions-related issues”, the bank’s remuneration committee decided to reduce part of Mr Gulliver’s 
bonus last year. His overall pay fell to £5.7m from £7.3m, although the bulk of the drop was due to wider 
changes in the way the bank rewards its top executives.  

The biggest hit to profits in 2016 came from its private bank in Europe, where HSBC wrote off the goodwill 
associated with its 1999 acquisition of Safra Republic.  

It bought the business from billionaire financier Edmund Safra and used it to expand into private banking, 
a division that is based in Switzerland subsequently become embroiled in the 2015 tax scandal (http://
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www.telegraph.co.uk/finance/newsbysector/banksandfinance/11460179/HSBC-bosses-deny-they-knew-
about-Swiss-tax-evasion.html), forcing HSBC to restructure and scale-back the unit.  

Now he has overhauled the Swiss arm, Mr Gulliver must brace for the impact of Brexit. The bank 
reiterated its forecast that the UK leaving the EU’s single market will force it to move 1,000 jobs to Paris, 
because it will be “unlawful” for the roles to remain in Britain.  

But while other international banks are also expected to shift operations into the EU, Mr Gulliver added: “I 
think within two or three years the City will have completely replaced the revenues that have moved and I 
actually think London will remain the dominant financial centre in this time zone.”  

There was no update on the bank’s hunt to find a successor to Mr Flint, who it has pledged to name this 
year.  

“You can be certain that we do not have a situation where there is a shortlist or we are close to having 
made that decision,” Mr Gulliver said, adding that while a replacement will be identified this year, it was 
possible that Mr Flint might stay on into 2018.  
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