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Part a) Company history
HSBC is one of the biggest financial banking organisations that originated from UK. The start of the organisation can be traced back in the 1865 (HSBC, 2018). Currently the organisation is operating worldwide. In this vast operation they are service close to 38 million numbers of customers. Their vision statement the organisation stated their ambition to be the leading and most respected organisation. Currently headquarter of the organisation is situated in London but they have close to 39000 offices worldwide and operating close to 67 different world markets. The services that are provided by the HSBC are the global market services, commercial banking services, wealth management services and also the respective market based retail banking services. To operate in this vast operational field the organisation employs close to 233k employees. In the year 2017 HSBC received an awarded from the Euromoney and that is the ‘world’s best bank’ (HSBC, 2018). In 2018 similar award is also received from the Euromoney as the ‘world’s best bank’ in the corporate, transaction services and others areas.
In recent times HSBC got into many controversies. One of such controversy was the 2015’s scandal. There HSBC’s operational arm in the Swiss banking helped the high net worth customers hide large amount of asset and evade taxes of large proportion. The controversy showed close to $120bn in asset and 30k account, which was helped by HSBC (Tran, 2018).  Prior to that in the 2012 the North American arm of the HSBC was investigated by the US senators for their involvement in the money laundering case for the pariah states, terrorist, and drug cartels (Rushe , 2012). This kind of scandal is not new in HSBC. One of the reasons that came up in analysis is the large size of the organisation in its worldwide operation and the difficulty faced to regulate it effectively. In recent times the pending factor in its operation has reason which has impacted their profitability. In the first quarter of 2018 the revenue of the group has increased to $13.7bn but at the same time the operating expenses has risen by 13% from the last year’s same time to $9.4bn and that is resulted in 4% drop in profit to the figure of $4.8bn (Morrison , 2018). After this performance the top leadership of the organisation stated that their primary aim is the safe business growth and their investment are in that direction. The business is expected to benefit from the better economic situation especially in Asia and rise of interest rates (Morrison, 2018). Considering all of these situations the detailed financial investigations of the organisation would be done in the following section of this report.  
Part b) Bank performance criteria and its evaluation
Calculation of the ratios for the banking performance
[image: ]
Evaluations of the ratios in critical manner
Capital adequacy ratio
 This is the ratio that is useful to understand the credit exposure in percentage of the banks that are risky. This ratio is also known as the CRAR or the ‘risk to weighted asset ratio’. This is the ratio that is used for the analysis to understand the efficiency, stability and protection level of the depositors of a particular bank. This ratio is dependent on the two different types of capital. One is called tire one and another one is tire two capital. The tier one capital is useful for the banks to continue the operation of the banks during the loss making situation by absorbing the loss amount through this capital. The next tire two capitals are useful for the bankruptcy situation when is also useful for the absorption of the losses and be able provide protection to the bank’s depositors (Krug et al., 2015). The risk weighted asset are the on and off balance sheet types of credit exposure for the banks. Apart from the on balance sheet credit the foreign exchange like agreements, guarantee and contracts are the off balance sheet exposure of credit. The calculation of this ratio is done through the following formula.
CAR= [T1 capital + T2 capital]/ risk weighted assets. 

The critical assessment of this ratio can be done in two different ways. One is the comparison done internally that is the time duration trend analysis and another approach is the industry comparison. The last five years’ trend shows that in HSBC the ratio fluctuated. Initially in the 2013 it was 17.8% then in the following two years it dropped to 15.6% and 17.2% respectively. Then the ratio again showed an upward trend and reached to 20.1% and 20.9% respectively in the 2016 and 2017. Therefore the trend is positive in the HSBC. But the position of the ratio can be understood from the industry average or the regulatory requirement. The Basal III the ratio needs to be more than 8% in the banks (Allen, 2014). Considering that the current ratio of HSBC is much higher than the required rate. Therefore it can be said that the depositor’s money is quite safe in the bank.
Common equity tier 1 capital ratio

The financial organisation or the banks keep certain amount of the common stoke aside which is also a part of the Tire 1 capital. This is done for the protection of the economy from the financial crisis like situations from the banking sectors. The ratio is calculated by dividing the value by the risk weighted assets. The losses first deducted from the Tire 1 capital structure and from the Tire 1 primarily the losses are deducted from the common stoke values (Gambacorta and Shin, 2016). As a component part of the Tire 1 capital the common equity would be lower proportion of the risk weighted assets compared to the CAR value. Following that logic the HSBC figures shows the similar trend. In the 2013 the ratio is at 10.80% which keep on increasing to the levels like 10.90%, 11.90%, 13.60% and 14.50% for the years 2014, 2015, 2016, and 2017 respectively. Therefore the trend is positive in the operation of the HSBC. One significant thing is that the CAR value of the organisation dropped a bit in the 2014 ad 2015’s operation but in case of the Common equity tier 1 capital ratio the drop is not visible and the continuous growth is seen (Krug et al., 2015). Therefore HSBC had focused on the most critical part of the bank’s capital structure and continuously adding funds to manage that. On the other hand if the regulatory requirement is seen there the Basal III states that a minimum of 4.50% needs to be kept by the end of 2019’s operation (Allen, 2014). Considering that the current position of HSBC is much better. The depositors for the HSBC can remain highly assured about their fund kept in the bank.
Lone to total asset ratio

This is the ratio that is to measure the position of the bank’s loan serving situation.  The ratio is calculated dividing the total loans outstanding of the bank by the total asset of the bank. The ratio should be kept at the minimum level in the banking operation to keep higher liquidity position in the bank’s operation (Acharya and Mora, 2015). The higher percentage posits indicates that the banks stand less chances to full fill its obligations. The defaulting risk for the bank’s operation increases. At the 2013’s end the ratio in HSBC was 48.36% and then the ratio fluctuated at 41.26%, 42.12%, 39.98% and 41.77% in the years 2014, 2015, 2016 and 2017 respectively. Therefore the bank tried to control the overall proportion of the loans compared to the total asset and the improvement was visible in the lowering of that percentage. In overall the loan to asset ratio of HSBC did not crossed the 50% market in their last five years’ of operation. Therefore the bank had more liquid asset than the less liquid one like the loans (Acharya and Mora, 2015). 
Liquidity Coverage Ratio

The liquidity of the business organisation is used for the business obligation fulfilling. The liquidity coverage ratio or the LCR is the measure of the liquid asset held by the banks that would them meets the short term obligation in their operation (Hartlage, 2012). This ratio is also useful to measure for the defence of the short term disruption in liquidity or the anticipated shock in the market. The calculation of this ratio is done by dividing the liquid assets of high quality type by the net flow of cash. This is done over a stress period of around 30 days (bis, 2013). The definitions of the high quality asset are those types of cash which are highly liquid in nature and can be easily cash convertible. The liquid asset would include the corporate debt, treasury bonds and raw cash in this part.  The Basal III regulation in the banking industry has set the standard for the LCR ratio. The exposure of the banks in the foreign exchange related dealing if become more than $10 bn or they have total consolidated asset in $250 bn, the regulation would be applied (bis, 2013). There the bank needs to start to develop this ratio from the 60% level in the 2015 to 100% level by the 2019 (bis, 2013). In 2017’s annual report of the group the total exposure from the foreign currency perspective is close to $2857972000 and in 2016 it was $3168691000 (Hsbc, 2018). . Now the analysis of HSBC would through light on the position of the organisation in this part liquidity position. The ratio of HSBC from the 2015, 2016, and 2017 are 1593.8%, 136% and 142%. Therefore HSBC is in comfortable position from the very beginning and had been able to maintain more than 100% ratio. This situation is highly favourable for HSBC. They would be more than able to sustain the disturbance in the market for more than 30 days period. 

Contemporary banking issues
There are different challenges for the banking industries in UK and those mostly are macro forces. The success of these industries and its participant would depend on two factor and those are following the long term business goals and also balancing the performance expectations in the short run. Here the combinations would be like the formation of institutions based on agility, technologically advanced and long term strategic oriented approaches. The following forces analysis would be essential for the industry 
Economic situation
The economic condition of the world is looking stable as the projected growth rate for the current year is 3.9% for the world and for the EU region it is 2.5 (imf, 2018). On the other hand the UK economic situation is showing moderate enthusiasm in the current financial year. The growth rate is expected to stay somewhere at 1% level but the political uncertainty like Brexit is creating uncertain economic situation where the investments from the corporate became causes. But the EU and the USA labour market is getting tightened. This aspect would improve the credit expansion and gains of the corporate. In recent times the FED rates are again increasing in the market and that would have reciprocation in the EU market also (deloitte, 2018). This aspect would impact the next investment cycle in the market. The falling Pound in the UK market would provide some implications to the earnings of the UK banks (Rees, 2017). On the other hand the foreign banks in the UK would find it easy to invest as they would need less Dollar equivalent fund to invest in the Pounds. On the other hand the interest rate in UK has increased in recent times to check the inflation in the market. This would attract more foreign fund in the UK financial market to gain more in term of interest (Rees, 2017). Therefore the liquidity would improve in the market but the competition would also increase in the industry.  Better economic environment worldwide would impact HSBC positively as other business organisations. The current trend of interest rate hike in different important regions of world market would improve the yield of these banks (Buch et al., 2011). On the other hand the emerging market is looking to be the most attractive part of the world economy and HSBC as an international banking organisation must be able to capitalise on this factor and also should invest in the future of these important markets.
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[image: ]
[Source: imf, 2018]
[image: ]
[Souece: Rees, 2017]
Customer centric approach
The old marketing approach is still predominant in the banking industry. The product centric and sales oriented approach is followed in the industry. The current need is the customer centric approach and there the segmentation, proper targeting would be essential for the future growth of the industry (Singh and Jain, 2017). Lack of this approach in the baking organisations would prove to be costly for the organisations as the implications of the digital innovation disruption process would create losing control of the customer as their experience would dominate their behaviour in the market. The strategies of the banking industry have undergone a sea change after the last financial crises in the market. But in recent times the perception of the fintech industries in the banking sector has changed (Nicoletti, 2017). Earlier it was considered to be a threat for the traditional banking industry but currently it is seen as the important opportunity for the industry to grow in the market. One of the important aspects of the fintech solution in the market is the gap fulfilling of the customer centric approach of the banking industry (Nicoletti, 2017). Therefore the greater application of the solution in the banking industry would improve the customer centric aspect of the operation. The result would more satisfied and loyal customer type for the banks. The embracing of the new tech solutions through partnering with the established ecosystem would also improve the agility factor for the industry. This agility would improve business sustainability and growth options. Better customer service is followed in the HSBC in their worldwide operation. In recent time HSBC has adopted the approach to use the fintech like solution to improve their performance. In recent times the business has decided to invest $15 to $17 bn in their banking operation worldwide for the technology improvement (Peyton, 2018). The organisation is also investing in the future skills and the digital capability improvement for the staffs. This holistic approach would help them to improve their customer centric approach and also improve business profitability. 
Regulations
In the banking sector globally the last financial crises is followed by strict regulations and scrutinise of the banking system. The situation has settled down for a while and the more region centric approaches of the regulation is gaining priority for the banking industries rather than the international standards. For example the guidelines of the Basel III are still pending for the banking sector (Heltman, 2017). In the USA market the liquidity and capital requirements for the banks are higher, proper resolution and recovery is planned, stress assets are tested regularly. The accountability for the top executives and an overall customer fair treatment is required in the USA market to be followed through different regulations. On the other hand in the EU region the two major regulatory requirements expected are the holding company if intermediate nature and the Directive II regime of the Markets in financial instruments (deloitte, 2018). Then there are PSD2 or the ‘Second payment service directive’ would be a regulatory requirement which would be replicated in other regions. Then the latest GDPR regulation for the more strict data protection purpose would be another obligation for the banking industry in this region. UK is currently planning to get would of the EU region and therefore the uncertainty for the regulatory process would persist for some time before thing gets cleared out. The regulations like GDPR would be implemented is similar way through UK would not be the part of EU for other aspect of the regulatory processes the banking industry in the UK must plan ahead for the maximum impact (Burgess, 2018). The implementations of these regulatory requirements in HSBC would help them be resilient in their global financial environment. The current position analysis in the above section for HSBC is showing healthy compliance record and that is useful for the future performance and also trust factor in the organisation. The regulatory compliance can also be improved thorough technology implementation. In that direction HSBC in recent time has invested and also partnering with the fintech business. One example would be the alliance with the Quantexa a start up fintech organisation helps them in checking the money laundering activity as that has increment time damaged their reputation (Flinders, 2017).  
Technology implication
The assets in the technology and technology rich process development need to be managed efficiently by the banks to generate better prospect for the business. the CIOs or the ‘chef intelligence officers’ would have to have to develop a strategic approach in this regard to influence the efficiency and cost factor to maximise the return for the organisation. In the banking industry worldwide, one of the important priorities is the modernising process in the core infrastructures in the operation. The technology based legacy infrastructure for the banks consumer lot of capital and or other resource for the smooth operation. Therefore in the banking industry this modernisation process is trending and getting more attention (ovum.informa, 2018).  The change process for the modernisation process must be able to ensure minimum internal process of disruption and maximisation of the value creation for the organisation. In this process important considerations would be technology portfolio asset management for the most value creation, selecting appropriate externalisation of the technology, proper management approach for the appropriate resource utilisation for the long term competitive advantage development for the organisation in the market (deloitte, 2017). This big change in the banking industry is a long term process but in the 2018 the industry needs to take the starting initiatives. In this regard HSBC has started their investment by looking at the future requirement. The commitment of the group to investment in the new technology close to $15 to $17bn is a positive step in that direction. This development of the legacy infrastructure would help the organisation operate with much larger size with greater efficiency. 
Risk from Cyber space
The banking system is now more interconnected, greater use of the legacy infrastructure and new technology is causing potential risk from the cyber attack. The cyber risk in the banking system is well recognised and the risk is become much more serious because of the actors that are causing risk are becoming more and more sophisticated (Carter, 2017). The banks recognition of this risk has provided more funds for the cyber security purpose, greater cooperation and communication among the different banks or the regulatory organisation. The best approaches and practices are been adopted in the banking systems. In spite of more and more effort this risk is not getting minimised as the problem is getting more and more complex (Hida, 2017).  The need is that the cyber risk factor must be the most important factor in the core decision making process. In 2015 HSBC had recognised the threat of cyber security (Reeve, 2015). Considering that the organisation decided to invest in this process. Along with this the current investments in the technology part would strength this position of the business and help the organisation be protected from this threat.  
Big and fintechs
These technology rich solutions in the banking industry have provided some great sources of change. But this fintechs were not able to develop their completive advantage generating position in the industry and therefore the competitive landscape of the industry is not highly impacted by this change process (luxembourgforfinance, 2015). The main reason for this situation in the banking industry are the higher entry barrier from the regulatory aspect, the replication or partnering or absorption of fintech and the requirement of capital, slow switching behaviour of the customers. Btu there are examples which have surpassed these barriers and able to deliver quality solutions that raised the bar for the experience wise expectation of the customers (luxembourgforfinance, 2015). The fintech business did not change the completive landscape of the industry but in recent times the big banks are coming forward to tie with them to improve their operations. The recent example of HSBC partnering with Quantexa a start up fintech organisation would be the direction for the future completive advantage developing aspect for the industry. Here Quantexa has the capability like the artificial intelligence and open source software which HSBC would be able to utilise in their operation to chef the money laundering activity (Flinders, 2017). This approach would be the future value developing approach for the banking industry. 
Workforce development
In the banking industry the automation technology and the need for higher diversity is forcing the organisations to go for reforming the workforce in the banking system. The current situation is that in the banking industry the robots can service simultaneously along with the humans, contract and permanent employee proportion selection, greater expected diversity in the talent pool, inclusion of the multi bank based freelancing jobs and the absorption of the fintech businesses (ohn Hagel et al., 2017). The focus on the technology for all the different types of customer service would not be wise approach for the industry and the human skill would still be one of the important factors for the success of the organisations. The sustainability factors like the corporate governance, social and environmental responsibility are the important aspect that the organisation needs to consider to align their workforce more close as an important strategy (Jim Eckenrode and Val Srinivas, 2016).  For the HSBC the current financial scandal is showing some important ethical and sustainability challenge for the organisation. There is concern over the too big size of the organisation to manage the operation ethically. In that respect alignment of the workforce with the organisational culture and policy direction would be important for the future operation. In the current year the organisation is investing in this process to make sure that the banking operation is safe and can restore the confidence on the system (Morrison, 2018).  In last year’s operation would wide HSBC have cut job of 100 top executive like directors or managing director’s level. This is measure of strong performance measurement (Fransen, 2017).  The organisation had recognised the contribution of the top performer in the organisation and also has taken strong action against the poor performer at the top level. This approach would improve the corporate governance of the organisation in their world wide operation. This would help them reduce the different scandal that damaged their image in the market as well as improve safe banking approach. On the other hand for the general employees of the organisation the approach of regular investment and continuous improvement is the approach (hsbc, 2018). The career and personal development of the employees is a priority for the organisation which is also aligned with the strategy and goals of the business. This approach would improve the customer service, better decision making at each level and efficiency of the business.
Part C) Treasury bill issuance
Treasury bill is a short term debt instrument for the government. This is also known as the T bill is short. Like many other country around the world UK government also uses this money market instrument. This is a risk free return instrument for the investors and a great instrument for the government from the standpoint of credit requirements (McRae and Cairncross, 2017). This is an open market based operation for the government for the regulation and fund raising. The consolidated and the national loan fund is resourced through this UK government unconditional sterling dominated money market instruments. These debt securities are eligible for the zero coupons (dmo.gov.uk, 2018).  The ‘Debt management account’ or DMO is responsible to issue and liable to pay back. The detail discussion of this financial instrument is in the following section.
Issuance regulation
The issuance of the T bills is done by DMO some time in ad hoc but most of the time in weekly manner. Sometimes the bills are issued on the basis of certain conditions and request of the counterparties who are recognised. The primary instrument for the issues of these treasury bills are the 1877’s ‘Treasury bill Act’. The amendment is done in the 1968 as ‘Treasury bill regulations’ (dmo.gov.uk, 2018). 
The HM treasury is the body that monitors the ‘National Loan Fund’s daily net cash flow, to be used for the accurate forecasting of the cash requirement or surplus position. This report is used by DMO to use instrument and making proper arrangement to fulfil the fund requirement for the central government (McRae and Cairncross, 2017). In this regard of cash management T bills are one of the useful instruments for the DMO.
The issuance of the T bills is done with a maturity period of one day to three sixty five days. The popular approach of issuing the T bills every weekly is done for the maturity of 28 days approximately or one month, 91 days approximately or 3 months, and 182 days approximately or 6 months. ISIN codes are attached with the T bills and same maturity date based existing bills fungible with it (dmo.gov.uk, 2018). The transferable process follows the one penny multiple a value. In the RTGS or ‘real time gross settlement’ and open market operation the bills can be kept as collateral. In the DBV or the ‘delivery by value’, the T bills are considered as trader class gilt. In the central depositaries of Euroclear and in CREST the T bills are also eligible to be held. 

Treasury bill primary and secondary market
The T bills in the UK market are issued on discounts. The trader or the brokers of the market are the main buyer in the primary market. The discounted mechanism works in the following way.
Say a 90 day maturity type T bill of £1000000 is issued say at 7% discount. 
Therefore the tendered price becomes £982739.73.
The yield becomes 
[17260.27/982739.73] ×368/90= 7.12%. 
In the secondary market the treasury bills can be bought by the general public. The buying source can be the Banks, brokers or the dealers, some online web portals. There the auction bidding process as weekly manner happens to issue the bills (Capie and Webber, 2013). This can be electronic as well as in the paper format. In the secondary market the bills are traded on discounts and that is the straight discounts. The broker would show only the discounted rates.  
Market size in UK
Compared to the USA T bill market the UK market is very small and less liquid also. Moreover the secondary market is less large is size. The auction activity happen more in the primary market rather than in the secondary market. 
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[Source: fred.stlouisfed, 2018]
The above graph shows the variation in yield in the T bills for last few decades in UK. 2010 onward the discounts rate has fallen from the recent highs. This in tune with the near zero interest rate in the Uk market. The T bills stock level below for the 2017-18 and 2018-19 can provide the idea of trade volume in recent times (dmo.gov.uk, 2018). 
[image: ]
[Source: dmo.gov.uk, 2018]
Participant in the market
There are different types of traders in the market who deals with these T bills. These participants are discussed below. The participant for the tender of the T bills would be a register organisation of financial institution nature. ‘Financial conduct authority’ and other such regulation are the guiding principles in this regard (dmo.gov.uk, 2018). The general approach is that the bidding for the auction is done by the institutions for themselves or for their clients. The participant can be part of the following tenders.  
Tender of weekly T bills 
At the last business day of the week the DMO would issue the T bills to the weekly traders in routine manner. The issuance is done generally on the Friday of the week and the general settlement day is the business day that follows. In addition to the above mentioned maturity day oriented, the 364 days of 12 months maturity day oriented T bills are released for the weekly traders (Capie and Webber, 2013). The trader for the 12 month T bills is still to happen in the history of treasury bills. The primary participant of the T bills is the route through which the general public can buy the T bills to the traders. In this process the general public has to purchase at list £500k value. 
Tender of Ad Hoc T bills
Occasionally the DMO also issue one to three hundred sixty four day maturity basis treasury bills which are called the Ad Hoc T Bills (Capie and Webber, 2013). The T bills for the Ad Hoc types are identical in all of the respect to the weekly T bill but that can be nonstandard and standard maturity date base T bills also. 
T bills facility bilaterally
The cash management counterparties of eligible nature when request, DMO can issue bilateral T bills. But for this issuance the DMO first needs to be satisfied about the operational requirements of cash management process. The ‘Discretionary Bilateral T bills facility’ based page would show all the require information in detailed manner (dmo.gov.uk, 2018). 

Mechanism for transaction
Weekly T bills
BAS or the ‘Bloomberg Auction System’ is the mean of submitting the bid for the T bill. In this regard the minimum nominal amount is £500k and any above the amount is the £50k’s multiple (dmo.gov.uk, 2018). The numbers of bids are not restricted. The maturity term must be specified in the bid and the money market percentage yield would be the basis. Here the competitive bidding is the approach. In ascending order the yield basis rank is developed for the biddings. The higher accepted bids as per the DMO would be basis for the selection and any bid below and at per are selected. DMO at its website put up the tender’s result. CREST’s delivery vs. payment is the basis of the settlement. At CREST the T bills at one penny multiples are held and can in the secondary market be transferred (dmo.gov.uk, 2016). In Euroclear the settlement of the onward transaction is done. Any failure in the settlement process needs to produce compensation by the unsuccessful auction bidder as they are not able to pay on the settlement’s due dates.
Ad Hoc T bills
Announcement of these processes is done by DMO of three weekly T bills’ wire service. Through this way DMO can at max have to auction of the Ad Hoc T bills. But this is not done in regular manner. In most cases these T bills are to be settled on the same day and occasionally following one or two business days. Here also the BAS system is the route to submit the bid electronically. The competitive bidding and a minimum investment of £5m as nominal along with nominal multiple of £1m after that is to be done by the bidder. The quantity, yield and maturity are to be mentioned in the bid procedure. DMO has the rights for the allotment of the rights (dmo.gov.uk, 2016). The successful bidder in this process would get an electronic or written note and a telephonic confirmation in this settlement process after the publishing of the result. The CREST would be used for deliver vs payment process. 
Bilateral T bills
In this process of issuance the market rate would prevail for the DMO’s price quotation and here the cash status of DMO and the relevant maturity would be considering points. The consideration of the request made by the counterparties in this process creating existing or new bills which would have minimum 1 day maturity term would be done by DMO. The size request is £500k at minimum level. This bilateral transaction is limitless but the maximum bar defining is in the hand of DMO. Any other maturity date oriented T bills would be clubbed together with this bilateral bill. In the settlement process the request to issue these types of bill must be notified DMO before the morning 10.30am time period on the same day (dmo.gov.uk, 2016). This process would also be there and the time 10.30am would be the target time to notify for the bills which would be have subsequent business day issuance.  
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