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This a summary of key figures extracted from the consolidated financial statements disclosed
from page 43 onwards.

2018 2017
In € '000 In € '000

STATEMENT OF PROFIT AND LOSS AND OTHER COMPREHENSIVE

Net interest income 105,268 111,417
Net fee and commission income 418,038 433,295
Profit before taxes from continuing operations (148,383) 173,272
NET PROFIT FOR THE YEAR (196,474) 91,206
2018 2017
In € '000 In € '000
ASSETS
Cash and cash balances with central banks 6,238,261 11,785,679
Derivative financial instruments 295,091 106,223
Loans and advances to customers 6,535,177 9,338,026
Investment securities 12,517,744 14,430,990
Other assets 244,831 548,659
Property, plant and equipment 7,228 5,823
Goodwill and other intangible assets 9,291 427,573
Tax assets 53,220 27,260
TOTAL ASSETS 25,900,845 36,670,233
LIABILITIES
Derivatives financial instruments 304,085 125,936
Financial liabilities measured at amortized cost 22,298,108 32,961,281
Other liabilities 283,902 328,171
Provisions 15,140 4,990
Tax liabilities 27,130 43,234
TOTAL LIABILITIES 22,928,364 33,463,612
TOTAL EQUITY 2,972,480 3,206,621
TOTAL LIABILITIES AND EQUITY 25,900,845 36,670,233

CLIENT ASSETS

Assets under custody (€ trillions) 2.4 3.6
TOTAL 2.4 3.6
PERSONNEL

Number of employees (full time employee equivalent)

In Belgium 604 585
Abroad 858 879
TOTAL 1,462 1,464
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Letter from the CEO

2018 has been a transition year for The Bank of New York Mellon SA/NV (BNY Mellon SA/NV).
During this year, in line with BNY Mellon’s Group strategy, BNY Mellon affiliates started
redirecting their global custody flows towards the BNY Mellon’s US Banking entity’s global sub-
custody network and will only use the BNY Mellon SA/NV’s network going forward for T2S
markets. BNY Mellon SA/NV’s balance sheet and income have decreased accordingly and
historical goodwill recorded in its books have notably been impaired to reflect, amongst others,
the impacts of that Group’s strategy. The realignment among the different BNY Mellon banking
entities will continue in 2019.

The main objective of the realignment is to make the group simpler for our customer to
understand, for our regulators to regulate and resolve, and specifically to align customer's
network provider to their contracting entity.

As a result, in 2018, BNY Mellon SA/NV has seen a decrease in its net fee and commission,
and inits netinterestincomes. Areturn on equity of 6.5% was achieved excluding an exceptional
charge related to an impairment on the goodwill recorded within its Brussels headquarters, its
Amsterdam, Dublin, Frankfurt and Milan branches and its subsidiary in Frankfurt. Excluding the
exceptional charge, the net profit after taxes amounts to 207 million euros which represents a
decrease of 12% compared to 2017.

Our net fee and commission income has decreased by 3.5% in 2018. This result is mainly due
to lower Asset Servicing, Alternative Investment Services and Corporate Trust fees driven by
client migrations to other banking entities of the BNY Mellon Group and a decrease in
intercompany services fees as a result of above planned 2018 strategic initiatives. Our
investment portfolio decreased by 13% at year-end in comparison with 2017 while our balance
sheet decreased by 29% over the same period. However the active management of this
Investment Portfolio, within the framework of our Investment Guidelines and Risk Appetite, and
the review of the assets in the portfolio have led to a decrease of only 5.5% in net interestincome
in 2018. Our strategy, business model, and organizational design enable us to be responsive
to environmental factors and forces driving change, which remain dominated at this time by
regulatory, political and economic events and opportunities such as the United Kingdom’s
decision to leave the European Union.

We support clients and deliver Investment Services (Asset Servicing, Broker Dealer Services,
Depository Receipts and Corporate Trust) and Markets (Foreign Exchange, Collateral and
Segregation, Liquidity Services) products through our Branch and Subsidiary network in
Belgium, Germany, The Netherlands, Ireland, Italy, France, Luxembourg, and the UK. Clients
appreciate the financial strength of both BNY Mellon SA/NV and our parent, the BNY Mellon
Group. The European business and footprint is a key component of the Group’s business and
strategy, and BNY Mellon SA/NV contribute to this strategy in Europe. We have undertaken,
and continue to undertake, adjustments to the operations of BNY Mellon SA/NV so that we may
provide a wider range of services to clients domiciled in the European Economic Area.

Together with our employees, the Executive Team and the Board of Directors, we are working

to support our clients and to continue to provide them innovative and long-term solutions within
the rewarding framework of the BNY Mellon Group and considering markets developments.

Leonique Van Houwelingen
Chief Executive Officer
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REPORT OF THE BOARD OF DIRECTORS"

! This report was established according to the article 119 of the Belgian Company Code.
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1. Profile: The Bank of New York Mellon SA/NV

The Bank of New York Mellon SA/NV (“BNY Mellon SA/NV” hereafter) is a wholly owned
subsidiary of The Bank of New York Mellon. The Bank of New York Mellon is the main banking
entity of The Bank of New York Mellon Corporation (BNY Mellon).

BNY Mellon is an NYSE listed financial holding company focusing its activities on Investment
Management (Asset and Wealth Management) and Investment Services (Asset Servicing,
Corporate Trust, Global Markets, Global Collateral Services, Depository Receipt Services and
Broker Dealer Services). Investment Services represents approximately 95% of the fee
revenues of BNY Mellon.

History

The Bank of New York Mellon SA/NV was established as a Belgian public limited
30/9/2008 liability company.

10/3/2009 Banking license granted.

Merger with BNY Mellon Asset Servicing BV leading to the creation of branches
in Amsterdam, London, Frankfurt and Luxembourg and a representation office
1/10/2009 in Copenhagen.

(1/10/2010 BNY Mellon acquired BHF Asset Servicing and FSKAG in Germany)

Mergerwith BNY Mellon Asset Servicing Gmbh. FSKAG becomes fully an owned
1/6/2011 subsidiary.

1/12/2011 Creation of the Paris branch.
12/2012 Status of Assimilated Settlement Institution was granted.

Merger with The Bank of New York Mellon (Ireland) Limited, creating the Dublin
branch.
1/02/2013 Merger with The Bank of New York Mellon (Luxembourg) S.A. leading to the
integration of the activities of The Bank of New York Mellon (Luxembourg) S.A
1/04/2017 into the existing Luxembourg branch and the creation of a branch in Milan.

Headquartered in Brussels, BNY Mellon SA/NV distributes products and services through its
branch network in Europe and is BNY Mellon’s largest banking subsidiary in the Europe, Middle-
East and Africa (EMEA) region and focuses its activities on the Investment Services segment.
Its main activity is Asset Servicing, which is provided both to third party and to internal clients
within The Bank of New York Mellon group (BNY Mellon group).

BNY Mellon SA/NV is strategically important for the BNY Mellon group as it is the primary
contracting entity for Asset Servicing in Europe. BNY Mellon SA/NV will be the custody bank
for the European Union (EU) and the distribution channel for business lines servicing our target
market of Collective Investment Schemes, Pensions, Banks and Corporates in the EU. In the
role as custodian, BNY Mellon SA/NV will act as the custodian for EU assets for affiliate
companies as well as the global custodian for clients in the EU. BNY Mellon SA/NV is also the
servicing entity for Investment Services and markets products for the BNY Mellon group. BNYM
SA/NV operates through its headquarters in Brussels, a network of seven branches, as well as
the representative office in Copenhagen and a subsidiary in Germany (BNY Mellon Service
Kapitalanlage-Gesellschaft). Any expansion across EU markets will be lead through the
expansion of BNY Mellon SA/NVs branch network. Resources and funding over the next years
will be dedicated to execute on regulatory driven initiatives, major corporate change programs
and infrastructure developments.

12
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The UK'’s decision to leave the EU (“Brexit”) willimpact BNY Mellon SA/NV going forward. Back
in February 2016 BNY Mellon launched a Brexit Program sponsored by EMEA regional
management. In order to ensure full preparedness for Brexit, the BNY Mellon Group and BNYM
SA/NV have been planning for a Hard Brexit scenario and have continued continue to monitor
negotiations between the UK and the EU carefully and are thoughtful as to whether the execution
of the plans can or should be adjusted to reflect relevant developments. Based on its Operating
Model, BNY Mellon remains favorably positioned to support its clients with stability and
optionality through BNY Mellon SA/NV in the EU, BNY Mellon International Limited in the UK,
as well as through branches of BNY Mellon’s US Institutional Bank. BNY Mellon SA/NV’s Brexit
programme ties to the Group’s programme.

The Investment Services segment generates substantial operational cash balances that are
managed by the Treasury of BNY Mellon SA/NV that appropriately balance the risk/return
rewards.

The client base of BNY Mellon SA/NV consists of international institutional clients investing in
or issuing financial assets. Main client segments are pension funds, insurance companies,
financial institutions and asset managers.

As any bank incorporated in Belgium, BNY Mellon SA/NV is subject to dual supervision: for
conduct matters, this supervision is exercised by the Financial Services and Markets Authority
(FSMA); for prudential matters, this supervision is exercised by the European Central Bank,
together with the National Bank of Belgium, because BNY Mellon SA/NV is a significant bank
within the Single Supervision Mechanism. As assimilated settlement bank, BNY Mellon SA/NV
is also supervised by the National Bank of Belgium.

In the context of the regular review and audit, the regulators are formulating recommendations
and BNY Mellon SA/NV is following up on these recommendations and has detailed plans to
address them.

1.1. Business Model

BNY Mellon SA/NV’s business model is consistent with the BNY Mellon’s business model in
providing investment services across the entire investment lifecycle and being largely fee-driven.

Around 88% of revenue is provided by non-interest fee income, providing a more annuity-like
revenue stream that is less sensitive to stress scenarios. This results in a stable deposit base
and revenue streams, even during periods of market stress. In addition, BNY Mellon SA/NV
experiences alow level of non-performing assets as a majority of its clients are large corporations
and financial institutions. Furthermore, the bank is currently not active in lending but only in
operational loans performed in the context of contractual settlement. Those exposures are
covered through a lien on the assets. Our balance sheet is characterized by highly liquid assets
and a robust capital structure. Furthermore, the balance sheet is liability driven and managed
in a way that ensures access to external funding sources at competitive rates if it would be
required in a stress condition. Overall BNY Mellon SA/NV’s business model is structured in a
way that benefits from periods of global growth.

1.2. Services and Products
Asset Servicing
Asset Servicing primarily comprises Global and Local Custody services but also includes

Depositary Services, Institutional Accounting, Fund Accounting, Transfer Agency services,

13
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Capital Markets Trading Desk, Derivatives 360° - Middle Office and Derivatives Margin
Management, Middle Office Operations Services and Depositary Receipts.

Global Custody is the main service provided by BNY Mellon SA/NV. It provides custodial services
for clients including services selected and utilized by owners of securities (or their advisors) to
assistin providing instruction capture, settlement, corporate actions and income and tax services
related to their securities. Global Custody collects all revenues on behalf of its clients and alerts
clients to take all required actions as owners.

As a result of the Brexit, it is intended that client contracts will be novated or repapered for the
following Asset Servicing Products:

» Custody

» Depositary

* Fund Administration

* Transfer Agency

BNY Mellon SA/NV is providing global custodian services primarily to European Economic Area
based clients and BNYM SA/NV will remain a global custodian for BNY Mellon for the Target2
(direct) markets in Continenal Europe.

As of 31 December 2018, BNY Mellon SA/NV had €2.4 trillion in Assets under Custody.

Issuer Services
* Corporate Trust
BNY Mellon SA/NV offers Corporate Trust services, acting in a broad range of agency
roles including, but not limited to: trustee, registrar, issuing and paying agent, common
depository, exchange agent, custodian and collateral/ portfolio administration.

» Depositary Receipt Services
BNY Mellon SA/NV Dublin Branch performs certain operational activities relating to
Depository Receipts, predominantly issuance and cancellation. Depository Receipts
facilitate cross-border investment solutions for companies and investors. They are
negotiable financial securities issued by a bank to represent foreign companies’ publicly
traded securities, allowing them to have their stocks traded in foreign markets.

Clearing, Markets and Client Management
* Foreign Exchange
BNYM SA/NV provides foreign exchange services that enable clients to achieve their
investment, financing and cross-border objectives.

» Collateral Management and Segregation
BNYM SA/NV acts solely as a servicing entity providing services contracted by BNYM
acting as tri-party agent for transactions related to securities lending and repurchase
(“repo”) agreements, or acting as an administrator, providing segregation services for
any type of transaction requiring segregation of collateral

» Liquidity Services and Segregation
BNYM SA/NV provides sales and client service to clients enabling clients to view, transact
and generate reporting for their daily liquidity activities via an on-line platform.

* Broker-Dealer Services

Broker-Dealer Global Clearing provides Settlement and Custody services for fixed-
income and equity securities.

14
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BNY Mellon SA/NV provides most of these products to its international client base. BNY Mellon
SA/NV clients contract with BNY Mellon SA/NV for all of the above services except Depositary
Receipt Services, and, Collateral Management and Segregation. BNY Mellon SA/NV only
provides the latter services to other legal entities within The Bank of New York Mellon (BNY
Mellon) group. BNY Mellon SA/NV’s main service is Global Custody (part of Asset Servicing).

The drivers of various businesses within BNY Mellon SA/NV are considered below:

» The drivers for financial results of the Asset Servicing business include:

a) Levels of client transaction activity;
b) Volatility of the securities markets; and
¢) Market value of assets under administration and custody.

» Market interest rates impact the earnings on client deposit balances.

» Broker-dealer fees depend on the level of activity in the fixed income and equity markets
and on the financing needs of clients, which are typically higher when the equity and fixed
income markets are volatile.

» Foreign Exchange (FX) trading revenues are influenced by the volume of client transactions,
the spread realized on these transactions, market volatility in major currencies, the level of
cross-border assets held in custody for clients, the level and nature of underlying cross-
border investments and other transactions undertaken by corporate and institutional clients.

Business expenses principally are driven by correspondent expenses, staffing levels and
technology investments.

On the assumption of a Hard Brexit, BNY Mellon SA/NV will
» expand the following Markets product offering:
> Foreign Exchange;
o Liquidity Services;
o Investment Advisory Services;
and
» will add the following Markets products:
o Securities Finance
o Collateral Management

2. External Factors Influencing BNY Mellon SA/NV

Interest rates remained at a low level in 2018. The European Central Bank (ECB) kept its
negative interest rate unchanged while the Bank of England and Federal Reserve rates have
been increased during 2018 but were still low compared to historical rates.

Despite the difficult market conditions, BNY Mellon SA/NV has succeeded to slightly increase
its Net Interest Margin mainly due to negative interests re-charge to clients, and active
management of the balance sheet.

The value of the US dollar had increased steadily in 2018. Nevertheless, the currency risk of
BNY Mellon SA/NV and its financial impact were limited.

“Brexit” is another key external factor that will influence BNY Mellon SA/NV. However, lots of

uncertainties remain at this stage on exactly what will happen and when and we did not see
any impact in 2018 yet.
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BNY Mellon is well-positioned against competition thanks to BNY Mellon Group’s legal entities
rationalization strategy. BNY Mellon has a unique selling proposition that fits the needs of our
clients, with BNY Mellon SA/NV positioned as the “European Bank”.

3. Business Evolution in 2018
3.1. Main Events
BNY Mellon has continued to implement its three-bank model in 2018.

As a result, BNY Mellon SA/NV did successfully execute in July 2018 the 75% sale of client
contracts of London Branch to other affiliates, resulting in the phased transfer of BNY Mellon
SA/NV customers to BNY Mellon’s London Branch. Most of the client migrations have been
now executed and residual ones are expected to be transferred out in the course of 2019 year.

The BNY Mellon Brussels Branch operating model initiative has now been finalized resulting in
the transfer of about 95% of BNY Mellon’s Brussels Branch clients to other branches of BNY
Mellon’s US Institutional Bank and the remaining part to the BNY Mellon SANV.

The “Brexit” vote has had limited impact in 2018, with continued analysis by the lines of business
on the impact on their products and review of their potential future offering in the EU through
BNY Mellon SA/NV in preparation of the actual exit of the UK from the EU.

Finally, the completion of BNY Mellon UK Trust and Depositary initiative to transfer some
BNY Mellon SA/NV clients into the Bank of New York Mellon International Limited (“BNYMIL")
is now almost complete. BNYMIL is now positioned to be the contracting entity for all UK fund
clients for trustee or depositary services.

3.2. Analysis of Financial Figures

The netloss after tax of BNY Mellon SA/NV amounted to -€196.5 million in 2018, down by 315%
compared to the net income of €91.2 million in 2017, resulting in a negative -6.6% return on
equity in 2018 (vs positive 2.8% in 2017). The reported loss is explained by the impairment of
goodwill and intangibles of €403 million. Excluding this one-off adjustment, net fees and
commissions income have decreased by -€15 million mainly due to lower Asset Servicing,
Alternative Investment Services and Corporate Trust fees driven by client migrations resulting
from planned 2018 strategic initiatives (Brussels Branch Operating Model and sale of client
contracts of London Branch to other affiliates) and client exit.

The balance sheet has largely decreased at year end of 2018 at spot by -29.4%. On the assets
side (at spot), a -€5.5 billion decrease is noted in Central Bank Placements and -€2.2 billion in
Fixed Income Securities driven by client migrations in 2018 and maturity of securities,
respectively.

BNY Mellon SA/NV’s interest margin is down by -€6.1 million (-5.5% decline vs 2017) driven
mainly by the increase in USD interest rate.

The negative net results after tax has resulted in a negative return on assets of -0.76% in 2018
(vs positive 0.25% in 2017).
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4. Structure and Corporate Governance

4.1. Structure of BNY Mellon SA/NV

As at 31 December 2018 BNY Mellon SA/NV has seven branches across Europe, a
representative office in Copenhagen and a subsidiary based in Frankfurt?. The structure of BNY

Mellon SA/NV is shown below.

Shareholding Structure and the agenda of the General Meetings
The shareholder structure of BNY Mellon SA/NV is given in the table below.

Shareholder Structure on 31 December 2018

Number of ordinary shares

The Bank of New York Mellon (BNY Mellon) 1,672,016 99.9999%
BNY International Financing Corporation (BNY IFC) 1 0.0001%
Total 1,672,017 100%

2 Due to their nature and activities, the following two legal entities were not taken into account:
Stichting Administratiekantoor BNY Mellon Global Custody (The Netherlands)

BNY Mellon Global Custody B.V. (The Netherlands)

These two entities are not material due to the fact that their sole reason for existence is to hold securities not listed in the Netherlands
for Dutch clients to ring fence them from own securities as a result of the then applicable Dutch securities laws. However, as older
contracts with Dutch clients still make reference to these entities, they are still in place.
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The Bank of New York Mellon (“BNY Mellon”) is located at 240 Greenwich Street, New York,
New York 10286, United States and is a subsidiary of The Bank of New York Mellon Corporation
(the group’s holding company). BNY International Financing Corporation (“BNY IFC”) is a
subsidiary of BNY Mellon. BNY IFC is located at the same address as BNY Mellon and holds
1 share of BNY Mellon SA/NV. The annual meeting of shareholders of BNY Mellon SA/NV is
held each year on the last Tuesday of the month of May. The items on the agenda of the annual
meeting of shareholders typically include:

» approval of the annual accounts and allocation of profits;
» review of directors’ report and statutory auditor’s report;
» appointment and resignation of directors;

» discharge of liability of directors and statutory auditor.

4.2. Composition and Activities of the Board and its Committees

The table below shows the members of the Board and its committees on 31 December 2018>:

Non-Executive Directors

Independent Chair of the Audit Committee and Independent Member of the

Marie-Helene Cretu Remuneration Committee and Independent Member of the Risk Committee

Peter Johnston Member of the Audit Committee

Hani Kablawi Member of the Remuneration Committee

Independent Chair of the Board of Directors, Independent Member of the Audit
Olivier Lefebvre Committee and Independent Member of the Nomination Committee and
Independent Member of the Remuneration Committee

Independent Chair of the Risk Committee, Independent Member of the Audit

Carol Sergeant Committee and Independent Member of the Remuneration Committee

Executive Directors

Chief Executive Officer
Member of the Executive Committee

Chief Risk Officer
Member of the Executive Committee

Chief Operations Officer
Member of the Executive Committee

Leonique van Houwelingen

Hedi Ben Mahmoud

Annik Bosschaerts

Chief Financial Officer
Eric Pulinx Deputy Chief Executive Officer
Member of the Executive Committee

® The Board recommended to the shareholders the appointment of Todd Gibbons and Dan Watkins as Non-Executive Directors of
the Company, subject to regulatory approval. This approval hasn’'t been provided yet.

The Board recommended to the shareholders the appointment of Olivier Lefebvre as Chair of the Remuneration Committee and
the Nomination Committee, subject to regulatory approval. This approval was received on 21 March 2019.

The Board recommended to the shareholders the appointment of Leonique van Houwelingen as Chair of the Executive committee
and Chief Executive Officer, subject to regulatory approval. This approval was received on 21 March 2019.
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Changes in the composition of the Board and the Committees in 2018

During the year 2018, the main changes to the composition of the Board and its Committees
were:

On 29 January 2018 James Wiener was appointed as member of the Board of Directors
and he resigned from his mandate on 7 February 2018.

As of 31 March 2018, Laura Ahto resigned as member of the Board of Directors, Chair of
the Executive Committee and Chief Executive Officer.

Report on the activities of the Board

The primary responsibilities of the Board of Directors are to define the strategy and risk policy
of BNY Mellon SA/NV and to supervise BNY Mellon SA/NV’s management.

The main duties and responsibilities of the Board of Directors of BNY Mellon SA/NV include,
but are not limited to:

defining the general business strategy, objectives and values of the Company in line with
these of The Bank of New York Mellon;

plan and monitor the implementation of the general business strategy, objectives and values
within the Company;

fixing the Company’s risk tolerance level and regularly reviewing and approving the
strategies and policies relating to the taking, management, follow-up and mitigation of risks;
supervising the management of the Company’s significant risks and ensuring adequate
resources are allocated to it;

approving the capital adequacy position and ensuring changes in the Company consider
capital impacts;

approving the recovery plan;

approving the liquidity recovery plan;

supervising effectively the Executive Committee and the decisions taken by the Executive
Committee;

drawing up annual and interim reports and accounts;

assessing regularly (at least once per year) the efficiency of the internal organisation and
system of internal control of the Company and its compliance with applicable laws and
regulations;

assessing the proper functioning of the Company’s independent control functions (risk,
internal audit and compliance); ensuring the integrity of the accounting and financial
reporting systems and assessing regularly (at least once per year) the efficiency of the
internal control structure, in particular regarding the financial reporting process;

ensuring thatthe Company’s internal governance - as translated into its Internal Governance
Memorandum - is appropriate to its business, size and organization;

approving the Internal Governance Memorandum and ensuring it is kept up-to-date and
submitted to the supervisory authority;

approving and reviewing regularly (at least once per year) the Company’s remuneration
policy, and supervising its implementation;

selecting and evaluating the members of the Executive Committee and reviewing the
process for the selection, evaluation, and development of other key managers (in particular
the Chief Risk Officer, Chief Compliance Officer, Chief Internal Auditor);

ensuring the succession planning for key managers;

reviewing the Company's processes for protecting the Company's assets and reputation;
approving policies and procedures as may be required by law or otherwise appropriate;

19
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* reviewing the Company's processes for compliance with applicable laws, regulations and
the internal policies including the Code of Conduct;
» overseeing the process of external disclosure and communications.

The structure of the Board’s Committees and report on its activities

The Board has set up an Executive Committee exclusively composed of Board members
entrusted with the general management of the Company with the exception of (i) the
determination of the strategy and general policy of the Company and (ii) the powers reserved
to the Board by Law or by the Articles of Association. The members of the Executive Committee
are executive directors.

The Board may create advisory committees within the Board and under its responsibility in view
of performing its responsibilities more efficiently. As at 31 December 2018, the Board had four
advisory committees: the Audit Committee, the Risk Committee, the Nomination Committee
and the Remuneration Committee. Those committees must be established by the Board in
accordance with the requirements of the Belgian Banking Law.

The Audit Committee assists the Board in fulfilling its oversight responsibilities in respect of: (i)
the integrity of the BNY Mellon SA/NV financial reporting process and financial statements; (ii)
the efficiency of BNY Mellon SA/NV internal control and risk management systems, (iii) the
performance of the BNY Mellon SA/NV internal audit function, and (iv) the statutory auditor’s
gualifications, independence, provision of additional services and performance.

The Risk Committee advises the Board on the Company’s overall current and future risk appetite
and strategy and assists the Board in overseeing the implementation of that risk strategy by the
Executive Committee. The Risk Committee also assists the Board in fulfilling its oversight
responsibilities with regard to the risk management of BNY Mellon SA/NV, as well as the
compliance with legal and regulatory requirements and the controls to prevent, deter and detect
fraud.

The Nomination Committee makes recommendations to the Board with respect to the
nomination of the BNY Mellon SA/NV'’s directors and to the composition of the Board and its
committees.

The Remuneration Committee assists the Board in fulfilling its responsibilities in respect of
remuneration within BNY Mellon SA/NV including its branches and subsidiary. The
Remuneration Committee’s main duty is to advise the Board in defining the Remuneration Policy
of BNY Mellon SA/NV. The Remuneration Committee is in charge of the preparation of Board’s
decisions relating to the remuneration, in particular where such remunerations have an impact
on BNY Mellon SA/NV’'s risks and risk management, including the remuneration of the
independent control functions. The Remuneration Committee is also responsible for reviewing:
(i) BNY Mellon SA/NV’s remuneration policy statement (“Remuneration Policy Statement”) in
light of applicable laws, regulations and Corporate policies; (i) the compensation plans
(“Compensation Plans”) applicable within BNY Mellon SA/NV against the Remuneration Policy;
and (iii) practices, including awards paid, in light of the Remuneration Policy, applicable laws
and regulations and Corporate policies.

The Executive Committee (“ExCo”) of BNY Mellon SA/NV has been established by the Board
of Directors in accordance with Article 24 of the Act of 25 April 2014 on the status and oversight
of credit institutions and Article 524bis of the Belgian Companies Code. The ExCo has been
entrusted with the general management of BNY Mellon SA/NV with the exception of (i) the
determination of the strategy and general policy of BNY Mellon SA/NV and (ii) the powers
reserved to the Board by Law or the Articles of Association. The ExCo is responsible for running
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the general management of BNY Mellon SA/NV within the strategy and the general policy defined
by the Board and for ensuring that the culture across BNY Mellon SA/NV facilitates the
performance of business activities with integrity, efficiency and effectiveness. The ExCo shall
review corporate initiatives including strategic initiatives, financial performance, new business
initiatives, policy changes, controls and organizational development. The ExCo has
responsibility across all Lines of Business performed in or that impact BNY Mellon SA/NV and
its branches and subsidiary.

In addition, the ExCo may create sub-committees under its responsibility and delegate them
some of its responsibilities in view of performing its responsibilities more efficiently.
Responsibilities were delegated by the ExCo to the following sub-committees:

* Risk Management Committee

» Belgian Asset and Liability Committee
» Credit Risk Oversight Committee

» Capital and Stress Testing Committee
» Business Acceptance Committees
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4.3.

External Functions Performed Outside of the Group

The following table provides an overview of the external functions performed outside of the BNY
Mellon group by the directors (as at 31 December 2018):

Name of the
BNY h Capital
Mellon SA/ - DL E0 T - Listed clpliEL
Function at in which an Location Type of company External connection
BNY Mellon SA/NV external (country)  activities (YIN) mandate (title) with SA/NV
function is (Y/N)
exercised
Independent Chair of the Environmental Chairman of the
Board of Directors, Climact sa Belgium N N
Independent Member of the g consultancy Board
Audit Committee,
Olivier Lefebvre | Independent Member of the
Nomination Committee and f
Independent Member of the SG;ﬂkgo Management L b 'Igeatlj Estate N nd dent N
Remuneration Committee f uxembourg un ndependent Director
Ginkgo Management Management
sarl Il
Independent Chair of the | CoDiese & GRC & Finance i
AuditpCommittee, PREF-X SAS France consultancy N Director N
. . Independent Member of the
ggtls-Helene Remuneration Committee -
and Independent Member Independent Director,
of the Risk Committee N Assets Chair of the Audit
Montpensier Finance France Management N Committee and of the N
Company Remuneration
Committee
Threadneedle Solutions | United Private :
Independent Chair of the | Limited Kingdom company N Director N
Risk Committee,
Carol Sergeant Independent Member of the | British Standards United
Audit Committee and Strategy and Policy Kingdom Not for profit N Chairman N
Independent Member of the | Committee 9
Nomination Committee
Danske Bank A/S Denmark g?ﬁ?&zl Y Deputy Chairman N
Non-executive Director,
Peter Johnston | Member of the Audit
Committee
Non-executive Director,
’ Arab Bankers . s .
: : Member of the Fn United Financial Board Member
Hani Kablawi Remuneration Committee GSKSOC'at'OH London, Kingdom services N N
Hedi Ben Chief Risk Officer, Member
Mahmoud of the Executive Committee
Annik Chiebeperaﬂons Officer,
Member of the Executive
Bosschaerts Committee
Febelfin - Bankin: . Trade Non-executive
Deputy Chief Executive Association ¢ Belgium Association N Director N
Eric Pulink Officer, Chief Financial
Officer, Member of the -
Executive Committee Eﬂ:g Private Bank & | gg|oiim Credit Institution N Independent Director N
Dutch Foreign Bankers’ | The Trade
. Chief Executive Officer. Association (FBA) Netherlands Association N Board Member N
Leonique van Iy
" Member of the Executive
Houwelingen Committee American Chamber of Trad
merican Chamber o . rade
Commerce Belgium Association N Board Member N

No director has declared a personal conflict of interest that would give rise to the application of

article 523 of the Belgian Companies Act.

4.4,

Individual and Collective Competency/Skills

In order to ensure that the members of the Board Committees have individually and collectively
the adequate skills in order for each Board Committee to properly fulfill its role and duties, the
Nomination Committee reviewed the composition of the Board Committees.

22



THE BANK OF NEW YORK MELLON SA/NV

The Nomination Committee confirmed that the respective membership of the following Board
Committees is adequate in order for such Board Committees to be collectively competent to
fulfill the following respective responsibilities and for each of its respective members to have
the necessary skills, knowledge and experience to understand and assess the following
respective aspects:

» the Audit Committee for the review of the Company’s financial reporting activities,
accounting and audit;

The Chair of the Audit Committee, Marie-Hélene Crétu is an independent non-executive
director. She has over 30 years of diversified and multicultural leadership and managerial
experience mostly in the financial industry, with proven track record in defining strategy and
value proposition, creating business start-ups or reorganising the business and managing
operations until self-supporting. Mrs. Crétu has significant experience in finance, operations,
audit and compliance in various financial company environments, with extensive
international exposure through global project leadership and company directorship and
strong knowledge of global cash and derivatives markets and their key players. She held
various leadership positions at Cargill Investor Services Paris, London and Chicago during
10 years, a global clearer on derivative markets. Mrs. Crétu worked for Ernst & Young as
an auditor and for exchanges (MTS, NYSE-Euronext), defining and implementing strategy
and business development.

» the Risk Committee for the review of the Company'’s risks and system of internal controls;

» the Nomination Committee for the exercise of relevant and independent judgment on the
composition and functioning of the Board and its Committees and the suitability of the
committees’ members; and

» the Remuneration Committee for the exercise relevant and independent judgment on the
Company’s remuneration policy and on the incentives.

As part of this exercise, the Nomination Committee also reviewed the chairmanship of each of
those Board Committees. Further to the review of the general composition of the Board and its
committees and the suitability assessments of those directors exercising responsibilities on the
Board Committees, the Nomination Committee concluded that each director is fit and proper
for their respective functions and that the Board Committees possess collectively the necessary
balance of skills and experience to adequately fulfill their respective role and responsibilities.

The membership of each director in Board committees is available in section 4.3. of this report.

5. Subsequent Event

The Brexit was finally not executed on March 29, 2019 because of political deadlock in the UK
Parliament.

In preparation of the Brexit, BNY Mellon SA/NV has started to expand some of the existing
market activities and to deliver new products and services.

The clients of BNY Mellon International Limited, Luxembourg Branch were transferred at book
value from to the BNY Mellon SA/NV, Luxembourg Branch in the first quarter of 2019. As a
result, the balance sheet of BNY Mellon SA/NV increased by € 3.1 billion.
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6. Proposal of Allocation of Net Income

The net loss for the year amounts to € (196) million. Retained earnings as of the end of 2018
amount to € 1,198 million.

According to Belgian company law, the legal reserve of BNY Mellon SA/NV has to be funded
until it reaches at least 10% of its capital, i.e. €172 million done through annual contributions of
5% of the net income of the year based on BEGAAP annual accounts. Given the loss incurred
in 2018, the board of directors will propose to the shareholders to approve that no legal reserve
shall be allocated for the 2018 financial year.

The Board proposes not to distribute any dividend in 2018.

Allocation of Loss In Mio €

Loss of the current year 196
Allocation to the legal reserve -
Dividend of the current year -
Loss brought-forward 196

The Board has formally adopted a (non-)dividend policy by which all profits are systematically
carried forward and recommended the same for approval to the shareholders’ meeting. On 17
May 2011, the shareholders unanimously ratified this Board resolution. During 2018, the Board
continued to apply the (non-)dividend distribution policy.

7. Contingent Liability

Claims — Legal actions

In 2013 a Swedish Arbitral Tribunal issued an award of over USD500m against the Republic of
Kazakhstan (“RoK”) in favour of Anatolie Stati, Gabriel Stati, Ascom Group S.A. and Terra Raf
Trans Traiding Ltd (together the "Stati Parties"). This award has been upheld by the Swedish
Supreme Court. The Stati Parties have sought to legally enforce this award in numerous
jurisdictions against RoK'’s assets held by any party. In October 2017 BNYM SA/NV London
Branch (“SA/NV") was served with a conservatory garnishment order in Belgium, ordering SA/
NV to freeze certain assets belonging to RoK and its National Fund. Accordingly, and in
compliance with SA/NV’s legal obligations, SA/NV froze assets held by its client, the National
Bank of Kazakhstan (“NBK?"), for the National Fund. On 25 May 2018 the amount of the Belgian
freeze was reduced, but remains in place pending the outcome of further legal proceedings in
England regarding the nature of the relationship among RoK, NBK and SA/NV and the accuracy
of SA/NV’s prior statements as the garnishee in the Belgian proceedings. Previously, the English
High Court and Court of Appeal dismissed NBK/RoK's lawsuit against SA/NV where court rulings
were sought stating that SA/NV were not contractually entitled to freeze the assets in question.
The outcome of these matters is highly uncertain and as a result it is not currently practicable
to estimate any impact.

German authorities are conducting investigations of past “cum/ex” trading. Historically, such
trading involved the purchase of equity securities on or shortly before the dividend date but
settled after that date, creating a risk that a party could obtain a potentially unwarranted refund
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of withholding tax. German tax law was later amended to prevent parties from obtaining
potentially unwarranted refunds through cum/ex trading. In some instances, the authorities
have taken the view that past cum/ex trading may have resulted in tax avoidance or evasion,
and have demanded repayment of certain tax refunds. The Bank of New York Mellon SA/NV
(“BNYM SA/NV”) and its subsidiary BNY Mellon Service Kapitalanlage-Gesellschaft mbH
(“BNYM KAG"), have been informed by German authorities that the authorities are investigating
potential cum/ex trading by certain third-party investment funds, where BNYM SA/NV had
acquired entities in 2010 (the “Acquired Entities”) that served as depositary and/or fund manager
for those third-party investment funds. BNYM SA/NV has received preliminary information
requests from the authorities relating to activity prior to the 2010 acquisitions that could trigger
potential tax liabilities. BNYM SA/NV is cooperating fully with those requests. Neither BNYM
SA/NV nor BNYM KAG has received any tax demand concerning cum/ex trading. The
agreement under which BNYM SA/NV acquired the Acquired Entities includes an indemnity for
tax liabilities from the sellers that we intend to pursue as necessary. The outcome of these
matters is highly uncertain and as a result it is not currently practicable to estimate any impact.

BNY Mellon SA/NV has entered into an agreement under which it will provide financial

support to enable BNY Mellon Service Kapitalanlage-Gesellschaft mbH to meet any tax
payment obligation or civil law claims arising from cum-ex trades.

8. Research & Development

There are no research & development activities performed by BNY Mellon SA/NV.

9. Risk Management

BNY Mellon SA/NV acknowledges risk taking as a fundamental characteristic of providing
financial services. It is inherent to the business of banking and arises in every transaction BNY
Mellon SA/NV undertakes. The capacity to take risk and pursue profits is constrained by the
balance sheet and the reputation of the BNY Mellon brand in the marketplace as well as by
regulatory requirements.

BNY Mellon SA/NV’s risk management framework maintains a capable, effective, adequately
resourced and forward looking organization that is well placed to identify and manage emerging
risks in a timely manner for BNY Mellon SA/NV.

The risk management function monitors and identifies emerging risks with a forward looking
approach. It provides risk management information reporting to the BNY Mellon SA/NV Board
and governance committees, and contributes to a “no-surprise” risk culture. It aligns closely
with Compliance (second line of defense) and Internal Audit (third line of defense) plus Finance
and Treasury (as firstline of defense control functions). Itindependently educates staff, promotes
risk awareness and continually makes improvements, whilst monitoring progress against
defined success criteria for improving the effectiveness of the risk function.

Detailed information on the risks faced by BNY Mellon SA/NV, as well as our risk management

strategies, policies and processes can be found in BNY Mellon SA/NV Pillar 3 report on
www.bnymellon.com and in Note 28 to the consolidated financial statements.

10. Additional Information regarding BNY Mellon SA/NV
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Non-Financial Information

The BNY Mellon Group has a strong policies framework in relation to social, environmental,
human rights and anti-corruption matters. Corporate Social Responsibility supports BNY
Mellon’s vision to improve lives through investing. BNY Mellon’s initiatives flow across the entire
group, including BNY Mellon SA/NV, to reinforce its trusted brand, allow clients to work with a
group whose values match their own, enable employees to feel good about where they work
and improve lives in communities around the world. BNY Mellon publishes annually a Corporate
Social Responsibility Report (the “CSR Report”), according to the GRI (Global Reporting
Initiative) Standards, in which the group describes its vision, strategy and results with respect
to Corporate Social Responsibility.

At BNY Mellon, Corporate Social Responsibility embodies the group’s commitment to address
global challenges and opportunities and create an inclusive, sustainable world where people
succeed and economies thrive. The BNY Mellon’s strategy in Corporate Social Responsibility
is built on three pillars: “Our Markets”, “Our World” and “Our People”. These pillars reflect the
many ways BNY Mellon improves lives through investing. The work in “Our Markets” supports
BNY Mellon’s vital role in the global economy. BNY Mellon is dedicated to “Our People”, who
are the core of its business. “Our World” is about contributing solutions to the biggest challenges
the society is facing. These pillars help BNY Mellon focus its Corporate Social Responsibility
efforts where it can have the greatest impact. BNY Mellon has set 2020 Corporate Social
Responsibility goals to operationalize its Corporate Social Responsibility strategy and drive
increased value for the group, including BNY Mellon SA/NV, and society. These goals include
initiatives in Risk Management and Reliability, and Strong Governance for the “Our Markets”
pillar; initiatives in Leadership and Development, Engagement and Wellbeing and Diversity and
Inclusion in the “Our People” pillar; and initiatives in Social Investing, Community Commitment
and Environmental Management in the “Our World” pillar.

BNY Mellon’s polices framework, Corporate Social Responsibility strategy and Corporate Social
Responsibility goals are fully applicable to BNY Mellon SA/NV and its personnel. Detailed
information, including the Corporate Social Responsibility Report 2018 is appended to this
report.

We draw attention to the fact that the content of the Corporate Social Responsibility Report
does not entirely disclose information on the results of the policies in place, the main risks
associated with the issues and the non-financial key performance indicators for the specific
activities in relation to social and personal issues, environmental issues and respect for human
rights and the fight against corruption as required by article 119, 82 (or 96, 84 for the annual
report) of the Belgian Company Code. The company will assess what best actions will need to
be taken in the future to ensure we meet the requirements set forth by this article.

Registered Office

The Bank of New York Mellon SA/NV
Rue Montoyer 46

1000 Brussels

Belgium

Corporate Headquarters
BNY Mellon

240 Greenwich Street
New York, NY 10286
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United States

Statutory Auditors

KPMG - Réviseurs d’Entreprises CVBA/SCRL, BO0001
Avenue du Bourget 40, 1130 Brussels, Belgium
Represented by: Kenneth Vermeire (A02157)
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The Board of Directors has the responsibility of establishing the annual accounts and
consolidated financial statements of The Bank of New York Mellon SA/NV (BNY Mellon SA/NV)
as of and for the year ended December 31, 2018 pursuant to Belgian law.

On 25 April 2019, the annual accounts and consolidated financial statements of BNY Mellon
SA/NV were discussed at the Board of Directors.

The Board states that, to the best of its knowledge and in good faith, the BNY Mellon SA/NV’s
annual accounts and consolidated financial statements give a true and fair view of the financial
position and of the results of BNY Mellon SA/NV and that the information provided does not
include any omission in kind, significantly affecting the true and fair view of the annual accounts
and consolidated financial statements.

The annual accounts and consolidated financial statements as of December 31, 2018 will be
submitted for approval to the ordinary shareholders meeting to be held on 28 May 2019.

In 2018, there has been no decision taken by the Board, or the Executive Committee, which
requires the respective application of Art. 523 and Art. 524ter of the Belgian Companies Code
on conflicts of interest.

Brussels, 25 April 2019
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INDEPENDENT AUDITOR’S REPORT TO
THE SHAREHOLDERS OF BNY MELLON

SA/NV
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For the year ended 31 December 2018 2017
Notes In € '000 In € '000
Interest income 2 313,270 252,451
Interest expense 2 208,003 141,034
Net interest income 105,268 111,417
Fee and commission income 3 757,495 792,460
Fee and commission expense 3 339,457 359,165
Net fee and commission income 418,038 433,295
Gains /(losses) on non-qualifying economic hedges 4 36,797 58,237
Gains on derecognition of assets other than held of sale, net 5 25,046 -
Other operating income 5 727 977
Total operating income 585,876 603,926
Personnel expenses 6 156,140 150,611
Depreciation of Property and Equipment 16 2,574 2,441
Amortization/impairment of Intangible assets (other than goodwill) 17 11,582 6,534
Goodwill impairment 17 395,919 141,000
Impairment of financial assets not measured at fair value through profit and loss (585) —
Provisions 20 16,841 1,150
Other operating expenses 7 151,787 128,918
Total operating expenses 734,259 430,654
Profit before tax from continuing operations* (148,383) 173,272
Tax expense (income) related to profit or (loss) from continuing operations 8 48,091 82,066
NET PROFIT (LOSS) FOR THE YEAR® (196,474) 91,206
Other comprehensive income
Items that will not be reclassified to profit or loss
Remeasurement gains /(losses) on defined benefit plans 22.2 (626) 11,885
Related tax 8.2 (35) (4,781)
(661) 7,104
Items that are or may be reclassified subsequently to profit
or loss
Movement in fair value reserve (FVOCI debt instruments for 2018)/ (Available
-for-sale for 2017)
Net change in fair value (48,173) (70,477)
Net amount transferred to profit and loss 2,745 (430)
Related tax 8.2 8,432 13,750
(36,997) (57,157)
Other comprehensive income for the year, net of tax (234,132) (50,053)
Total comprehensive income (loss) for the year, net of tax® (234,132) 41,153

“ BNY Mellon SA/NV has no discontinued operations; accordingly, no profit or loss allocated to discontinued operations has been
presented on the face of the consolidated statement of profit and loss and other comprehensive income.

® All net profit/loss is attributable to the equity holders of the parent.

® The amounts for the period ended 31 December 2018 are prepared in accordance with IFRS 9. Prior period amounts have not

been restated in accordance with IFRS 9.

The accompanying notes are an integral part of these consolidated financial statements.
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FINANCIAL POSITION

49



THE BANK OF NEW YORK MELLON SA/NV

50



THE BANK OF NEW YORK MELLON SA/NV

31 December

2018 2017
Notes In €'000 In €'000
ASSETS
Cash and cash balances with central banks 10 6,238,261 11,785,679
Derivative financial instruments 14 295,091 106,223
Loans and advances to customers 11 6,535,177 9,338,026
Investment securities 12 12,517,744 14,430,990
Current tax assets 8 45,431 26,382
Other assets 15 244,831 548,659
Property and equipment 16 7,228 5,823
Deferred tax assets 8 7,789 878
Goodwill and other intangible assets 17 9,291 427,573
TOTAL ASSETS 25,900,845 36,670,233
LIABILITIES
Derivative financial instruments 14 304,085 125,936
Deposits from central banks 18 585,458 860,068
Deposits from financial institutions 18 21,307,964 31,732,401
Deposits from non-financial institutions 18 45,931 10,078
Subordinated liabilities 18 358,755 358,734
Current tax liabilities 8 25,545 28,456
Other liabilities 19 283,902 328,171
Provisions 20 15,140 4,990
Deferred tax liabilities 8 1,585 14,778
TOTAL LIABILITIES 22,928,364 33,463,612
EQUITY
Issued capital 23 1,723,486 1,723,486
Share premium 23 33,333 33,333
Retained earnings 1,196,043 1,394,123
Other reserves 19,619 55,679
TOTAL EQUITY 2,972,480 3,206,621
TOTAL LIABILITIES AND EQUITY 25,900,845 36,670,233

All equity is attributable to the equity holders of the parent
The accompanying notes are an integral part of these consolidated financial statements.

The amounts for the period ended 31 December 2018 are prepared in accordance with IFRS 9. Prior period amounts have not
been restated in accordance with IFRS 9.
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CONSOLIDATED STATEMENT OF
CHANGES IN EQUITY
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As at January 1, 2017
Profit/loss for the year

Other comprehensive income,
net of tax

Remeasurement gains/(losses) on defined
benefit plans

Fair value reserve (available-for-sale
financial assets)

Net change in fair value

Net amount transferred to profit and loss

Tax on other comprehensive income
Total other comprehensive
income

Total comprehensive income
Share-based payments (Note 25)
Transactions with owners’

At 31 December 2017

Adjustment on initial application of IFRS 9,
net of tax

Restated balance at 1 January 2018
Total comprehensive income
Profit/loss for the year

Other comprehensive income,
net of tax

Remeasurement gains /(losses) on defined
benefit plans

Fair value reserve (FVOCI debt
instruments)

Net change in fair value

Net amount transferred to profit and loss

Tax on other comprehensive income

Total other comprehensive
income

Total comprehensive income
Share-based payments (Note 25)
Transactions with owners

At 31 December 2018

Attributable to equity holders of BNY Mellon SA/NV

Issued Share Retained Other Total
capital premium earnings reserves equity
In '000 € In '000 € IN'000€ In'000 € In '000 €
1,508,654 33,333 1,287,455 102,802 2,932,244
— — 91,207 — 91,207

— — — 11,885 11,885

_ _ — (70,477) (70,477)

— — — (430) (430)

— — — 8,968 8,968

_ — — (50,054) (50,054)

— — 91,207 (50,054) 41,153

— — — 2,931 2,931
214,831 — 15,462 — 230,293
1,723,485 33,333 1,394,124 55,679 3,206,621
— — (1,608) — (1,608)
1,723,485 33,333 1,392,516 55,679 3,205,013
_ — (196,474) — (196,474)

— — — (626) (626)

_ — — (48,173) (48,173)

_ _ — 2,745 2,745

— — — 8,396 8,396

— — — (37,658) (37,658)

— — (196,474) (37,658) (234,132)

1,599 1,599

0 — 0 1,599 1,599
1,723,485 33,333 1,196,043 19,619 2,972,480

The accompanying notes are an integral part of these consolidated financial statements.

Transactions with owners in 2017 include the additional capital from the business combination with Luxembourg entities that

occurred in April 2018.
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FLOWS
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OPERATING ACTIVITIES
Net Profit (Loss) for the year
Adjustments for:

Net interest income

Current and deferred tax expenses
Depreciation and amortization
Goodwill impairment

Intangibles impairment

Provisions

Issued capital and UNA merger

Gains from derecognition of assets other than held for sale

Other®

Changes in:

Monetary reserves

Loans and advances

Investment securities

Derivative financial assets

Other assets

Advances from central banks
Deposits from credit institutions
Deposits (other than credit institutions)
Derivatives financial liabilities

Other financial liabilities

Other liabilities

Interest received

Interest paid

Income taxes refunded (paid)

Net cash used in operating activities
INVESTING ACTIVITIES
Purchase of tangible assets

Disposal of intangible and tangible assets
Purchase of intangible assets
Proceeds from sales of debt securities

Purchase of debt securities

Proceeds from derecognition of assets other than held for sale

Net cash used in investing activities

8 Other mainly includes non-cash transactions

Note

16, 17
16, 17
16, 17

2018 2017

In € '000 In € '000
(196,474) 91,207
284.838 268,869
(105,268) (111,418)
48,091 82,066
7,025 8,975
395,919 141,000
7,131 —
16,841 1,150

_ 229,240
(25,046) —
(59,856) (82,145)
(76,854) 81,894
(2,802,849) (1,030,397)
191,592 (973,312)
188,868 (112,492)
(303,828) 221,270
(274,610) 582,154
(10,424,416) (613,718)
35,853 4,048
178,149 (135,492)
(44,269) 139,287
313,270 252,451
(208,003) (141,034)
(71,584) (70,680)
(7,604,176) 808,417
(3,683) (510)

— 102

(540) (14)
5,413,298 3,658,023
(3,311,855) (5,039,734)
36,391 —
2,133,611 3,657,601
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FINANCING ACTIVITIES

Other cash proceeds related to financing activities

Net cash used in financing activities

Net increase/decrease in cash and cash equivalents

Cash and cash equivalents at beginning of the period

Effect of exchange rate fluctuations on cash and
cash equivalents®

Cash and cash equivalents at the end of the period

Components of cash and cash equivalents:

Cash and cash balances with central banks©

10

(5,470,564) 807,996
11,457,125 10,649,129
5,986,561 11,457,125
5,986,561 11,457,125

The accompanying notes are an integral part of these consolidated financial statements.

® Cash and Cash balances with central banks are mainly invested in Euro.

10 Cash and cash balances with central banks does not contain monetary reserves amount as compared to Note 10.
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1.  Significant Accounting Policies

1.1. Basis of Accounting

The consolidated financial statements have been prepared under the historical cost convention,
except for certain financial instruments that have been measured at fair value. The consolidated
financial statements are presented in Euro (€) and all values are rounded to the nearest €
thousand, except where otherwise indicated.

The consolidated financial statements of The Bank of New York Mellon SA/NV, its branches
and subsidiaries (hereinafter “BNY Mellon SA/NV”) have been prepared in accordance with
International Financial Reporting Standards as endorsed by the European Union (IFRS). This
is the first set of annual financial statements in which IFRS 9 Financial Instruments and IFRS
15 Revenue from Contracts with Customers have been applied. Changes to significant
accounting policies are described in note 1.4.

The consolidated financial statements provide comparative information in respect of the previous
period. BNY Mellon SA/NV presents its consolidated statement of financial position broadly in
order of liquidity.

1.2. Basis of Consolidation

The consolidated financial statements comprise the financial statements of BNY Mellon SA/NV
and its subsidiaries as at and for the year ended 31 December 2018. The individual financial
statements of BNY Mellon SA/NV’s subsidiaries are prepared for the same reporting year as
BNY Mellon SA/NV. The accounting policies of subsidiaries are consistent with those of the
parent.

Subsidiaries are consolidated from the date on which control is transferred to BNY Mellon SA/
NV until the date BNY Mellon SA/NV ceases to control the subsidiary. Control is achieved when
BNY Mellon SA/NV is exposed, or has rights, to variable returns from its involvement with the
investee and has the ability to affect those returns through its power over the investee.
Specifically, BNY Mellon SA/NV controls an investee if, and only if, BNY Mellon SA/NV has:

» Power over the investee (i.e., existing rights that give it the current ability to direct the
relevant activities of the investee)

» Exposure, or rights, to variable returns from its involvement with the investee

* The ability to use its power over the investee to affect its returns

The existence and the effect of potential voting rights that are currently exercisable or convertible
are considered when assessing the control of BNY Mellon SA/NV over another entity. BNY
Mellon SA/NV re-assesses whether or not it controls an investee if facts and circumstances
indicate that there are changes to one or more of the three elements of control.

The results of subsidiaries acquired or disposed of during a financial year are included in the
consolidated statement of profit and loss and other comprehensive income from the date of
acquisition or up to the date of disposal. All intra-group balances and transactions between BNY
Mellon SA/NV’s entities and gains and losses there from are eliminated in full on consolidation.
No non-controlling interests are presented in the consolidated financial statements since BNY
Mellon SA/NV owns 100% of each its subsidiaries’ issued share capital.
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1.3. Use of Judgments and Estimates

In the process of applying BNY Mellon SA/NV’s accounting policies, management has made
judgments, estimates and assumptions that affect the application of the accounting policies and
the reported amounts of assets, liabilities, income and expenses. Actual results may differ from
these estimates. Estimates and underlying assumptions a reviewed on an ongoing basis.
Revisions to estimates are recognized prospectively.

Estimates and assumptions

The key areas in which changes to management’s assumptions concerning future economic
and market conditions, and other key sources of estimation uncertainty at the reporting date,
have a significant risk of affecting the carrying amounts of assets and liabilities within the next
financial year, are described below. BNY Mellon SA/NV bases its assumptions and estimates
on conditions existing and information available when the consolidated financial statements are
prepared. Existing circumstances and assumptions about future developments, however, may
change due to market changes or circumstances beyond the control of BNY Mellon SA/NV.
Such changes are reflected in the assumptions when they occur.

Applicable to 2017 and 2018:
Going concern

BNY Mellon SA/NV’s business activities, together with the factors likely to affect its future
development, performance and position are set out in the Board of Directors’ report. In addition,
the explanatory notes, which includes BNY Mellon SA/NV'’s objectives, policies and processes
for managing its capital, its financial risk management objectives and its exposures to credit
and liquidity risk, are an integral part of the consolidated financial statements.

BNY Mellon SA/NV’'s management performs an annual going concern review that considers,
under a stress test scenario, BNY Mellon SA/NV’s ability to meet its financial obligations as they
fall due, for a period of at least twelve months after the date that the consolidated financial
statements are approved by the Board of Directors.

Based on the above assessment of BNY Mellon SA/NV’s financial position, liquidity and capital,
the management has concluded that BNY Mellon SA/NV has adequate resources to continue
in operational existence for the foreseeable future defined as a period of at least twelve months
after the date that the annual accounts are approved. Furthermore, the management is not
aware of any material uncertainties that may cast significant doubt upon BNY Mellon SA/NV’s
ability to continue as a going concern. Accordingly, the consolidated financial statements are
prepared using the going concern basis of accounting.
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Goodwill

For the purpose of impairment testing, goodwill acquired in a business combination is allocated
to one cash-generating unit (CGU), which is BNY Mellon SA/NV as a whole. This decision is
based on the commercial, operational and financial interconnectedness within BNY Mellon SA/
NV Asset Servicing business that clearly demonstrate that cash flows generated out of BNY
Mellon SA/NV entities and businesses are inter-dependent. There is a mutual interdependency
for access to global markets, service delivery and operations by use of shared services, IT
platforms and infrastructure as well as BNY Mellon SA/NV dependency towards the BNY Mellon
Group for the customer sourcing and relationship management that are carried out on a global
basis. Furthermore, strategic management decisions are taken by the Board of BNY Mellon
SA/NV at the consolidated level before being implemented in the various entities.

The recoverable amount for BNY Mellon SA/NV used in the goodwill impairment exercise has
been calculated based on the higher of the fair value less cost to sell or value in use. BNY
Mellon SA/NV identified value in use as being the recoverable amount of a CGU, which is
determined by discounting the future cash flows expected to be generated by the business. The
calculation of the value in use is based on certain key assumptions. In the framework of the
impairment testing, these key assumptions have been stressed as part of a sensitivity analysis
to determine the impact on goodwill valuation. The effect of such stress testing has been
determined to be insignificant, resulting in no change to the carrying amount. The key
assumptions are disclosed in detail in the explanatory note 17.

Retirement benefit plan

The cost of the defined benefit pension plan and the present value of the pension obligation
are determined using an actuarial valuation. The actuarial calculation involves making
assumptions about factors, including the discount rate, future salary increases, inflation and
mortality rates. Due to the long—term nature of these plans, such estimates are subject to
significant uncertainty. All assumptions are reviewed at each reporting date. See explanatory
note 22 for discussion of assumptions used.

Applicable to 2018 only:

IFRS 9 Financial instruments

Classification of financial assets, including the assessment of business model and the
contractual terms of financial assets are elaborated in note 1.6.3. Determining inputs into the
ECL measurement model, including incorporation of forward looking information is included in
note 28.

1.4. Changes in Accounting Policies

The following new and amended IFRS and IFRIC interpretations were considered by BNY Mellon
SA/NV, these being endorsed by European Union and effective for annual periods beginning
on or after 1 January 2018.

IFRS 9 Financial Instruments

The requirements of IFRS 9 represent a significant change from IAS 39 Financial Instruments:

Recognition and Measurement. The new standard brings fundamental changes to the
accounting for financial assets and to certain aspects of the accounting for financial liabilities.
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The key changes to BNY Mellon SA/NV'’s accounting policies resulting from its adoption of IFRS
9 are summarised below.

Classification and Measurement of financial assets and financial liabilities

IFRS 9 contains a revised classification and measurement approach that reflects the business
model in which assets are managed and their cash flow characteristics. IFRS 9 contains three
principal classifications categories for financial assets: measured at amortised cost, fair value
through Other Comprehensive Income (FVOCI) and measured at fair value through profit or
loss (FVTPL). The standard eliminates the existing IAS 39 categories of held to maturity, loans
and receivables and available for sale. IFRS 9 largely retains the existing requirements in IAS
39 for the classification of financial liabilities. For an explanation of how BNY Mellon SA/NV
classifies financial assets and financial liabilities under IFRS 9, see Note 1.6.3.

Impairment of financial assets

IFRS 9 replaces the ‘incurred loss’ model in IAS 39 with a forward-looking ‘expected credit
loss’ (ECL) model. This new impairment model also applies to certain loan commitments and
financial guarantee contracts, but not to equity instruments.

The IFRS 9 impairment model applies to debt instruments and financial guarantee contracts
issued that are not measured at FVTPL. ECLs oninstruments classified at FVOCI are recognized
in OCI rather than reducing the value of the instrument. For an explanation of how BNY Mellon
SA/NV determines the expected credit loss under IFRS 9, see Note 1.6.8.

Transition

Changes in accounting arising from the adoption of IFRS 9 were applied retrospectively; except
as described below.

» Comparative periods have not been restated. Differences in the carrying amount of
financial instruments resulting from the adoption of IFRS 9 were recognised in retained
earnings and reserves as at 1 January 2018. Accordingly, the information presented for
2017 does not reflect the requirements of IFRS 9 and therefore is not comparable to the
information presented for 2018 under IFRS 9.

* Thefollowing assessments have been made on the basis of the facts and circumstances
that existed at the date of initial application:

> The determination of the business model within which a financial asset is held.

o If a debt security had low credit risk at the date of initial application of IFRS 9,
then the Company has assumed that credit risk on the asset had not increased
significantly since its initial recognition.

Effect of applying IFRS 9

Changes to classification and measurement of financial assets held at 31 December 2018
were:
» derivatives held for trading and measured at FVTPL under IAS 39 continue to be
classified and measured so under IFRS 9;
* |oans and advances to banks and customers that were classified as loans and
receivables and measured at amortised cost under IAS 39 continue to be classified
and measured at amortised cost under IFRS 9;
» debt securities that were classified as held-to-maturity and measured at amortised
cost under IAS 39 will be classified and measured at amortised cost under IFRS 9;
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« debt securities that were classified as available-for-sale and measured at FVOCI
under IAS 39 will be classified and measured at FVOCI under IFRS 9.

IFRS 15 Revenue from Contracts with Customers

IFRS 15 establishes a comprehensive framework for determining whether, how much and when
revenue is recognized. It replaces existing revenue recognition guidance, including IAS 18
Revenue, IAS 11 Construction Contracts and IFRIC 13 Customer Loyalty Programmes.

BNY Mellon SA/NV initially applied IFRS 15 on 1 January 2018. Introduction of this model had
no impact on the accounting for revenue or on retained earnings of BNY Mellon SA/NV. The
impact of IFRS 15 was limited to certain additional disclosure requirements (see Note 3).

Except for the above, the accounting policies adopted are consistent with those of the previous
financial year.

1.5. Forthcoming Changes in IFRS

BNY Mellon SA/NV will apply the new or revised IFRS standards and related annual
improvements detailed below as from their effective date following the endorsement process
by the European Commission.

IFRS 16 Leases

IFRS 16 introduces a single, on-balance sheet accounting model for lessees. A lessee
recognises a right-of-use (ROU) asset representing its right to use the underlying asset, and a
lease liability representing its obligation to make lease payments. IFRS 16 will replace existing
guidance including IAS 17 Leases. The standard is effective for accounting periods beginning
on or after 1 January 2019.

BNY Mellon SA/NV will apply IFRS 16 using the modified retrospective approach, hence will
perform a cumulative event catch up as of the beginning of the implementation period (1 January
2019). BNY Mellon SA/NV will elect to utilize the package of practical expedients at
implementation and hence will not reassess: i) whether expired or existing contracts contain
leases under the new definition of a lease, ii) the lease classification for expired or existing
leases and iii) whether previously capitalized initial direct costs would still qualify for
capitalization. Other practical expedients and exemptions may be applied as well, such as: i)
no separation of lease and non lease components, ii) use of a portfolio approach when practical,
iii) continue to exclude executory costs (i.e. property taxes, insurance and maintenance).

As a result of IFRS 16 implementation, BNY Mellon SA/NV estimates that it will recognise an
increase in ROU assets and lease liabilities of approximately €43.3 Mio, respectively.
Additionally, we expect the expense recognition pattern to be modified with a depreciation charge
on the ROU asset and interest expense on lease liabilities, hence switching from a straight line
approach, as required by the standard.

Other Standards

The following amended standards are not applicable or are not expected to have a significant
impact on BNY Mellon SA/NV consolidated financial statements:

— Annual Improvements to IFRS Standards 2015-2017 Cycle - various standards

— Long-term Interests in Associates and Joint Ventures (Amendments to IAS 28)

— Plan Amendment, Curtailment or Settlement (Amendments to IAS 19)
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— IFRIC 23 Uncertainty over Income Tax Treatments
— Amendments to References to Conceptual Framework in IFRS Standards
— IFRS 17 Insurance Contracts

1.6. Summary of Accounting Policies and Disclosures
1.6.1. Foreign Currency Translation

The consolidated financial statements are presented in Euro (€). Items included in the financial
statements of each of BNY Mellon SA/NV’s entities are measured using the currency of the
primary economic environment in which the entity operates (“functional currency”), which is
Euro for all BNY Mellon SA/NV’s entities.

1.6.1.1. Translations of transactions and balances

Foreign currency transactions are converted into the functional currency using the spot rate of
the exchange rate prevailing at the date of the transactions. Foreign exchange gains and losses
resulting from the settlement of such transactions, as well as the gains and losses from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognized in “Other operating income/expenses” in the consolidated statement
of profit and loss and other comprehensive income.

BNY Mellon SA/NV has no non-monetary items that are measured at historical cost in a currency
other than Euro.

1.6.2. Recognition of Revenue and Expense

Income and expense are not offset in the consolidated statement of profit and loss and other
comprehensive income unless required or permitted by any accounting standard or
interpretation, as specifically disclosed in the accounting policies of BNY Mellon SA/NV. The
following specific recognition criteria must also be met before revenue is recognized.

1.6.2.1. Net Income Interest

The interest income and expense is recognized using the effective interest rate (EIR) method
for all financial instruments measured at amortized cost and interest bearing financial assets
classified as FVOCI debt instruments. EIR is the rate that exactly discounts estimated future
cash payments or receipts through the expected life of the financial instrument or a shorter
period where appropriate, to the net carrying amount of the financial asset or financial liability.
The calculation takes into account all contractual terms of the financial instrument (for example
prepayment options) and includes any fees or incremental costs that are directly attributable to
the instrument and are an integral part of the EIR, but not future credit losses.

Due to the low interest environment, the interests on some deposits at the European Central
Bank or other central banks has become negative since 2014, as well as certain government
securities were issued with a negative yield. BNY Mellon SA/NV has recognized the negative
interest on financial assets as interest expense and reported it as part of “Interest expense” line
in the consolidated statement of profit and loss and other comprehensive income. Conversely,
negative interest charged to clients on financial liabilities has been recognized and reported as
“Interest Income”.
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Once the value of a financial asset or a group of similar financial assets has been reduced due
to an impairment loss, interest income continues to be recognized using the rate of interest
used to discount the future cash flows for the purpose of measuring the impairment loss.

BNY Mellon SA/NV’s loans to, and deposits from, banks and customers primarily relate to BNY
Mellon SA/NV’s clients' cash accounts operated in connection with their securities settlement
activity, with balances generally changing on a daily basis. Time deposits and the re-deposits
of surplus funds rarely have maturities of more than three months and, accordingly, the EIR
method generally is not used for such transactions.

Interest income and expense on derivative instruments are recorded in profit and loss on an
accrual basis.

1.6.2.2. Fees and Commission Income

Contract revenue (i.e. scope of IFRS 15 standard) is reported in the fee and commission line.
BNY Mellon SA/NV earns fee and commission income mainly from the provision of: i) Asset
Servicing products such as Global Custody, Depository Bank Services or Fund Accounting
services, ii) Issuer servicing products such as Depository Receipts and Corporate Trust, and
iif) Markets, of which mainly Foreign exchange commission fees. Revenue is based on terms
specified in a contract with a customer, and excludes any amounts collected on behalf of third
parties. Revenue is recognized when, or as, a performance obligation is satisfied by transferring
control of a good or service to a customer.

A performance obligation may be satisfied over time or at a point in time. Revenue from a
performance obligation satisfied over time is recognized by measuring BNY Mellon SA/NV’s
progress in satisfying the performance obligation in a manner that reflects the transfer of goods
and services to the customer. Revenue from a performance obligation satisfied at a point in
time is recognized at the point in time the customer obtains control of the promised good or
service.

The amount of revenue recognized reflects the consideration the BNY Mellon SA/NV expects
to be entitled to in exchange for the promised goods and services. Taxes assessed by a
governmental authority that are both imposed on, and concurrent with, a specific revenue
producing transaction, are collected from a customer and are excluded from revenue.

Nature of services and revenue recognition

Investment Services fees (i.e. Asset servicing, Issuer services) are based primarily on the market
value of assets under custody ("AUC"); client accounts, balances and the volume of transactions;
securities lending volume and spreads; and fees for other services. Certain fees based on the
market value of assets are calculated in arrears on a monthly or quarterly basis.

Substantially all services within the Investment Services business are provided over time, except
as defined below. Revenue for these services is recognized using the time elapsed method,
equal to the expected invoice amount, which typically represents the value provided to the
customer for our performance completed to date.

Trade execution fees (i.e Foreign Exchange commissions) are delivered at a point-in-time,
based on customer actions. Revenue for trade execution is recognized on trade date, which is
consistent with the time that the service was provided. Customers are generally billed for services
on a monthly or quarterly basis.

69



THE BANK OF NEW YORK MELLON SA/NV

1.6.2.3. Dividend Income

Dividend income is recognized when BNY Mellon SA/NV’s right to receive payment is
established.

1.6.2.4. Gains and Losses on Non Qualifying Economic Hedges

All gains and losses from changes in fair value of derivative financial assets and liabilities that
act as economic hedges but that do not qualify for hedge accounting treatment are recognized
in this caption.

1.6.3. Financial Instruments — Initial Recognition and Subsequent Measurement

All financial assets and liabilities initially are recognized on the trade date, i.e., the date that
BNY Mellon SA/NV becomes a party to the contractual provisions of the instrument, and are
measured initially at their fair value plus, for items not at FVTPL, transaction costs that are
directly attributable to its acquisition or issue. The classification of financial instruments at initial
recognition depends on management’s intent for which the financial instruments were acquired
and the characteristics of the instruments, as explained below.

1.6.3.1. Non-derivative financial assets - Policy applicable from 1 January 2018

Non-derivative financial instruments comprise investments in debt instruments, trade and other
debtors, cash and cash equivalents, loans and borrowings and trade and other creditors. On
initial recognition, a financial assetis classified as measured at amortised cost, FVOCl or FVTPL.

Financial assets are measured at amortised cost if they meet both of the following conditions
and are not designated as at FVTPL.:
» the asset is held within a business model whose objective is to hold assets to collect
contractual cash flows; and
» the contractual terms of the financial asset give rise on specific dates to cash flows that
are solely payments of principal and interest (SPPI) on the principal amount outstanding.

Financial assets are measured at FVOCI only if they meet both of the following conditions:
» the asset is held within a business model whose objective is achieved by both collecting
contractual cash flows and selling financial assets; and
» the contractual terms of the financial asset give rise on specific dates to cash flows that
are SPPI on the principal amount outstanding.
All other financial assets are classified at FVTPL. However, for financial assets held at initial
application, the business model assessment is based on facts and circumstances at that date.
Also, IFRS 9 permits new elective designations at FVTPL or FVOCI to be made on the date of
initial application depending on the facts and circumstances at that date.

1.6.3.1.1 Business model assessment

Certain financial statement captions, such as deposits with central banks and financial
institutions, are always held for collection of contractual cash flows as by the nature of the asset
it cannot be sold. For other financial assets, BNY Mellon SA/NV makes an assessment of the
business model in which a financial asset is held at a portfolio level because this best reflects
the way the business is managed and information is provided to management. Information that
is considered includes:

» the stated policies and objectives for the portfolio;

* how the performance of the portfolio is evaluated and reported to management;
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* how managers of the business are compensated,;
» the risks that affect the performance of the business model; and
» the frequency and volume of historical and expected sales.
BNY Mellon SA/NV generally does not hold non-derivative financial assets for trading.

1.6.3.1.2 Assessment of whether cash flows are solely payments of principal and interest

‘Principal’ for these purposes is defined as the fair value of the financial asset atinitial recognition.
‘Interest’ is defined as consideration for the time value of money and for the credit risk associated
with the principal amount outstanding during a particular period of time and for other basic
lending risks (e.g. liquidity risk and administrative costs), as well as profit margin.

In assessing whether the contractual cash flows are solely payments of principal and interest,
the Company considers the contractual terms of the instrument. This includes assessing whether
the financial asset contains contractual terms that would change the timing or amount of
contractual cash flows such that it would not meet this condition. In making this assessment,
the Company considers:

» contingent events that would change the amount or timing of cash flows;

» leverage features;

* prepayment and extension terms;

» terms that limit the Company’s claim to cash flows from specified assets; and

» features that modify consideration for the time value of money - e.g. periodic reset of

interest rates.

1.6.3.1.3. Reclassification of Financial Assets

BNY Mellon SA/NV does not reclassify financial assets subsequent to their initial recognition,
exceptin the period after BNY Mellon SA/NV changes its business model for managing financial
assets. In 2018 BNY Mellon SA/NV has not recorded any reclassifications of financial assets.

1.6.3.2. Derivative Financial Instruments Held for Trading - Policy applicable before and
after 1 January 2018

BNY Mellon SA/NV uses derivatives such as currency swaps. Derivatives are recognized in the
statement of the financial position at fair value and carried as assets when their fair value is
positive and as liabilities when their fair value is negative. Changes in the fair value of derivatives
are recognized in the “Gains and losses on non-qualifying economic hedges” in the statement
of profit and loss and other comprehensive income.

BNY Mellon SA/NV engages in currency swaps with its clients, and on behalf of its clients in
the context of their operational activities. These derivatives are backed-to-back with the London
Branch of BNY Mellon Group to neutralize currency risk for BNY Mellon SA/NV. BNY Mellon
SA/NV does not hold derivatives embedded in other financial instruments.

1.6.3.3. Financial Assets Initial recognition and subsequent measurement - Policy
applicable before 1 January 2018

1.6.3.3.1 Available-for-sale Financial Instruments
Available-for-sale financial instruments include only debt securities. Debt securities in this

category are those that are intended to be held for an indefinite period of time and that may be
sold in response to needs for liquidity or in response to changes in the market conditions (e.g.,

71



THE BANK OF NEW YORK MELLON SA/NV

debt component of the liquid asset buffer). BNY Mellon SA/NV has not classified any loans or
receivables as available-for-sale.

After initial recognition, available-for-sale financial instruments are subsequently measured at
fair value.

Unrealized gains and losses are recognized in other comprehensive income, with cumulative
gains and losses recognized in the ‘Other reserve’. When the investment is disposed of, the
cumulative gain or loss previously recognized in other comprehensive income is recognized in
the consolidated statement of profit and loss and other comprehensive income in ‘Other
operating income’. When BNY Mellon SA/NV holds more than one investment in the same
security, they are deemed to be disposed of on a first-in first-out basis. Interest earned whilst
holding available-for-sale financial investments is reported as interest income using the EIR.
The losses arising from impairment of such investments are recognized in the consolidated
statement of profit and loss and other comprehensive income in ‘Impairment losses on financial
investments’ and removed from the ‘Other reserve’.

1.6.3.3.2 Held to Maturity Financial Instruments

Securities classified as held to maturity include quoted non-derivative financial assets with fixed
or determinable payments and fixed maturities that BNY Mellon SA/NV has both the intention
and ability to hold to maturity. An investment is not classified as a held to maturity if BNY Melon
SA/NV has the right to require that the issuer repay or redeem the investment before its maturity,
because paying for such a feature is inconsistent with expressing an intention to hold the asset
until maturity. The classification of investment securities held to maturity is determined at their
initial recognition.

Investment securities held to maturity are measured at amortized cost less impairment, with
interest (including any premium or discount on acquisition) being recognised in income using
the effective interest method (EIR). The amortization is included in ‘Interest and similar income’
in the consolidated statement of profit and loss and other comprehensive income. Any losses
arising from impairment are recognized in the consolidated statement of profit and loss and
other comprehensive income in ‘Credit loss expenses’ a caption that is part of ‘Net Operating
Income’. No impairment losses were recognized in 2017.

1.6.3.3.3 Loans and Advances to Customers

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

» Those that BNY Mellon SA/NV intends to sell immediately or in the near term and those
that BNY Mellon SA/NV upon initial recognition designates as at fair value through profit
or loss;

» Those that BNY Mellon SA/NV, upon initial recognition, designates as available for sale; or

» Those for which BNY Mellon SA/NV may not recover substantially all of its initial investment,
other than because of credit deterioration.

Loans and advances to customers include certificate of deposits, loans to central governments,
credit institutions as well as corporate clients.

A market is regarded as active if quoted prices are readily and regularly available and represent
actual and regularly occurring market transactions on an arm’s length basis.
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After initial recognition at fair value, loans and advances to customers subsequently are
measured at amortized cost using the EIR, less any allowance for impairment. Amortized cost
is calculated by taking into account any discount or premium on acquisition and fees and costs
that are an integral part of the EIR. The amortization is included in ‘Interest and similar income’
in the consolidated statement of profit and loss and other comprehensive income. Any losses
arising from impairment are recognized in the consolidated statement of profit and loss and
other comprehensive income in ‘Credit loss expenses’ a caption that is part of ‘Net Operating
Income’. No significant impairment was recognized in 2017.

1.6.3.4. Financial Liabilities Measured at Amortized Cost - Policy applicable before 1
January 2018

BNY Mellon SA/NV classifies its financial liabilities as measured at amortized cost using the
EIR, except derivative financial instruments that are measured at fair value. Amortized cost is
calculated by taking into account any discount or premium on the issue and costs that are an
integral part of the EIR.

These comprise deposits by credit institutions, amounts due to customers, subordinated and
other financial liabilities presented on the face of the consolidated statement of financial position.

1.6.3.5. Reclassification of Financial Assets - Policy applicable before 1 January 2018

BNY Mellon SA/NV may reclassify, in certain circumstances, financial instruments out of the
‘Available-for-sale’ category and into the 'Loans and receivables’ category. Reclassifications
are recorded at fair value at the date of reclassification, which becomes the new amortized cost.

For a financial asset reclassified out of the 'Available-for-sale’ category, any previous gain or
loss on that asset that has been recognized in equity is amortized to profit or loss over the
remaining life of the investment using the EIR. Any difference between the new amortized cost
and the expected cash flows is also amortized over the remaining life of the asset using the
EIR. If the asset is subsequently determined to be impaired then the amount recognized in
equity is recycled to the consolidated statement of profit and loss and other comprehensive
income.

Reclassification is at the discretion of management, and is determined on an instrument by
instrument basis. BNY Mellon SA/NV does not reclassify any financial instruments into the fair
value through profit and loss category after initial recognition. In 2017 BNY Mellon SA/NV has
not recorded any reclassifications of financial assets.

1.6.4. Derecognition of Financial Assets and Financial Liabilities
1.6.4.1. Financial Assets

BNY Mellon SA/NV derecognizes a financial asset (or, where applicable a part of a financial
asset or part of a group of similar financial assets) when:

* The rights to receive cash flows from the asset have expired; or
» BNY Mellon SA/NV has transferred its rights to receive cash flows from the asset or has
assumed an obligation to pay the received cash flows in full without material delay to a third
party under a ‘pass-through’ arrangement where either
« BNY Mellon SA/NV has transferred substantially all the risks and rewards of the asset,
or
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« BNY Mellon SA/NV has neither transferred nor retained substantially all the risks and
rewards of the asset, but has transferred control of the asset.

BNY Mellon SA/NV has derecognized financial assets in 2018 and 2017.
1.6.4.2. Financial Liabilities

A financial liability is derecognized when the obligation under the liability is discharged or
canceled, or expired. When an existing financial liability is replaced by another from the same
lender on substantially different terms, or the terms of an existing liability are substantially
modified, such an exchange or modification is treated as a derecognition of the original liability
and the recognition of a new liability, and the difference in the respective carrying amounts is
recognized in profit or loss.

1.6.5. Repurchase and Reverse Repurchase Agreements

Securities sold under agreements to repurchase at a specified future date are not derecognized
from the consolidated statement of financial position as BNY Mellon SA/NV retains substantially
all of the risks and rewards of ownership. The corresponding cash received is recognized in the
consolidated statement of financial position as an asset with a corresponding obligation to return
it, including accrued interest as a liability within ‘Financial liabilities at amortized cost’, reflecting
the transaction’s economic substance as a loan to BNY Mellon SA/NV. The difference between
the sale and repurchase prices is treated as interest expense and is accrued over the life of
agreement using the EIR.

Conversely, securities purchased under agreements to resell at a specified future date are not
recognized in the consolidated statement of financial position. The consideration paid, including
accrued interest, is recognized in the consolidated statement of financial position, within ‘Loans
and advances to customers’, reflecting the transaction’s economic substance as a loan by BNY
Mellon SA/NV. The difference between the purchase and resale prices is recognized in “Net
interest income” and is accrued over the life of the agreement using the EIR.

1.6.6. Financial guarantees received

Financial guarantees are contracts that require the issuer to make specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payment when
due in accordance with the original or modified terms of a debt instrument.

In 2016 BNY Mellon SA/NV, as a holder, has entered into a number of financial guarantee
agreements, such as letters of credit received from group entity or third party, to cover its large
exposures for prudential reporting purposes. These guarantees are recorded in the off balance
sheet and recorded at their notional amount. Please see note 26.3 for further details.

1.6.7. Determination of Fair Value

Fair value is defined as the price that would be received to sell an asset, or paid to transfer a
liability, in an orderly transaction between market participants at the measurement date. Athree-
level hierarchy for fair value measurements is utilized based upon the transparency of inputs
to the valuation of an asset or liability as of the measurement date.

Fair value focuses on exit price in an orderly transaction (that is, not a forced liquidation or

distressed sale) between market participants at the measurement date under current market
conditions. The fair value for financial instruments traded in active markets at the consolidated
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statement of financial position date is based on their quoted market price, without any deduction
for transaction costs.

For all other financial instruments not traded in an active market, the fair value is determined
by using appropriate valuation techniques. Valuation techniques include the discounted cash
flow method, comparison to similar instruments for which market observable prices exist, options
pricing models, credit models and other relevant valuation models.

BNY Mellon SA/NV has only level 1 and level 2 financial instruments. As such BNY Mellon SA/
NV does not use any internal valuation models with unobservable data for the determination of
the fair value.

An analysis of fair values of financial instruments and further details as to how they are measured
are provided in the explanatory notes.

1.6.8. Impairment of Financial Assets
1.6.8.1. Policy applicable after 1 January 2018

Under IFRS 9, BNY Mellon SA/NV generally recognises loss allowances at an amount equal
to 12-month ECL (the portion of ECL that results from default events that are possible within 12
months after the reporting date) unless there has been significant increase in credit risk since
origination of the instrument, in which case ECLs are recognised on a lifetime loss basis. The
assessment of whether there has been a significant increase in credit risk is a critical judgment
and is further discussed below. The recognition of a 12-month or lifetime ECL is based upon a
three Stage criteria that is required to be updated at each reporting date:

» Stage 1 applies to all exposures from initial recognition as long as there is no
significant deterioration in credit quality and will employ a 12-month ECL; interest
revenue is calculated on the gross carrying amount of the asset.

» Stage 2 applies when a significant increase in credit risk has occurred since initial
recognition and employs a lifetime ECL; interest revenue is based upon the gross
carrying amount of the asset.

» Stage 3 applies when as asset becomes credit-impaired (can be defined as
defaulted); interest revenue is based upon the net carrying amount (net of loss
allowance).

1.6.8.1.1 Measurement of ECL

ECLs are a probability-weighted estimate of credit losses and will be measured as follows:

» Financial assets that are not credit-impaired at the reporting date: the present value
of cash shortfalls (i.e., the difference between the cash flows due to the entity in
accordance with the contract and the cash flows that BNY Mellon SA/NV expects to
receive);

» Financial assets that are credit-impaired at the reporting date — the difference
between the gross carrying amount and the present value of estimated future cash
flows; and

» Financial guarantee contracts — the expected payments to reimburse the holder less
any amounts that the group expects to recover.

BNY Mellon SA/NV maintains an allowance for doubtful accounts for the estimated non-
collection of accounts receivable. Uncollectability is presumed 180 days after invoice issue
date unless there are known customer - specific reasons for the delay in settlement. Given
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BNY Mellon SA/NV’s very low ECL rate overall, the effect of ECL on trade receivables is
insignificant. Accordingly, no ECL is calculated centrally for such exposures.

Further details on inputs to ECL model are elaborated in Note 28..

1.6.8.2. Financial Assets Carried at Amortized Cost - Policy applicable before 1 January
2018

For financial assets carried at amortized cost (such as loans and advances to customers and
held to maturity financial assets), BNY Mellon SA/NV assesses individually whether objective
evidence of impairment exists for financial assets that are individually significant. BNY Mellon
SA/NV does not make any collective assessment for impairment, as its holdings of financial
assets are considered to be individually significant.

If there is objective evidence that an impairment loss has been incurred, the amount of the
impairment loss is measured as the difference between the assets’ carrying amount and the
present value of estimated future cash flows (excluding future expected credit losses that have
not yet been incurred).

The carrying amount of the asset is reduced through the use of an allowance account and the
amount of the loss is recognized in the consolidated statement of profit and loss and other
comprehensive income. Interest income continues to be accrued on the reduced carrying
amount and is accrued using the rate of interest used to discount the future cash flows for the
purpose of measuring the impairment loss. The present value of the estimated future cash flows
is discounted at the financial asset’s original EIR. If a loan has a variable interest rate, the
discountrate for measuring any impairmentlossis the current EIR. The calculation of the present
value of the estimated future cash flows of a collateralized financial asset reflects the cash flows
that may result from foreclosure less costs for obtaining and selling the collateral, whether or
not foreclosure is probable.

Loans, together with the associated allowance, are written off when there is no realistic prospect
of future recovery and all collateral has been realized or has been transferred to BNY Mellon
SA/NV. If, in a period subsequent to recognition of an impairment loss, the amount of the
estimated impairment loss increases or decreases because of an event occurring after the
impairment was recognized, the previously recognized impairment loss is increased or reduced
by adjusting the allowance account. If a future write-off is later recovered, the recovery is credited
to 'Credit loss expense’.

1.6.8.3. Available-for-sale Financial Assets - Policy applicable before 1 January 2018

BNY Mellon SA/NV assesses the debt instruments classified as available-for-sale on an
individual basis, whether there is objective evidence of impairment based on the same criteria
as financial assets carried at amortized cost. However, the amount recorded for impairment is
the cumulative loss measured as the difference between the amortized cost and the current fair
value, less any impairment loss on that investment previously recognized in the consolidated
statement of profit and loss and other comprehensive income. Future interest income is based
on the reduced carrying amount and is accrued using the rate of interest used to discount the
future cash flows for the purpose of measuring the impairment loss. If, in a subsequent period,
the fair value of a debt instrument increases and the increase can be objectively related to a
credit event occurring after the impairment loss was recognized in the consolidated statement
of profit and loss and other comprehensive income, the impairment loss is reversed through
the consolidated statement of profit and loss and other comprehensive income.
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1.6.9. Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the netamount reported in the consolidated
statement of financial position if, and only if, there is a currently enforceable legal right to offset
the recognized amounts and there is an intention to settle on a net basis, or to realize the asset
and settle the liability simultaneously.

1.6.10 Leasing

The determination of whether an arrangement is a lease or it contains a lease, is based on the
substance of the arrangement and requires an assessment of whether the fulfillment of the
arrangement is dependent on the use of a specific asset or assets and the arrangement conveys
a right to use the asset(s). This assessment is made at inception.

Leasesthatdo nottransferto BNY Mellon SA/NV substantially all the risks and benefits incidental
to ownership of the leased items are operating leases. Operating lease payments are recognized
as an expense in the consolidated statement of profit and loss and other comprehensive income
on a straight line basis over the lease term. Contingent rentals payable are recognized as an
expense in the period in which they are incurred.

BNY Mellon SA/NV was not acting as lessor on any leasing contracts.
1.6.11. Cash and Cash Equivalents

Cash and cash equivalents as referred to in the consolidated statement of financial position
include notes and coins on hand, balances held with central banks and loans and advances
with credit institutions and customers, on demand or with an original maturity of three months
or less, which are subject to an insignificant risk of changes in value. Cash and cash equivalents
are carried at amortized cost in the consolidated statement of financial position.

1.6.12. Property and Equipment
Property and equipment are stated at cost less accumulated depreciation and accumulated
impairment in value. Such cost includes costs directly attributable to making the asset capable

of operating as intended.

Depreciation is calculated using the straight-line method to write down the cost of property and
equipment to the residual value over the estimated useful life as follows:

Long leasehold property - 40 years

Leasehold improvements - Over the lesser of the estimated useful life
of the asset and the remaining term of the
lease

Motor vehicles - 4 years

Computer equipment 4 years

Furniture, fixtures and other - 4 to 10 years

equipment

The estimated useful life of property and equipment is reviewed and, in case of revision,
depreciation is adjusted prospectively. Property and equipment is derecognized on disposal.
Any gain or loss arising on derecognition of the asset (calculated as the difference between the
net disposal proceeds and the carrying amount of the asset) is recognized in ‘Other operating
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income’ or ‘Other operating expense’ in the consolidated statement of profit and loss and other
comprehensive income in the year the asset is derecognized.

The carrying values of property and equipment are reviewed for impairment when events or
changes in circumstances indicate the carrying value may not be recoverable. There are no
restrictions on title, and none of the property or equipment is pledged.

1.6.13. Business Combinations and Goodwill

Business combinations are accounted for using the acquisition method of accounting, except
for common control transactions (see below). This involves recognizing identifiable assets
(including previously unrecognized intangible assets) and liabilities (including contingent
liabilities and excluding future restructuring costs) of the acquired business, generally at fair
value. Any excess of the cost of acquisition over the fair values of the identifiable net assets
acquired is recognized as goodwill. If the cost of acquisition is less than the fair values of the
identifiable net assets acquired, the discount on acquisition is recognized directly in the
consolidated statement of profit and loss and other comprehensive income in the year of
acquisition.

Following initial recognition, goodwill is measured at cost less any accumulated impairment
losses. Goodwill is not amortized, but is reviewed for impairment at least once a year or if events
or changes in circumstances indicate that the carrying value may be impaired.

An impairment loss is recognized if the carrying amount of the cash-generating unit to which
the goodwill belongs exceeds its recoverable amount. Impairment losses relating to goodwiill
are not reversed in future periods.

When subsidiaries are sold, the difference between the selling price and the net assets plus
cumulative translation differences and goodwill is recognized in the consolidated statement of
profit and loss and other comprehensive income.

Business combinations in which all of the combining entities or businesses are ultimately
controlled by the same party or parties both before and after the business combination (and
where that control is not transitory) are referred to as common control transactions. The
accounting policy for the acquiring entity would be to account for the transaction at book value
in its consolidated financial statements. The book value of the acquired entity is the book value
as reflected in the stand-alone statutory financial statements of the acquired entity, after
alignment to the IFRS accounting policies adopted by BNY Mellon SA/NV. The difference
between the cost of the acquisition and the acquirer’s proportionate share of the net asset value
acquired in common control transactions, will be allocated to retained earnings within equity.
The consolidated income statement includes the results of each of the combining entities or
businesses as of the date the common control transaction has taken place.

1.6.14. Intangible Assets other than Goodwill

BNY Mellon SA/NV's intangible assets other than goodwill include the value of computer software
and client contracts. An intangible asset is recognized only when its cost can be measured
reliably and it is probable that the expected future economic benefits that are attributable to it
will flow to BNY Mellon SA/NV.

Intangible assets acquired separately are measured on initial recognition at cost. The cost of
intangible assets acquired in a business combination is their fair value as at the date of
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acquisition. Following initial recognition, intangible assets are carried at cost less any
accumulated amortization and any accumulated impairment losses.

The useful lives of intangible assets are assessed to be either finite or indefinite. Intangible
assets with finite lives are amortized over their estimated useful life. The amortization period
and the amortization method for an intangible asset with a finite useful life are reviewed at least
at each reporting date. Changes in the estimated useful life or the expected pattern of
consumption of future economic benefits embodied in the asset is accounted for by changing
the amortization period or method, as appropriate, and are treated as changes in accounting
estimates. The amortization of intangible assets is included as a separate expense line
‘Amortization of intangible assets (other than goodwill)’ in the statement of profit and loss and
other comprehensive income.

Amortization is calculated using the straight—line method to write down the cost of intangible
assets to their residual values over their estimated useful lives as follows:

Computer software - 3to 5 years
Client contracts (customer lists) - 10 to 25 years

BNY Mellon SA/NV has no intangible assets other than goodwill with an indefinite useful life.

Gains or losses arising from derecognition of an intangible asset are measured as the difference
between the net disposal proceeds and the carrying amount of the asset and are recognized
in the consolidated statement of profit and loss and other comprehensive income when the
asset is derecognized.

1.6.15. Impairment of Non-Financial Assets

BNY Mellon SA/NV assesses at each reporting date whether there is an indication that an asset
may be impaired. If any indication exists, or when annual impairment testing for an asset is
required, BNY Mellon SA/NV estimates the asset’s recoverable amount. An asset’s recoverable
amount is the higher of an asset'’s fair value less costs to sell and its value in use. When the
carrying amount of an asset exceeds its recoverable amount, the asset is considered impaired
and is written down to its recoverable amount.

For the purpose of impairment testing, goodwill acquired in a business combination is, from the
acquisition date, allocated to cash-generating units (CGUSs) or group of CGUs that are expected
to benefit from the synergies of the combination, irrespective of whether other assets or liabilities
ofthe acquiree are assigned to those units. Each unit to which the goodwillis allocated represents
the lowest level at which the goodwill is monitored for internal management purposes. As
explained in the chapter 1.3 above, BNY Mellon SA/NV has determined that the CGU is to be
defined as BNY Mellon SA/NV itself.

BNY Mellon SA/NV identified value in use as being the recoverable amount of a cash-generating
unit (CGU) in 2018. In assessing value in use of a CGU, the estimated future cash flows are
discounted to their present value using a pre—tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset. When the recoverable
amountofthe CGU islessthanits carryingamount, animpairmentloss is recognized. Impairment
losses relating to goodwill cannot be reversed in future periods.

For previously-impaired assets excluding goodwill, an assessment is made at each reporting
date as to whether there is any indication that previously recognized impairment losses may
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no longer exist or may have decreased. If such indication exists, BNY Mellon SA/NV estimates
the asset’s recoverable amount. A previously recognized impairment loss is reversed only if
there has been a change in the assumptions used to determine the asset’s recoverable amount
since the lastimpairmentloss was recognized. The reversal is limited so that the carrying amount
of the asset does not exceed its recoverable amount, nor exceeds the carrying amount that
would have been determined, net of depreciation, had no impairment loss been recognized for
the asset in prior years. Such reversal is recognized in the consolidated statement of profit and
loss and other comprehensive income in the period in which it arises.

1.6.16. Pension Benefits
1.6.16.1. Defined Benefit Plan

BNY Mellon SA/NV operated four defined benefit plans during the year. A defined benefit plan
is a pension plan that defines an amount of pension benefit that an employee is entitled to
receive on retirement, dependent on one or more factors such as age, years of service and
salary. A valuation by a qualified independent actuary is carried out every year for each of the
plans.

The cost of providing benefits under the defined benefit plan is determined separately for each
plan using the Projected Unit Credit Method. The discount rates used in the actuarial valuations
are based on rates of high quality (generally those rated “AA” and above) corporate bonds
issued in the same country as the obligation, that have maturity dates approximating the terms
of BNY Mellon SA/NV's obligations.

Remeasurements, comprising of actuarial gains and losses, experience gains and (losses) on
obligations and return on plan assets excluding interest income, are recognized immediately in
other comprehensive income in the period in which they occur. Remeasurements are not
reclassified to profit or loss in subsequent periods.

BNY Mellon SA/NV determines the net interest for the period by applying the discount rate used
to measure the defined benefit obligation at the beginning of the annual period to the net defined
benefit obligation (asset).

The defined benefit asset or liability comprises the present value of the defined benefit obligation
less the fair value of plan assets out of which the obligations are to be settled directly. The value
of any net asset is restricted to the present value of any economic benefits available in the form
of refunds from the plan or reductions in the future contributions to the plan. An economic benefit
is available to BNY Mellon SA/NV if it is realizable during the life of the plan or on settlement of
the plan liabilities.

1.6.16.2. Defined Contribution Plan

BNY Mellon SA/NV also operates four defined contribution plans. The contributions payable to
those plans are recognized as an expense under ‘Personnel expenses’ when they fall due.
Unpaid contributions are recorded as a liability.

1.6.17. Provisions

Provisions are recognized when BNY Mellon SA/NV has a present obligation (legal or
constructive) as aresult of a past event, and itis probable that an outflow of resources embodying
economic benefits will be required to settle the obligation and a reliable estimate can be made
of the amount of the obligation. The expense relating to any provision is presented in the
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consolidated statement of profit and loss and other comprehensive income net of any
reimbursement.

Restructuring provisions

Restructuring provisions are recognized only when BNY Mellon SA/NV has a constructive
obligation, which is when a detailed formal plan identifies the business or part of the business
concerned, the location and number of employees affected, an estimate of the associated costs,
and an appropriate timeline, and the employees affected have been notified of the plan’s main
features.

1.6.18. Share-Based Payments

Employees (including senior executives) of BNY Mellon SA/NV receive remuneration in the
form of share-based payments, whereby employees render services as consideration for equity
instruments (‘equity-settled transactions’). Equity instruments granted are shares and options
over shares of The Bank of New York Mellon Corporation, thus forming part of group share
based payment arrangements.

BNY Mellon SA/NV uses a lattice-based binomial method to calculate the fair value of options
on the date of the grant. Stock units are valued based on the quoted price of the relevant stock
at grant date.

The cost of equity-settled transactions is recognized, together with a corresponding credit to in
equity, over the period in which the performance and/or service conditions are fulfilled, ending
on the date on which the relevant employees become fully entitled to the award (‘the vesting
date’). The cumulative expense recognized for equity-settled transactions at each reporting date
until the vesting date reflects the extent to which the vesting period has expired and BNY Mellon
SA/NV's best estimate of the number of equity instruments that will ultimately vest. The expense
or credit for a period is recognized in ‘Personnel expenses’ and represents the movement in
cumulative expense recognized as at the beginning and end of that period.

When the terms of an equity-settled award are modified, the minimum expense recognized in
‘Personnel expenses’is the expense as ifthe terms had not been modified. An additional expense
isrecognized for any modification which increases the total fair value of the share-based payment
arrangement, or is otherwise beneficial to the employee as measured at the date of modification.
The entity shall recognize the incremental fair value granted if the modification increases the
fair value of the instruments granted, or the fair value of additional equity instruments granted,
if the modification increases the number of equity instruments.

When an equity-settled award is cancelled, it is treated as if it had vested on the date of
cancellation, and any expense not yet recognized for the award is recognized immediately. This
includes any award where non-vesting conditions within the control of either the entity or the
counterparty are not met. However, if a new award is substituted for the cancelled award, and
designated as a replacement award on the date that it is granted, the cancelled and new awards
are treated as if they were a modification of the original award, as described in the previous
paragraph.

All other long term and post-employment benefits are recognized under the “personnel
expenses” caption.
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1.6.19. Taxes
1.6.19.1. Current Tax

Current tax assets and liabilities for the current and prior years are measured at the amount
expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws
used to compute the amount are those that are enacted or substantively enacted at the reporting
date in the countries where legal entities of BNY Mellon SA/NV operate.

1.6.19.2. Deferred Tax

Deferred tax is recognized on temporary differences between the tax bases of assets and
liabilities and their carrying amounts for financial reporting purposes at the reporting date.

Deferred tax liabilities are recognized for all taxable temporary differences, except:

» When the deferred tax liability arises from the initial recognition of goodwill or of an asset
or liability in a transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss.

* In respect of taxable temporary differences associated with investments in subsidiaries,
when the timing of the reversal of the temporary differences can be controlled and it is
probable that the temporary differences will not reverse in the foreseeable future.

Deferred tax assets are recognized for all deductible temporary differences, carry forward of
unused tax credits and unused tax losses, to the extent that it is probable that taxable profit will
be available against which the deductible temporary differences, and the carry forward of unused
tax credits and unused tax losses can be utilized.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in
the year when the asset is realized or the liability is settled, based on tax rates (and tax laws)
that have been enacted or substantively enacted at the reporting date.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to
the extent that it is no longer probable that sufficient taxable profit will be available to allow all
or part of the deferred tax asset to be utilized. Unrecognized deferred tax assets are re-assessed
at each reporting date and are recognized to the extent that it has become probable that future
taxable profits will allow the deferred tax asset to be recovered.

Current tax and deferred tax relating to items recognized outside profit or loss are similarly
recognized outside profit or loss. Deferred tax items are recognized in correlation to the
underlying transaction either in other comprehensive income or directly in equity.

Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to
set off current tax assets against current tax liabilities and the deferred taxes relate to the same
taxable entity and the same taxation authority.

1.6.19.3. Sales Tax

Expenses and assets are recognized net of the amount of sales tax, except:
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» When the sales tax incurred on a purchase of assets or services is not recoverable from
the taxation authority, in which case, the sales tax is recognized as part of the cost of
acquisition of the asset or expensed, as applicable

* When receivables and payables are stated with the amount of sales tax included.

The net amount of sales tax recoverable from, or payable to, the taxation authority is included
as part of receivables or payables in the statement of financial position.

1.6.20. Dividends on Ordinary Shares

Dividends on ordinary shares are recognized as a liability and deducted from equity when they
are approved by BNY Mellon SA/NV’s shareholders. Dividends for the year that are approved
after the reporting date are disclosed as a subsequent event.

1.6.21. Equity Reserves
The reserves recorded in equity of BNY Mellon SA/NV include:

» Retained earnings comprising the accumulated profit and loss and

» ‘Other’ reserve which comprises: (i) the impact of the share based payment, (ii) changes
in fair value of FVOCI debt instruments and (iii) net gain (loss) on actuarial gains or losses
from the defined benefit pension plans, including tax effects thereon.

1.6.22. Segment Reporting

Segment disclosures are required for entities whose debt or equity instruments are traded in a
public market or that file, or are in the process of filing, their financial statements with a securities
commission or other regulatory organization for the purpose of issuing any class of instruments
in a public market. This is not the case for BNY Mellon SA/NV. As a result, BNY Mellon SA/NV
does not report an operating segment reporting by business nor by geographic market.

1.6.23. Assets Under Custody
Assets Under Custody are reported in accordance with Belgian Customer Asset Protection rules
(Circulaire PPB-2007-7). The amount of AUC is determined based on the allocation of each

security in custody to the contracting entity / sub-custodian, whereas in the past a proxy was
determined based on specific criteria.
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2. Net Interest Income

Interest income 2018 2017

in € '000 in € '000
Cash and cash balances with central banks — —
Investment securities 135,113 114,317
Loans and advances to customers 112,599 72,671
Interest income on liabilities 65,559 65,464
Total 313,270 252,452

Interest expense

Deposits from credit institutions 58,262 35,389
Deposits from other financial institutions 74,006 17,903
Deposits from non-financial institutions 127 1
Subordinated loans 30,117 30,117
Interest expense on assets 45,491 57,624
Total 208,003 141,034
Net interest income 105,268 111,418

The net interest income has presented an decrease of €6 Mio compared to last year mainly
due to volume and interest rate changes. The increase in net inter-company interest expense
is mainly due to Brussels Branch client transfers to the parent company in the US and in the
London branch of the parent as well as change in transfer pricing interest condition for all
currencies for Brussels Branch. Next to that there was an increase in USD interest rate following
FED rate increases that impacted negatively the interest expense resulting from various BNY
Mellon companies. The interest on deposits increased mainly due to USD rate change. the
impact of USD rate change is however limited on asset side. Indeed, the increase in interest
income earned from securities portfolio is mainly driven by the transfer of a new portfolio of
corporate bonds received in USD by BNY Mellon SA/NV. As most part of the portfolio is based
on fixed rate, USD rate increase had therefore a limited impact.

In 2018 BNY Mellon SA/NV continued charging negative interest rate to clients, hence better
reflecting the cost of maintaining Euro deposits. Interest income on liabilities line shows the
negative interest charged to the clients, where appropriately, by BNYM Mellon SA/NV and the
interest expense on assets line presents negative interest charged by central bank. These latest
central bank deposits have decreased over the year with the expected decrease of the total
balance sheet.

87



THE BANK OF NEW YORK MELLON SA/NV

3. Net Fee and Commission Income

2018 2017
In €'000 In € '000

Fee and commission income- contract revenue

Global Custody 496,281 509,187
Depository Bank Services 21,018 21,132
Fund Accounting 14,816 15,761
American Depositary Receipt 66,215 64,047
Servicing, processing and support fees re-charged 82,111 90,739
Foreign exchange commission revenue 46,361 64,466
Other 30,692 27,128
Total fee and commission income - contract revenue 757,495 792,460

Fee and commission expenses

Custody 152,828 162,389
Clearing and settlement 791 652
Servicing, processing and support fees re-charged 183,103 190,707
Other 2,735 5,417
Total fee and commission expense 339,457 359,165
Net fee and commission income 418,038 433,295

Net fee and commission income have moved by €(15) Mio mainly impacted by decrease of Fee
income by €(33) Mio partially offset by lower decrease of the expenses by €(20) Mio.

Revenue decrease mainly impacts Custody & Foreign Commissions revenue. Those captions
are mainly impacted by BNYM Brussels Branch clients transfer to US/UK, transfer of client
contracts of London Branch to the Institutional Bank and certain client terminations in German
entities. This is partially compensated by inclusion of a full year of Luxembourg Branch profit
and loss (Q1 2017 results of this entity were not included in the year to date 2017 figures).
Custody expenses are similarly impacted by the decrease of volume following clients transfer
described above.

Servicing (e.g. transactional, safekeeping), processing and support fees are fees re-charged
by group companies. On the revenue side, this is mainly collateral management operations and
asset servicing (i.e. global custody) operations cost recharged by BNY Mellon SA/NV to group
entities. On the expense side this is mainly on asset servicing related operations and overhead
charges that would be mainly resulting from other group entities charging BNY Mellon SA/NV
for servicing. Results of 2018 are impacted by decrease of volumes following BNYM Brussels
branch as well as BNY Mellon SA/NV London branch client transfer and UNA merger™.

Other fee and commission expense of €3 Mio consists of various miscellaneous fees, of which
mainly market data pricing of a total of €1.4 Mio (2017: €5.4 Mio).

11 . . . . . . .
As explained in previous years annual accounts, this project is the merger of our Luxembourg branch with the former
Luxembourg Bank of the group.
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4. Gains (Losses) on Non Qualifying Economic Hedges and
Other Derivatives

2018 2017

In €'000 In € '000

Forward foreign exchange contracts 36,798 58,237
36,798 58,237

Realized and unrealized result of currency swaps that act as economic hedges are recorded
in this caption totaling €36.8 Mio, net of any FX revaluation on the underlying treasury
placements. The result in this caption has significantly decreased in line with expected balance
sheet decrease. Main impacts are :

- GBP/EUR €(9.5) Mio swaps decrease in volume. GBP position reduction is mainly due to UK
Trust and depository clients' transfer to BNYMIL UK bank.

- USD/EUR £€(8.2) Mio swaps decrease in volume mainly due to reinvestment of USD to portfolio

or placements. This is driven by the BNY Mellon Institutional Bank decision to decrease USD
lending to subsidiaries and decision to increase securities portfolio investment in USD.

5. Other Operating Income

2018 2017

In € '000 In € '000

Gains from sales of FVOCI debt instruments — 430
Gains on de-recognition of non-financial assets, net 25,046 —
Miscellaneous income 727 547
25,773 977

The gains from de-recognition of non-financial assets are related to the sale of client contracts
of London Branch of BNY Mellon SA/NV to other entities of BNY Mellon that occurred in July
2018.

6. Personnel Expenses

2018 2017

In € '000 In € '000

Wages and salaries 111,879 106,493
Social security contributions 19,040 18,775
Pension costs — Defined benefit plan (Note 22.2) 4,000 7,154
Pension costs — Defined contribution plan (Note 22.1) 4,832 2,431
Share-based payments (Note 25) 1,602 1,774
Other 14,788 13,984
156,140 150,611
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The Personnel expenses increased compared with prior year by €6 Mio mainly due to exclusion
of Q1 2017 costs of Luxembourg and Milan entities prior to the merger. Other expenses consist
principally of medical insurance costs of € 2.9 Mio (2017: €3 Mio), head office shared service
staff expenses of €4.4 Mio (2017: €4.3 Mio), commuting programs for employees of €3.3 Mio
(2017: €2.9 Mio).

7. Other Operating Expenses

2018 2017

In € '000 In € '000

Losses on sales of FVOCI bonds 2,745 —
Professional fees 24,956 23,020
IT expenses 24,952 24,761
Bank levies 17,949 16,198
Operational lease expenses 11,773 11,075
Non trading exchange differences — 3,109
Shared services support (overhead) 38,850 22,190
Temporary clerical assistance 5,609 5,246
Non recoverable VAT 7,602 5,454
Repair and maintenance 3,079 5,256
Miscellaneous, including marketing 14,273 12,609
151,787 128,918

Other operating expenses increased compared to prior year by €22.9 Mio mainly due to share
of service support (+€16 Mio). This is mainly driven by new and repriced allocations coming
from the parent company mainly related to IT support.

Increase in bank levies (+€1.8Mio) is mainly due to SRF contribution increase for the year (based
on increase of target amount to collect from the sector).

The major components of other miscellaneous expenses are: foreign business tax of €0.7Mio
(2017: €0.6 Mio), deposit insurance of €1.8Mio (2017: €2 Mio) and transportation costs of
€1.9Mio (2017: €1.6 Mio).

The fees incurred towards the statutory auditor including related entities are: audit fees of €1.3

Mio (2017:€1.6 Mio), audit related fees of €0.8 Mio and non-audit fees of € 0.3 Mio (2017:
€0.2Mio).
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8. Income Tax

The components of income tax expense for the years ended 31 December 2017 and 2018 are:

2018 2017
In € '000 In € '000
Current tax

Current income tax 59,772 81,811
Adjustment in respect of current income tax of prior years — —

Deferred tax
Relating to origination and reversal of temporary differences (11,680) 255
48,091 82,066

8.1. Reconciliation of the Total Tax Charge

Reconciliation between the tax expense and the accounting profit multiplied by Belgium’s
domestic tax rate for the years ended 31st of December 2017 and 2018 is as follows:

2018 2017
In € '000 In €'000
Accounting profit before taxes (148,383) 173,273
1. Tax expense using Belgian statutory rate of 29.58% (2017:33.99%) (43,891) 59,097
2. Effect of different tax rates in other jurisdictions 1,260 (9,914)
3. Income not subject to tax 17,295 —
4. Non tax deductible expenses 90,221 42,532
5. Effect of utilization of previously unrecognized tax losses (497) —
6. Adjustment in respect of current income tax of prior year (1,012) (1,154)
7. Other increase (decrease) in statutory tax charge (15,284) (8,494)
Income tax expense reported in the consolidated of comprehensive
statement 48,091 82,066
The effective income tax rate of 2018 is 32.41% (2017: 47.20 %).
8.2. Income Tax Effects relating to Comprehensive Income
2018 2017
Before Tax Before Tax  Net of
tax (expense  Net of tax tax (expense tax
amount ) benefit amount amount ) benefit amount
In€
In€'000 In<€'000 In €'000 '000 In€'000 In€'000
Net gain/(loss) on actuarial gains and (626) (35) (661) 11,885 (4,781) 7,103
losses
Financial instruments at FVTOCI/ (45,429) 8,432 (36,997)  (70,907) 13,750 (57,157)
Available-for-sale financial assets
Total (46,054) 8,396 (37,658) (59,022) 8,968 (50,054)
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8.3. Current and Deferred Tax

The following table shows current tax assets and liabilities recorded on the consolidated
statement of financial position:

2018 2017
In € '000 In € '000
Current tax assets
Pending tax refunds 14,190 5,675
VAT tax receivables 4,076 15,802
Other 27,166 4,906
Total 45,431 26,382
Current tax liabilities
Reserve for taxes 19,756 12,011
VAT tax payables 5,789 16,445
Other — —
Total 25,545 28,456

The following table shows deferred tax recorded on the consolidated statement of financial
position and changes recorded in the income tax expense:

Deferred
tax assets Deferred tax Deferred
31 liabilities 31 Statement of Other tax Deferred tax
December  December Profitand Comprehensiv assets liabilities
2018 2018 Loss 2018 e lncome 2018 Dec 2017 Dec 2017
In € '000 In €'000 In €'000 IN€'000 In €'000 In €'000
Pensions 3,046 — (188) 29 2,887 -
Temporary difference on
goodwill deductible — 0 (7,985) — - (7,985)
Temporary difference on
intangibles assets
deductible — (2,271) (3,309) — - (5,580)
Other liabilities not
recognized for tax
purposes 31 — 4 — 34 -
Revaluation of financial
instruments — available-
for-sale 4,760 0 677 (8,430) - (2,993)
Other temporary
differences 639 0 (902) — - (263)
8,476 (2,271) (11,703) (8,401) 2,921 16,822
Amounts offset 686 686 2,043 2,043
Total 7,790 (1,585) 878 14,779

The law of 25 December 2017 introduced a reduction of the Belgian Corporate tax rate in two
steps. As from 01 January 2018, the Belgian corporate tax rate reduces from 33.99% to 29.58%.
In a second step, as from 01 January 2020, the corporate tax rate will further decrease from
29.58% to 25%.
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9. Financial Assets and Financial Liabilities

9.1 Classification of financial assets and financial liabilities

The following table provides a reconciliation between line items in the statement of financial
position and categories of financial instruments.

December 31, 2018
In € '000

Cash and cash balances
with central banks

Financial assets held for
trading

Loans and advances to
customers

Investment securities

Total financial assets

Financial liabilities held for
trading

Deposits by central banks

Deposits by credit and other
financial institutions

Due to non-financial
customers

Subordinated liabilities
Total financial liabilities
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Mandatorily = Designated Amortised Total carrying
at FVTPL as at FVTPL  instruments cost value
— — — 6,238,261 6,238,261
295,091 — — — 295,091
— — 6,535,177 6,535,177
— — 11,927,449 590,295 12,517,744
295,091 — 11,927,449 13,363,734 25,586,274
304,085 — — — 304,085
— — — 585,458 585,458
— — — 21,307,964 21,307,964
— — — 45,931 45,931
— — — 358,755 358,755
304,085 — — 22,298,108 22,602,193
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Other Total

Held to Loansand Available amortised carrying
December 31, 2017 Trading maturity receivables  for sale cost value
In € '000
Cash and cash balances
with central banks — — — — 11,785,679 11,785,679
Financial assets held for
trading 106,223 — — — — 106,223
Loans and advances to
customers — — 9,338,026 — — 9,338,026
Investment securities — 1,274,651 — 13,156,339 — 14,430,990
Total financial assets 106,223 1,274,651 9,338,026 13,156,339 11,785,679 35,660,918
Financial liabilities held
for trading 125,936 0 0 0 0 125,936
Deposits by central
banks 0 0 0 0 860,068 860,068
Deposits by credit and
other financial institutions 0 0 0 0 31,732,401 31,732,401
Due to non-financial
customers 0 0 0 0 10,078 10,078
Subordinated liabilities 0 0 0 0 358,734 358,734
Total financial liabilities 125,936 0 0 0 32,961,281 33,087,217

There were no financial assets or financial liabilities designated as at FVTPL at 31 December
2017.
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9.2 Classification of financial assets and financial liabilities on the date of initial
application of IFRS 9

The following table shows the original measurement categories in accordance with IAS 39
and the new measurement categories under IFRS 9 for the financial assets and financial
liabilities at 1 January 2018.

Original
Original carrying New carrying
classification New classification amount under amount under
In € '000 under IAS 39 under IFRS 9 IAS 39 IFRS 9
Cash and cash balances Loans and
with central banks receivables Amortised cost 11,785,679 11,785,679
Financial assets held for
trading FVTPL FVTPL (mandatory) 106,223 106,223
Loans and advances to Loans and )
customers receivables Amortised cost 9,338,026 9,336,478
Investment securities -debt  Available for sale FVOCI 13,156,339 13,156,282
Investment securities - debt  investments Amortised cost 1,274,651 1,274,648
Total financial assets 35,660,918 35,659,310
Financial liabilities held for FVTPL (held for
trading FVTPL trading) 125,936 125,936
Deposits by central banks Amortised cost Amortised cost 860,068 860,068
Deposits by credit and other ) )
financial institutions Amortised cost Amortised cost 31,732,401 31,732,401
Due to non-financial . )
customers Amortised cost Amortised cost 10,078 10,078
Subordinated liabilities Amortised cost Amortised cost 358,734 358,734
Total financial liabilities 33,087,217 33,087,217

10. Cash and Cash Balances with Central Banks

2018 2017

In €'000 In € '000

Cash balances with the National Bank of Belgium 2,145,303 204,634
Placements with other central banks 4,092,958 11,581,045
of which monetary reserves 251,700 328,554
6,238,261 11,785,679

Deposits with the National Bank of Belgium and with some other central banks mainly represent
placements and are available for use in the day-to-day operations of BNY Mellon SA/NV and
part of BNY Mellon SA/NV liquid assets buffer. The decrease of €5.5B is mainly due to decrease
in the placement with Deutsche Bundesbank by €7.5B offset by an overnight placement with
National Bank of Belgium of €1.9B.
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11. Loans and Advances to Customers

2018 2017
In € '000 In € '000

Loans and advances to
Central Governments 78 534
Credit institutions 6,215,612 9,142,458
Other financial institutions 320,333 2
Less: Allowance for impairment losses (847) —
6,535,177 9,338,026

BNY Mellon SA/NV balance sheet is liquidity driven. Deposits are mainly invested in bonds’
portfolio and placements with the central banks. The decrease of loans to credit institutions is
principally due to decrease in affiliates term deposits by €2.4B and interest bearing deposits
and nostro from third party banks by €1.3B as of 31 December 2018 in line with the overall
strategy of decreasing the balance sheet. This decrease was slightly compensated by an
increase in affiliates nostro placements and overdrafts by €0.9B.

Aloss allowance arising from ECL 0of €0.85 Mio is reported for loans and advances with customers
at31 December 2018 (2017:€0). The minimal allowance reflects the limited credit risk associated
with these assets. BNY Mellon SA/NV deals with high quality rated counterparts and on a very
short term basis (as described in more detail in note 28). As a result, there is limited risk that a
loan or advance will become non-performing and result in impairment. No non-performing loans
and advances exist as of 31 December 2018 and 2017 respectively.

On 25 February 2016, BNY Mellon SA/NV signed a collateral agreement with Deutsche Bank
AG to cover exposures incurred by BNY Mellon SA/NV’s cash deposits to Deutsche Bank AG
and its branches in its capacity of sub-custodian. The carrying amount of the securities given
as collateral by Deutsche Bank AG at 31 December 2018 was €173Mio (2017: €242 Mio).

12. Investment Securities

2018

In € '000

FVOCI investment securities issued by 11,927,449
Central governments 6,969,922
Credit institutions 4,155,057
Non credit institutions 802,470
Investment securities at amortized cost issued by 590,295
Central governments 410,039
Credit institutions 180,256
T 12517744
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2017
In €000
Held to maturity investment securities issued by 1,274,651
Central governments 1,181,104
Credit institutions 93,547
Available for sale investment securities issued by 13,156,339
Central governments 9,722,735
Credit institutions 3,433,604
T 14430990

BNY Mellon SA/NV invests in highly liquid debt securities to improve the interest margin and to
have an adequate liquid asset buffer. The decrease in the investment securities by €2B is in
line with the decrease of the balance sheet. It is mainly a decrease in sovereign debt by €1.9B
and US Treasury securities by €1.6 due principally to bonds coming to maturity. These bonds
were partially replaced by a portfolio of corporate bonds of €0.8B and a transfer of covered
bonds of €0.6B from London Branch of the BNYM Institutional Bank. Please refer to note 28.3
for discussion on BNY Mellon SA/NV’s approach to managing liquidity.

13. Asset Encumbrance

BNY Mellon SA/NV has signed a collateral agreement with Euroclear to cover an intraday credit
line for $2.1B. BNY Mellon SA/NV invests in various bonds (please see note 12); these have
been further pledged as collateral to Euroclear during 2017 and 2018.

To mitigate credit risk in foreign exchange business, BNY Mellon SA/NV increased the volume
of collateralized netting agreements in 2017. Hence BNY Mellon SA/NV has foreign exchange
cash collateral presented in encumbered other assets in 2017 and 2018.

As of 31 December 2018 the carrying and fair value of encumbered assets by type of assets
were as follows:

2018 2017
Carrying Fair value Carrying Carrying Fair value Carrying
amount of of amount of amount of of amount of
encumber encumber unencumbe encumber encumber unencumber
ed assets ed assets red assets ed assets ed assets ed assets
Assets In € '000 In € '000 In € '000 In € '000 In € '000 In € '000
Debt securities 2,742,135 2,742,775 9,775,609 2,608,070 2,609,216 12,100,078
Other assets 396,706 — 12,986,395 352,276 352,276 21,751,692
3,138,841 2,742,775 22,762,004 2,960,346 2,936,624 33,851,770

At year ending 2018, the carrying amount of the debt securities refer to bonds pledged to
Euroclear. Other assets encumbered refer to monetary reserves, mainly placed with National
Bank of Belgium, treated as encumbered assets as these cannot be not freely withdrawn by
the bank. In 2018, other assets include foreign exchange cash collateral of €145 Mio (2017:
€23.7 Mio).
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The reportable encumbered collateral received, or available for encumbrance are presented
below:

2018 2017
Matching Assets, Matching Assets,
liabilities, collateral liabilities, collateral
contingent received and contingent received and
liabilities or own debt liabilities or own debt
Encumbered assets/collateral received and securities securities securities securities
associated liabilities lent issued lent issued
In € '000 In € '000 In € '000 In € '000
Carrying amount of financial liabilities
Derivatives 272,762 145,005 81,946 23,722
Collateralized deposits 17,326 17,326 75,842 75,842
Other sources of encumbrance — 2,976,510 — 2,860,783
Total sources of encumbrance 290,088 3,138,841 — 2,960,346

BNY Mellon SA/NV has no own debt securities issued. Other sources of encumbrance refer to
the monetary reserves at central banks, foreign exchange cash collateral and bonds pledged
to Euroclear referred above.

14. Derivative Financial Instruments

The table below shows the fair values of derivative instruments, together with their notional
amounts. The notional amount is the amount of a derivative’s underlying asset, reference rate
or index and is the basis upon which changes in the value of derivatives are measured. The
notional amounts are indicative of neither the market risk nor the credit risk.

Notional Notional

Assets Liabilities amount Assets Liabilities amount
Derivatives held
for trading 2018 2018 2018 2017 2017 2017
In € '000
Forward foreign 295,091 304,085 41,879,653 106,216 125,936 23,224,880
exchange contracts
295,091 304,085 41,879,653 106,216 125,936 23,224,880

Derivatives often involve, at their inception, a mutual exchange of promises with little or no
transfer of consideration. However, these instruments frequently involve a high degree of
leverage and are volatile. A relatively small movement in the value of the asset, rate or index
underlying a derivative contract may have a significant impact on the value of the derivative.

Over-the-counter derivatives may expose BNY Mellon SA/NV to the risks associated with the
absence of an exchange market on which to close out an open position.

BNY Mellon SA/NV’s exposure under derivative contracts is closely monitored as part of the
overallmanagementof BNY Mellon SA/NV’s market risk. Currently, concerning over-the-counter
derivatives, BNY Mellon SA/NV has forward foreign exchange contracts related to: a) its treasury
activity and b) customer transactions. The latter are mirrored on a back to back basis with BNY
Mellon.

Disclosures concerning the fair value of derivatives are provided in Note 24.
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15. Other Assets

2018 2017

In € '000 In € '000

Prepaid charges 2,403 2,896
Accrued income (other than interest income from financial assets) 55,327 95,292
Accounts receivable, including: 176,780 445,409
From affiliate companies 34,140 54,184
Miscellaneous 10,320 5,062
244,831 548,659

The accounts receivable balance at year end is highly driven by day-to-day operations. The
receivables from affiliate companies refer to the balances with entities that are part of the same
group as BNY Mellon SA/NV. Miscellaneous assets include operating transactions that are in
a suspense account until clarification that result from day-to-day operations of BNY Mellon SA/
NV. The decrease in accounts receivables is mainly due to Corporate Actions and Global Income,
where exceptional Dividend Receivable was recorded in 2017 and not repeated in 2018. Next
to that the decrease of €20 Mio in affiliate receivables are due to less subcustodian fees charged
out by the parent company and lower transfer pricing recharge due to Brussels Branch execution.

BNY Mellon SA/NV's customers are billed based on fee schedules that are agreed upon in each
customer contract. The receivables from customers were €89.14Mio at 1 January 2018 and
€65.95Mio at 31 December 2018. An allowance is maintained for accounts receivable which is
generally based on the number of days outstanding. Adjustments to the allowance are recorded
in other operating expense in the Statement of profit and loss and other comprehensive income.

The unbilled receivables were €74.55Mio at 1 January 2018 and €43.13Mio at 31 December

2018 and considered due to the passage of time rather than due to contingent factors; hence
there were no contract assets or associated impairment in 2018.
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16. Property and Equipment

2018

Net Book Value

At 1 January

Additions

Business combinations
Disposals

Depreciation charge for the year
Other movements

At 31 December

Gross carrying amount

Accumulated depreciation and impairment

2017

Net Book Value

At 1 January

Additions

Business combinations
Disposals

Depreciation charge for the year
Other movements

At 31 December

Gross carrying amount

Accumulated depreciation and impairment

100

Furniture,
fixtures
Leasehold Computer  and other
improvements  equipment equipment Total
In € '000 In € '000 In€'000 In<€'000
3,789 250 1,784 5,823
2,165 221 1,298 3,683
@ — — —
(1,745) (170) (656) (2,571)
292 — — 292
4,499 301 2,426 7,227
20,693 3,907 10,076 34,676
(16,192) (3,595) (7,660) (27,448)
Furniture,
fixtures
Leasehold Computer  and other
improvements  equipment equipment Total
In € '000 In € '000 In€'000 In€'000
3,588 260 2,036 5,884
1 119 383 503
1,673 — 266 1,939
— — (59) (59)
(1,470) (129) (842) (2,441)
(3 — — (©)]
3,789 250 1,784 5,823
18,745 3,717 8,884 31,347
(14,956) (3,467) (7,100) (25,524)
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17. Goodwill and Other Intangible Assets

2018 Goodwill Computer Client Total
software Contracts
Net Book Value In €'000 In € '000 In €'000 In € '000
At 1 January 400,923 1,001 25,559 427,573
Acquisitions 0 540 — 540
Retirement & disposals — — — —
Amortization charge for the year — (1,059) (3,277) (4,336)
Goodwill and intangibles impairment (395,854) — (7,131) (402,985)
Foreign currency translation effects — — — —
Other movements (5,069) — (6,436) (11,505)
At 31 December — 572 8,716 9,288
Gross carrying amount 541,923 20,906 39,601 602,430
Accumulated depreciation and impairment (541,923) (20,331) (30,885) (593,139)
2017 Goodwill Computer Client Total
software Contracts
Net Book Value In €'000 In € '000 In €'000 In € '000
At 1 January 538,490 3,264 29,906 571,660
Business combinations 3,433 14 — 3,447
Retirement & disposals — — — —
Amortization charge for the year — (2,187) (4,347) (6,534)
Goodwill impairment (141,000) — — (141,000)
Foreign currency translation effects — — — —
Other movements — — — —
At 31 December 400,923 1,091 25,559 427,573
Gross carrying amount 541,923 29,575 82,944 654,442
Accumulated depreciation and impairment (141,000) (28,484) (57,384) (226,868)

17.1. Impairment Testing of Goodwill

Under IFRS, goodwill is periodically tested for impairment at BNY Mellon SA/NV level, which
was determined to be the cash generating unit. We refer to section 1 (Accounting policies) for
the determination of the cash generating unit and the date (30 June) on which goodwill is tested
for impairment. As at June 30, 2018, net book value of goodwill was at €395Mio (characterized
by an impairment loss of €141Mio recorded in 2017 and a reclassification of €5Mio to non-
current assets held for sale following the presentation of the sale of London branch as a disposal
group in accordance with IFRS 5).

The impairment testing exercise was performed in the year on a situation as per 30 June 2018,
using year end forecasted figures and the 2019 budget prepared on the normalized 2018 figures.
For 2020 and years after, the plan used for this exercise is derived from the Strategic plan that
besides the base case plan also includes a serie of strategic business initiatives taken by the
Company and by the Group to which it belongs. Among these initiatives, BNY Mellon SA/NV
included the expected impact from the closure of the Brussels Branch The Bank of New York
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Mellon Ltd., the sale of the client contracts of London branch, the increased level of group
charges, the disintermediation of the BNY Mellon SA/NV as global sub-custodian by its parent
The Bank of New York Mellon Ltd., the German transformation plan and the Brexit impact.

An amount of €396 Mio of impairment losses on goodwill was recognized for the year ended
31 December 2018 (2017:€141Mi0).

This additional impairment loss compared to last year is mainly explained by the following
events that have taken place in 2018:

The closure process of the Brussels Branch of The Bank of New York Mellon Ltd. in which
clients of the Brussels Branch decided to move sooner to the custody network managed
by The Bank of New York Mellon Ltd. As a result, a large portion of Brussels Branch clients
will as from 2019 no longer be served through the custody network of BNY Mellon SA/NV.
The remainder will move during 2019 to the US network.

As a result of the lessons learned following from the Brussels Branch closing, it came
apparent that other clients of The Bank of New York Mellon Ltd. will no longer be served
through the network of BNY Mellon SA/NV. In last year’s business planning exercise, this
transfer was only foreseen as from 2023.

Astructural increased level of group charges as a result of an increased level of technology
and regulatory costs at Group level that have to be recharged to the operating entities.
Finalization end June 2018 of the sale of the London branch clients resulting in a lower
price than initially estimated.

Impact of additional Brexit initiatives and the German transformation plan which were not
included in last year’s plan.

Re-assessment of key assumptions and the increase of the alpha factor by 50 bp compared
to last year (see below for more details).

The recoverable amount for BNY Mellon SA/NV was calculated based on the value in use. This
value in use was determined by discounting the future cash flows expected to be generated
from the cash generating unit’s continuing use. Value in use in 2018 was determined in a similar
manner as in prior years based on revised assumptions, summarized as follows:

Cash flows were projected based on net earnings after taxes (corrected for “non-cash”
gains/losses) as of 30 June 2018, an updated assessment of the cash flows for the second
half of 2018 and the 5-year business plan, excluding year 2018 (cf. supra).

Terminal cash flows were extrapolated using a constant growth rate of 1.27 percent (2017:
1.55 percent), which is based on the long-term growth assumption of the BNY Mellon SA/
NV and set equal to the current long-term risk free rate.

A discount rate of 9.77 percent (2017: 9.55 percent) was applied in determining the
recoverable amounts for the cash generating unit. BNY Mellon SA/NV used a WACC based
on European risk free rate and a Belgium premium, in line with previous iterations. Next to
this, an alpha of 1.00% (2017: 0.50%) was used to increase the discount rate to reflect the
high level of uncertainty from the business plan (given the new initiatives) related to Brexit
and German transformation plan. Given the high impact characterised by a very high degree
of uncertainty with regards to both initiatives, it is assessed that the uncertainty of the cash
flows significantly increased compared to last year justifying a higher alpha compared to
last year.

Since end of 2015 as a forward-looking approach, management has decided to advance the
timing of the goodwill impairment exercise and use mid-year actuals instead of year-end
reporting figures, also aligning it to the internal financial budgeting/forecasting cycle.
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2018 earnings are negatively impacted by the one-off €396 Mio impairment of Goodwill as
explained in note 1.6. to the annual accounts.

SA/NV is delivering its strategy and is becoming less reliant to the Group. This however results
in a lower BNY Mellon SA/NV value, when book value continue to increase.

Although this impairment has a significant impact resulting in a net loss for 2018, it is a non-

cash entry that is aligning BNY Mellon SA/NV book value to its fair market value. This has no
impact on capital ratios or on BNY Mellon SA/NV sustainability and capability for future growth.

18. Financial Liabilities Measured at Amortized Costs

2018 2017

In €'000 In € '000

Deposits by central banks 585,458 860,068
Deposits from credit institutions 5,395,671 8,198,944
Current accounts / overnight deposits 5,361,070 8,198,944
Deposits with agreed maturity 34,602 —
Deposits from other financial institutions 15,912,293 23,533,457
Current accounts / overnight deposits 15,882,522 23,533,457
Deposits with agreed maturity 29,771 —
Deposits from non-financial institutions 45,931 10,078
Current accounts / overnight deposits 45,931 10,078
Subordinated liabilities (Note 21) 358,755 358,734
Other financial liabilities — —
22,298,108 32,961,281

All the liabilities were issued by BNY Mellon SA/NV.

BNY Mellon SA/NV has not had any defaults of principal, interest or other breaches with regard
to all liabilities during 2018 (2017: nil €). The decrease of €10.6B in deposits results from various
strategic initiatives, including: i) the transfer of assets and liabilities of London branch to other
BNYM entities totaling €3.2B, ii) Brussels Branch deposits transfer to BNYM institutional bank
and branches totaling €2.4B iii) Allianz lost business of €2.3B in the German entity and iv) BNYM
trust and depository client transfer of €1.3B.
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19. Other Liabilities

2018 2017

In € '000 In € '000

Employee benefits — Defined benefit obligation (Note 22.2) 14,374 13,030
Other employee benefits and social charges 26,864 24,589
Leasing liabilities 109 105
Accrued charges (other than from interest expenses on financial liabilities) 46,488 45,311
Accounts Payables 142,461 206,518
Other 53,605 38,618
283,902 328,171

Other liabilities caption decreased mainly due to the third party account payables that decreased
by €41.5 Mio compared to 2017 due to Global Income as well as less costs recharged by the
parent company. Contract liabilities were €3.15 Mio at 1 January 2018 and €0.8 Mio at 31
December 2018. Revenue recognised in 2018 relating to contract liabilities as of 1 January was
€0.58 Mio.

20. Provisions

Restructuring Other Total
Costs provisions
In € '000

At 1 January 2018 2,257 2,734 4,991
Amounts provisioned 16,961 836 17,797
Amounts utilized (3,718) (2,081) (5,799)
Unused amounts reversed during the period (614) (1,234) (1,847)
Other movements — 2) 2)
At 31 December 2018 14,887 253 15,140
At 1 January 2017 6,572 638 7,210
Amounts provisioned 1,404 2,746 4,150
Amounts utilized (5,142) (455) (5,597)
Unused amounts reversed during the period (577) (195) (772)
Other movements — — —
At 31 December 2017 2,257 2,734 4,991

BNY Mellon SA/NV has implemented a restructuring plan over the past years that has led to
job relocation and re-organization of certain functions across different locations. The Brussels
office maintains client facing functions, specialized processing activities and numerous shared
services functions. The provision as of 31 December 2018 refers to the severance pool for this
re-organization across different countries. Other provisions are mainly related to operational
claims in Brussels and client tax reclaims in the German branch. No pending or legal issues
provisions were accounted for during 2017 or 2018 and existed as of 31 December 2018.
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21. Subordinated Liabilities

BNY Mellon SA/NV is the borrower of a perpetual loan from a related party of €92.5 Mio (2017:
92.5 Mio) to be used for general corporate purposes. Interest accrue on the loan at the rate of
8.18% per annum based on the actual number of days elapsed and a year of 360 days.

BNY Mellon SA/NV is also the borrower of a loan maturing on 22 July 2040 from a related party
of €253 Mio (2017: €253 Mio) to be used for general corporate purposes. Interest accrues on
the loan at the rate of 8.75% per annum and is calculated on the basis of the actual number of
days elapsed and a year of 360 days.

Both loans are considered as Tier 2 capital for regulatory purposes and each contract allows
the National Bank to request the suspension of the repayment of the loan if BNY Mellon SA/
NV does not comply with the applicable requirements on own funds or based on the financial
situation and the solvability of BNY Mellon SA/NV.

There is no collateral required as per loan agreements for the two loans.

Notwithstanding the fact that the loans are perpetual or maturing on 22 July 2040, these may
be repaid at the option of BNY Mellon SA/NV (after written approval of the National Bank of
Belgium):

» After the 5th anniversary of the Drawdown date;
* In case of a Tier 1 disqualification event;

* In case of a tax event; or

» In any such other case as agreed by the NBB.

The repayment price will be an amount equal to the aggregate of the amount of the outstanding
loan and, the amount of any accrued (or deferred) but unpaid interest on the loan.

22. Retirement Benefit Plan

22.1. Defined Contribution Plan

BNY Mellon SA/NV has four defined contribution plans to which BNY Mellon SA/NV pays fixed
contributions (two plans in the Netherlands, one in Luxembourg and one in Ireland); there is no
legal or constructive obligation to pay further contributions. The contribution plan in Belgium is
one lump sum out of two parts of a hybrid plan, treated overall as a defined benefit plan. The
assets of the plans are held separately from those of BNY Mellon SA/NV in a fund under the
control of trustees. For the Irish employees, a defined contribution plan exists.

The total expense of €2.1 Mio (2017: €2.4 Mio) charged to the consolidated statement of profit

and loss and other comprehensive income represents contributions payable to these plans by
BNY Mellon SA/NV at rates specified in the rules of the plan.

22.2. Defined Benefit Plan
Employee benefits

During the year the group operated four defined benefit plans: two in Belgium and two in
Germany. Typically defined benefit plans define an amount of pension benefit that an employee
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will receive on retirement, usually dependent on one or more factors such as age, years of
service and compensation.

Nature of benefits provided by the Plans

The German Plans are final salary plans and provide pension benefits linked to salary at
retirement or earlier date of leaving service. The plans are open to future accrual. The Belgian
contribution Plan provides a lump sum to members at retirement and has been closed to new
employees since April 2007. Neither plan includes any guarantees provided by BNY Mellon SA/
NV or its affiliates.

Regulatory framework in which the Plans operates

The group operates defined benefit pension plans in Belgium and Germany under broadly similar
regulatory frameworks.

German Plans: The plans operate under the framework of German company pension law
(BetrAVG) and general regulations based on German labor law. The pension plans are closed
for new employees. The main pension plans are frozen. The plans are partly funded with assets
invested in funds.

Belgian Plans: The defined benefit pension plans (i.e. “Old Plan”) and the hybrid defined benefit
pension plan/"cash balance” plan (i.e. “New Plan”) are financed by the plan Sponsor. Benefit
payments are made from self-administered funds. The Fund is regulated by the FSMA (financial
regulatory agency in Belgium). Minimum benefits are defined by the law.

Other entity's responsibilities for governance of the Plans
German Plans: None.

Belgian Plans: The Board of Directors is responsible for the governance of the Plans as well
as for the governance and investments of the Fund’s assets. Benefit payments are made from
the self-administered funds and Plan assets are held in the OFP, which are governed by local
regulations and practice. Contributions paid by the sponsor are based on the financing plan.
The Board of Directors are comprised of representatives of the company in accordance with
local regulations and practice.

Risks to which the Plans expose the Company

» Assetvolatility - If plan assets underperform the discount rate a deficit results. As the Belgian
plans are partly invested in fixed income assets, there is a possibility of underperformance
against the discount rate and so an increase to the deficit.

» Longevity - Increases in life expectancy will increase plan liabilities, the inflation-linkage of
the benefits for the German and Belgian Plans also means that inflationary increases result
in a higher sensitivity to increases in life expectancy.

* Inflation risk - The majority of benefits in the German plans are linked to inflation and so
increases in inflation will lead to higher liabilities (although in most cases there are caps in
place which protect against extreme inflation). The Belgian Plan is less sensitive to inflation
as a lump sum is provided at retirement.

Plan amendments, curtailments or settlements

No plan amendments, curtailments or settlements occurred during the financial year of 2018
or 2017.

106



THE BANK OF NEW YORK MELLON SA/NV

Funding arrangements and funding policy that would affect future contributions

The funding requirements of the individual plans are based on the actuarial measurement
frameworks sets out in the funding policies of the plans and are in accordance with the statutory
requirements of the plans in the various jurisdictions. BNY Mellon SA/NV undertakes separate
actuarial valuations for funding purposes for each of the individual plans and pays contributions
to the plans in line with the outcomes of these valuations.

Asset-liability matching strategies

Investment positions are managed by Pension Fund managers within an ALM framework that
has been developed to achieve long-term investments that are in line with the obligations under
the pension schemes. Within this framework, ALM objective is to match assets to pension
obligations by investing in long-term interest securities with maturities that match the benefit
payments as they fall due and in the appropriate currency. The company actively monitors the
duration and the expected yield of the investments to ensure they are matching the expected
cash flows arising from the pension obligations.
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Movement in net defined benefit (asset) liability

The following table shows reconciliation from the opening balances to the closing balances for
the net defined benefit (liability)/ asset and its components.

Net defined
Defined benefit Fair value of plan benefit (liability)/
obligations assets asset
2018 2017 2018 2017 2018 2017
IN€'000 IN€'000 IN€'000 IN€'000 In€'000 In€'000

Balance at 1 January (78,451) (84,195) 65,421 56,821 (13,030) (27,374)
Included in profit or loss
Current service cost (2,682) (3,207) — — (2,682) (3,207)
Administrative expenses — — (67) (45) (67) (45)
Operating expense/ (income) (2,682) (3,207) (67) (45) (2,749) (3,252)
Net interest on the net benefit obligation/
(asset) (1,440) (1,589) 1,219 1,093 (221) (496)
Finance expense/ (income) (1,440) (1,589) 1,219 1,093 (221) (496)
Net benefit expense (4,122) (4,796) 1,152 1,048 (2,970) (3,748)
Included ~in other
comprehensive income
Return on plan assets excluding interest
Income — — (3,236) 3,147 (3,236) 3,147
Experience gains/ (losses) (1,521) 323 — — (1,521) 323
Actuarial gains/(losses) arising from
changes in financial assumptions 787 230 — — 787 230
Actuarial gains/(losses) arising from
changes in demographic assumptions

3,143 8,035 — — 3,143 8,035
Total gains/ (losses) recognized 2.409 8,588 (3,236) 3,147 (827) 11,735
Other
Net transfers (in)/out — — — — — _
Contribution paid by the employer — — 2,453 6,357 2,453 6,357
Benefits paid 2,150 1,952 (2,150) (1,952) — —

2,150 1,952 303 4,405 2,453 6,357
Balance at 31 December (78,014)  (78,451) 63,640 65,421 (14,374) (13,030)
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The amounts of the defined benefit obligation and plan assets for the previous five years are
reported below.

Net defined benefit (obligation)/asset

31 December 2018 2017 2016 2015 2014

In €'000 In €'000 In €'000 In €'000 In €'000
Fair value of plan assets 63,640 65,421 56,821 55,637 50,953
Defined benefit obligation (78,014 (78,451 (84,195) (74,957) (74,688)
As of 31 December (14,374 (13,030 (27,374) (19,320) (23,735)

BNY Mellon SA/NV expects to contribute €2.48 Mio to its defined benefit pension plan in 2018
(2017: €2.54 Mio). The cumulative amount of gains and losses recognized in other
comprehensive income is presented below:

Gains and losses recognized in other comprehensive income

2018 2017

In € '000 In € '000

As of 1 January 9,595 21,330
Recognized during the year 626 (11,735)
As of 31 December 10,221 9,595

The major categories of plan assets as a percentage of the fair value of total plan assets are
as follows (weighted average):

2018 2017
Equity instruments (all quoted), of which: 59.9% 54.36%
Domestic equities 17.5% 16.86%
Overseas equities 36.8% 34.69%
Emerging markets equities 5.6% 2.81%
Debt instruments, of which:12 31.9% 40.55%
Corporate/government bonds 31.9% 40.55%
Fixed interest government bonds (unquoted) 0.0% 0.00%
Index-linked government bonds (unquoted) 0.0% 0.00%
Property (all quoted) 3.8% 2.57%
Cash 1.6% 2.5%
Quoted 1.5% 2.47%
Unquoted 0.1% 0.05%
100% 100%

12 |nvestments in funds are included in the categories of Debt Instruments. The sub-categories reflect the underlying assets of the
fund.
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The sector allocation of the equity instruments is as follows:

2018 2017

In €'000 In € '000

Equity instruments, of which: 38,126 35,565
Energy, industrial companies and materials 8,147 9,984
Consumer Discretionary and Staples 9,911 9,303
Financials 8,411 7,428
Health Care 3,168 3,021
Information Technology 7,416 5,188
Other 1,074 641

Substantially the equity securities and bonds are issued in EUR currency (54.51%, 2017:71.4%)
and traded in active markets. All government bonds are issued by European governments. All
bonds are rated as follows:

2018 2017
AAA 12.1% 13.8%
AA 18.8% 20.2%
A 36.1% 27%
BBB, BB or B 33.0% 39%

The most recent actuarial valuations of plan assets and the present value of the defined benefit
obligation were carried out on behalf of BNY Mellon SA/NV at 31 December 2018. The present
values of the defined benefit obligation, the related current service cost and past service cost
were measured using the projected unit credit method.

Actuarial assumptions and sensitivity analysis
Assumptions are set based on actuarial advice with reference to the duration of the individual

plans and market conditions in each territory. These individual plan assumptions are equivalent
to liability-weighted assumptions as follows:

2018 2017
Discount rate 1.90% 2.00%
Future salary growth 2.70% 2.30%
Future pension increase 1.75% 1.62%

Assumptions regarding future mortality are set based on actuarial advice in accordance with
published statistics and experience in each territory. These assumptions translate into the
average life expectancy underlying the values of the defined benefit obligation at the reporting
date as per below:

2018 2017
Longevity at age 65 for current pensioners
Males 215 21.3
Females 25.2 251
Longevity at age 65 for current members aged 45
Males 22.3 22.0
Females 25.9 25.8

110



THE BANK OF NEW YORK MELLON SA/NV

Based on the assumptions set out above, the impact on the present value of the defined benefit
obligations of changing the following individual assumptions (with all other assumptions
remaining unchanged) is set out below.

Value of obligations at year end if (In *€000) : Movement |31 December 2018

Discount rate reduced by 1.00% 93,509
Discount rate increased by 1.00% 64,445
Inflation reduced by 1.00% 73,179
Inflation increased by 1.00% 83,702
Life expectancy decreased by 1 year 76,404
Life expectancy increased by 1 year 79,598

The above analysis assume that assumption changes occur in isolation. In practice this is
unlikely to occur and some assumptions may be correlated, such as pension increases and RPI
inflation. The same method (project unit method) has been applied when calculating these
sensitivities.

23. Issued Capital and Reserves

Authorized, issued and fully paid 2018 2017
In '000 In '000
Ordinary shares of 976.7 € each 1.672 1.672

% Convertible preference shares -
1.672 1.672

BNY Mellon has share option schemes under which options to subscribe for the BNY Mellon’s
shares have been granted to certain executives and senior employees of BNY Mellon SA/NV.

24. Fair Value of Financial Instruments

24.1. Determination of Fair Value and Fair Value Hierarchy

BNY Mellon SA/NV uses the following hierarchy for determining and disclosing the fair value
of financial instruments by valuation technique:

Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities. Level 1
prices are available from an exchange, a dealer, broker or a similar counterparty. The fair value
measurement of financial instruments with quoted prices is based on a mark-to-market valuation
derived from currently available transaction prices with no valuation (modeling) technique
needed.

Level 2: other techniques for which all inputs which have a significant effect on the recorded
fair value are observable, either directly or indirectly. Observable inputs imply existence of an
active market and should be used in preference to unobservable inputs. Risk free rates and
exchange rates are observable inputs. Valuation techniques based on observable inputs are
referenced to the current fair value of a similar instrument or a discounted cash flow model.
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Level 3: techniques that use inputs which have a significant effect on the recorded fair value
that are not based on observable market data. The level 3 category implies that there is no
active market and that assumptions hence internally developed valuation techniques are put in
place to determine the fair value of the financial instrument.

The following table shows an analysis of financial instruments recorded at fair value by level of
the fair value hierarchy of BNY Mellon SA/NV:

2018 Level 1 Level 2 Level 3 Total
In € '000 In € '000 In € '000 In € '000

Financial assets
Derivative financial instruments
Forward foreign exchange contracts — 295,091 — 295,091

Financial investments at FVOCI (Quoted)

Debt securities 11,723,022 204,427 — 11,927,449
11,723,022 499,519 — 12,222,540

Financial liabilities

Derivative financial instruments

Forward foreign exchange contracts — 304,085 — 304,085
— 304,085 — 304,085

2017 Level 1 Level 2 Level 3 Total
In € '000 In € '000 In € '000 In € '000

Financial assets
Derivative financial instruments

Forward foreign exchange contracts — 106,216 — 106,216

Financial investments available-for-sale (Quoted)

Debt securities 12,900,282 256,057 — 13,156,339
12,900,282 362,273 — 13,262,555

Financial liabilities
Derivative financial instruments
Forward foreign exchange contracts — 125,936 — 125,936
— 125,936 — 125,936

BNY Mellon SA/NV did not transfer any financial instruments from level 1 to level 2 and from
level 1 and level 2 to level 3 of the fair value hierarchy in 2018 or 2017.

24.2. Financial Instruments Recorded at Fair Value
A description of the determination of fair value per class of financial instruments is presented

below. The fair value determinations incorporate BNY Mellon SA/NV’s estimate of assumptions
that a market participant would make when valuing the instruments.
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24.2.1. Derivatives

All BNY Mellon SA/NV OTC derivative products are valued using internally developed models
that use as their basis readily observable market parameters and as a result these are classified
as Level 2 of the valuation hierarchy. Such derivatives comprise the forward foreign exchange
contracts used for treasury management.

At 31 December 2017, OTC derivative assets and derivative liabilities included a credit
valuation/ debit valuation adjustment (CVA/DVA) when measuring their fair value with an
insignificant impact on the fair value. As of December 2018 the CVA adjustment was
immaterial, hence it was not adjusted.

24.2.2. Financial Instruments — FVOCI (2018)/ Available-for-sale (2017)

Available-for-sale financial assets classified within Level 1 mainly consist of government
securities that are actively traded in highly liquid over-the-counter markets. These securities
are valued using recent quoted unadjusted prices.

If quoted market prices are not available, the fair values are estimated using pricing models,
guoted prices of securities with similar characteristics or discounted cash flows. For securities
where quotes from recent transactions are not available for identical securities, BNY Mellon
SA/NV determines fair value primarily based on pricing sources with reasonable levels of price
transparency. Specifically, the pricing sources obtain recent transactions for similar types of
securities (e.g. vintage, position in the securitization structure) and ascertain variables such as
speed of prepayment and discount rate for the types of transaction and apply them to similar
types of bonds. BNY Mellon SA/NV views these as observable transactions in the current
marketplace and classifies such securities as Level 2.

24.3. Fair Value of Financial Assets and Liabilities Not Carried at Fair Value

The following describes the methodologies and assumptions used to determine fair values for
those financial instruments which are not already recorded at fair value in the consolidated
financial statements:

24.3.1. Assets for which Fair Value Approximates Carrying Value

For financial assets and financial liabilities that have a short term maturity (less than three
months) it is assumed that the carrying amounts approximate to their fair value. This assumption
is also applied to demand deposits, and savings accounts without a specific maturity.

24.3.2. Fixed Rate Financial Instruments

Where quoted market prices are not available, we generally base the fair value of loans on
observable market prices of similar instruments, including bonds, credit derivatives and loans
with similar characteristics. If observable market prices are not available, we base the fair value
on estimated cash flows adjusted for credit risk which are discounted using an interest rate
appropriate for the maturity of the applicable loans.

The fair value of fixed rate financial assets and liabilities carried at amortized cost are estimated
by comparing market interest rates when they were first recognized with current market rates
for similar financial instruments. As BNY Mellon SA/NV has high quality counterparts, credit risk
does not significantly influence the fair value. From an economic viewpoint, credit risk is very
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low at BNY Mellon SA/NV. The estimated fair value of fixed interest bearing deposits is based
on discounted cash flows using prevailing money-market interest rates for debts with similar
credit risk and maturity. Set out below is a comparison, by class, of the carrying amounts and
fair values of BNY Mellon SA/NV'’s financial instruments that are not carried at fair value in the
consolidated financial statements. This table does not include the fair values of non-financial
assets and non-financial liabilities.

For all financial assets not measured at fair value, for which we disclose a fair value, the fair
value measurement qualifies as Level 1. BNY Mellon SA/NV reassessed its presentation of the
fair value hierarchy of financial liabilities in 2017 and considers that the Level 2 reflects better
the valuation technics used to estimate the value of financial liabilities given that the valuation
is not derived directly from currently available transaction prices.

2018 2017
Carrying Fair value Carrying Fair value
amount amount

Financial assets
Cash and cash balances with central 6,238,261 6,238,261 11,785,679 11,785,679
banks
Loans and advances to customers 6,535,177 6,535,177 9,338,026 9,338,026
Debt instruments at amortised cost 1,274,651 1,277,446
(2018)/ held to maturity (2017) - Quoted 590,295 597,038
Financial liabilities
Financial liabilities at amortized cost 22,298,108 22,298,108 32,961,281 32,961,281

The table below shows the interest income and expense that relates to financial instruments
measured at amortized cost:

Interest income from financial instruments measured at amortized 2018 2017
cost

in € '000 in € '000
Cash and cash balances with central banks — —
Loans and advances to customers 112,599 138,134
Debt instruments at amortised cost (2018)/ held to maturity (2017) - Quoted 6,462 10,138
Total 119,061 148,272
Interest expense from financial instruments measured at amortized 2018 2017
cost

in € '000 in € '000
Deposits 132,396 110,917
Subordinated loans 30,117 30,117
Total 162,512 141,034
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25. Share-based Payment

The share-based payment plans are described below. There have been no cancellations of or
modifications to, any of the plans during 2018.

A Long Term Incentive Plan is operated by BNY Mellon, under which both stock options and
restricted stock units are granted to senior employees.

Stock options were not issued in the last two years. The ones outstanding were granted at fair
market value at the date of grant and vest 25% each year on the anniversary of the grant.
Awards automatically lapse on the 10th anniversary of the grant. Each grant under the plan is
issued with its own set of terms and conditions as described above. The plan is administered
inthe US and there are a number of exercise methods available to scheme participants including
"cashless for cash" and "buy and hold" options.

Restricted Stock Units are also issued under the plan and vest in % increments each year.
The expense recognized for employee services received during the year is shown in the following
table:

2018 2017

In €'000 In €'000

Expense arising from equity-settled share-based payment transactions 1,602 1,774
Total expense arising from share-based payment transactions 1,602 1,774

The following table illustrates the number (No.) and weighted average exercise prices (WAEP)
of, and movements in, share options during the year. The WAEP has been converted to EUR
based on the monthly average rates.

Options
2018 2017
WAEP  WAEP WAEP WAEP
No. uSbD EUR No. uSD EUR
Outstanding at the beginning of the year 133,206 27.04 23.88 159,274 31.68 28.63
Exercisable at the beginning of the year 133,206 27.04 23.88 159,274 31.68 28.63
Staff transfers during the year 1,063 — — — - -
Granted and vested during the year'* — — — 54,069 30.58 27.00
Exercised during the year 50,058 31.11 26.34 -71,505 (38.21) 33.74
Expired during the year 1,397 — — -8,632 - —
Outstanding at the end of the year 80,688 26.77 22.67 133,206 27.04 23.88
Exercisable at the end of the year 80,688 26.77 22.67 133,206 27.04 23.88

1 The movement of granted and vested for 2017 includes the internal transfer of 7,070 options and 834 restricted stocks from the
Luxembourg entity of BNYM SA/NV to the Luxembourg bank that merged with BNYM SA/NV.
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Restricted stock

2018 2017
No. No.
Outstanding at the beginning of the year 81,917 76,558
Staff transfers during the year 398 —
Granted during the year 35,640 64,684
Vested and exercised during the year 44,444 (58,138)
Forfeited during the year 1,034 (1,187)
Outstanding at the end of the year 71,681 81,917
Non vested expected to vest at year end 70,765 80,840

The weighted average remaining contractual life of options outstanding at year end is 1.88 years
(2017: 2.44 years).

The range of exercise price of options outstanding at year end is from USD 18.02 to USD 30.20
(2017: USD 18.02 to USD 45.40).

The expected life of options and expected volatility of BNY Mellon stock both are based on
historical data and hence reflect the assumption that historical data is indicative of future trends,
which may also not necessarily be the actual outcome. No other features of option grants were
incorporated into the measurement of fair value.

The share price and exercise price are the same and equal the price of BNY Mellon stock on
the date of grant. No stock options were granted during the past years and thus there is no
available input data to the model used for equity-settled options for the years ended 31 December
2018 and 2017.
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26. Contingent Liabilities, Commitments and Leasing
Arrangements

26.1. Legal Claims

In 2013 a Swedish Arbitral Tribunal issued an award of over USD500m against the Republic of
Kazakhstan (“RoK”) in favour of Anatolie Stati, Gabriel Stati, Ascom Group S.A. and Terra Raf
Trans Traiding Ltd (together the "Stati Parties"). This award has been upheld by the Swedish
Supreme Court. The Stati Parties have sought to legally enforce this award in numerous
jurisdictions against RoK'’s assets held by any party. In October 2017 BNYM SA/NV London
Branch (“SA/NV”) was served with a conservatory garnishment order in Belgium, ordering SA/
NV to freeze certain assets belonging to RoK and its National Fund. Accordingly, and in
compliance with SA/NV’s legal obligations, SA/NV froze assets held by its client, the National
Bank of Kazakhstan (“NBK?”), for the National Fund. On 25 May 2018 the amount of the Belgian
freeze was reduced, but remains in place pending the outcome of further legal proceedings in
England regarding the nature of the relationship among RoK, NBK and SA/NV and the accuracy
of SA/NV’s prior statements as the garnishee in the Belgian proceedings. Previously, the English
High Court and Court of Appeal dismissed NBK/RoK’s lawsuit against SA/NV where court rulings
were sought stating that SA/NV were not contractually entitled to freeze the assets in
guestion.The outcome of these matters is highly uncertain and as a result it is not currently
practicable to estimate any impact.

German authorities are conducting investigations of past “cum/ex” trading. Historically, such
trading involved the purchase of equity securities on or shortly before the dividend date but
settled after that date, creating a risk that a party could obtain a potentially unwarranted refund
of withholding tax. German tax law was later amended to prevent parties from obtaining
potentially unwarranted refunds through cum/ex trading. In some instances, the authorities
have taken the view that past cum/ex trading may have resulted in tax avoidance or evasion,
and have demanded repayment of certain tax refunds. The Bank of New York Mellon SA/NV
(“BNYM SA/NV”) and its subsidiary BNY Mellon Service Kapitalanlage-Gesellschaft mbH
(“BNYM KAG”"), have been informed by German authorities that the authorities are investigating
potential cum/ex trading by certain third-party investment funds, where BNYM SA/NV had
acquired entities in 2010 (the “Acquired Entities”) that served as depositary and/or fund manager
for those third-party investment funds. BNYM SA/NV has received preliminary information
requests from the authorities relating to activity prior to the 2010 acquisitions that could trigger
potential tax liabilities. BNYM SA/NV is cooperating fully with those requests. Neither BNYM
SA/NV nor BNYM KAG has received any tax demand concerning cum/ex trading. The
agreement under which BNYM SA/NV acquired the Acquired Entities includes an indemnity for
tax liabilities from the sellers that we intend to pursue as necessary. The outcome of these
matters is highly uncertain and as a result it is not currently practicable to estimate any impact.

BNY Mellon SA/NV has entered into an agreement under which it will provide financial

support to enable BNY Mellon Service Kapitalanlage-Gesellschaft mbH to meet any tax
payment obligation or civil law claims arising from cum-ex trades.

26.2. Off-balance Sheet
The off-balance sheet items consist mainly of: (i) the assets under custody (AUC) totaling

€2,373B as of 31 December 2018 (2017: €3,608B), (ii) other received commitments, and (iii)
lease arrangements.
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Please note, the decrease of AuC in 2018 is due to the desintermediation of the Bank of New
York Mellon SA/NV from the custody chain for the BNY Mellon US Institutional bank clients
(mainly due to Brussels Branch client transfer).

The breakdown of the off-balance sheet positions are provided in the table below.

Overview of off balance sheet positions:

CATEGORY 2018 2017

In € Mio In € Mio
Contingent placements _ 12
Financial guarantees received for state guaranteed bonds (Note 28.2.4) 802 656
Securities received as collateral (Note 26.3) 173 242
Other commitments received (Note 26.3) 1,250 1,250
Assets under custody 2,373,071 3,608,449

The amount of assets under custody received, split by currency at 31 December 2018, are
presented in the table below:

2018 2017
EUR Other Total EUR Other Total
currency currency

In € 'Mio In € 'Mio In €'Mio In € 'Mio In € 'Mio In € 'Mio

Assets under
custody

1,042,542 1,330,529 2,373,071 1,411,755 2,196,695 3,608,449

1,042,542 1,330,529 2,373,071 1,411,755 2,196,695 3,608,449

26.3. Collateral and other commitments received

On the 3rd of February 2016, BNY Mellon SA/NV signed a financial guarantee agreement
with the Taipei Branch of Sumitomo Mitsui Banking Corporation (SMBC) to cover all nostro
exposures of BNY Mellon SA/NV against HSBC Bank (Taiwan) Limited up to €250 Mio.

On the 11th of February 2016, BNY Mellon SA/NV signed an Unfunded Credit Risk Mitigation
Agreement with the London branch of BNY Mellon Institutional Bank to cover the part of
exposures exceeding the prudential limit (25% of own funds) on external counterparties for
maximum €1 BIn.

On 25 February 2016, BNY Mellon SA/NV signed a collateral agreement with Deutsche Bank
AG to cover exposures incurred by BNY Mellon SA/NV’s cash deposits to Deutsche Bank AG
and its branches in its capacity of sub-custodian.

26.4. Lease Arrangements
BNY Mellon SA/NV has entered into commercial operating leases on premises and equipment.
These leases have an average life of 4 years for machine and equipment rental commitments

and 9 years for premises lease commitments with no renewal option included in the contracts.
There are no restrictions placed upon the lessee by entering into these leases.
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For the lease payments recognized in profit and loss in the period please refer to note 7. Future
minimum lease payments under non-cancellable operating leases as at 31 December 2018 and
2017 are as follows:

2018 2017
In €'000 In €'000
Within one year 10,719 10,932
After one year but not more than five years 36,904 30,311
More than five years 8,448 10,350
56,072 51,592

of which:
Car and equipment lease 4,374 4,568
premises lease 51,697 47,024

The increase in the minimum lease payments is notably due to Frankfurt Branch that
renegotiated the MesseTurm lease agreement and signed a new one in 2018 (fixed lease term
30 September 2026).
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27. Related Party Disclosures

27.1. Key Management Compensation

Key management personnel refer to the members of the Board of Directors, the Committees
of the Board of Directors and senior management as set out in the Report of the Board of
Directors.

2018 2017

In €'000 In €'000

Short-term employee benefits 2,716 2,411
Post-employment benefits 93 87
Other long-term benefits 15 14
Termination benefits -
Share based payments 140 143
2,964 244

Short-term employee benefits section consists of salaries of €2,357 thousand (2017: €2,097
thousand), social charges of €317 thousand (2017: €271 thousand) and pension expenses of
€43 thousand (2017: €42 thousand). Compared to prior year the increase is mainly due to the
remuneration of the key executives and four independent directors.

Post-employment benefits of the key management are an estimation of extra-legal pension
contribution. Other long term benefits are the contributions to the death-in-service reinsurance
and long term disability.

More information regarding the share based payments are disclosed in Note 25.
27.2. Transactions with Key Management Personnel of BNY Mellon SA/NV

BNY Mellon SA/NV does not enter into transactions, arrangements and agreements involving
directors, senior management and their relatives. There are no mortgages or any personal loans
granted to key management. Therefore there is nothing to report as transactions with key
management.

27.3. Transactions with Related Parties

The following is a summary of the balances relating to transactions with BNY Mellon SA/NV’s
parent (i.e. ultimate parent and ultimate controlling party only), the companies included in its
parent’s consolidated financial statements and other companies related to BNY Mellon group.
The outstanding balances and transactions with own subsidiaries are included for presentation
purposes only, since these transactions are eliminated for the consolidation scope.

120



THE BANK OF NEW YORK MELLON SA/NV

Amounts payable to and amounts receivable from related parties

2018 2017
Parent Own Other Parent Own Other
subsidiari entities of subsidiari entities of
es the group es the group
In € '000 In € '000 In €'000 In € '000 In € '000 In € '000
Assets: loans and 2,459,917 — 368,347 3,904,647 — 455,680
advances
Current accounts 2,450,672 2 368,347 3,830,083 455,207
Term loans 9,245 — — 74,564 472
Other receivables 262,233 523 9,341 169,826 402 8,766
TOTAL ASSETS 2,722,150 523 377,688 4,074,473 402 464,446
Deposits 3,334,888 10,718 905,274 6,255,325 2,790 1,736,516
Subordinated — — 358,755 354,950
liabilities
Other liabilities 38,940 472 7,423 104,013 788 3,879
TOTAL 3,373,828 11,189 1,271,452 6,359,338 3,578 2,095,345
LIABILITIES

Income and expense generated by transactions with related parties

2018 2017

Parent Own Other Parent Own Other

subsidiarie entities of subsidiarie entities of

s the group s the group

In € '000 In€'000 In€'000 In € '000 In € '000 In € '000

Interest income 57,061 33 5,802 56,459 20 8,084

Fees and 352,542 3,084 49,429 387,065 1,993 46,291
commissions

Other 202 335 — 1,370 —

TOTAL INCOME 409,805 3,452 55,267 443,524 3,383 54,375

Interest expense 73,636 5 37,960 26,250 18 36,943

Fees and 153,486 2,811 30,084 166,377 2,899 24,638
commissions

Other 52,717 10,577 39,850 7,926

TOTAL 279,840 32,326 78,620 232,477 2,917 69,507

EXPENSE

27.4. Terms and Conditions of Transactions with Related Parties

The outstanding balances arise from the ordinary course of business. Outstanding balances at
the year-end are unsecured. Nonetheless, the term deposits with BNY Mellon are covered by
a master agreement that contains a right to withdraw prior to maturity date subject to early
withdrawal penalty (break clause). For the year ended 31 December 2018, receivables on related
parties are not considered to be doubtful and hence no provision for doubtful debt has been
made.
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27.5. Consolidated Subsidiaries and Branches and Key Financial Performance

Figures by Geographical Location

The consolidated financial statements include the separate financial statements of BNY Mellon
SA/NV which includes its branches and the subsidiaries in the following table:

Branches

Country of
incorporation

Nature of activity

The Bank of New York Mellon SA/NV - Amsterdam
Branch

The Bank of New York Mellon SA/NV - London Branch

Netherlands

United Kingdom

2018
Asset Servicing, Markets

Asset Servicing, Corporate Trust, Markets

The Bank of New York Mellon SA/NV - Frankfurt Branch ~ Germany Asset Servicing, Corporate Trust, Markets.
'éhe Bﬁnk of New York Mellon SA/NV - Luxembourg Luxembourg Asset Servicing, Corporate Trust, Markets
ranc
The Bank of New York Mellon SA/NV — Milan Branch Italy Corporate Trust
The Bank of New York Mellon SA/NV Belgium Asset Servicing, Broker/Dealer Services,
Markets

The Bank of New York Mellon SA/NV - Dublin Branch Ireland Asset Servicing, Corporate Trust, Markets
The Bank of New York Mellon SA/NV - French Branch France Corporate Trust
BNY Mellon Service Kapitalanlage - Gesellschaft mbH Germany Asset Servicing
(subsidiary)

Country of % equity % equity
Name of Subsidiary incorporation interest interest

2018 2017

BNY Mellon Service KVG DE 100% 100%
Stichting Administratiekantoor BNY Mellon Global NL 100% 100%

Custody

The turnover, profit before tax and after tax consolidated into the consolidated statement of
profit and loss of BNY Mellon SA/NV as well as the number of employees (full time equivalent)
are presented by location in the table below:

Branches

The Bank of New York Mellon SA/NV

The Bank of New York Mellon SA/NV - London Branch
The Bank of New York Mellon SA/NV - Amsterdam Branch

The Bank of New York Mellon SA/NV - Dublin Branch

The Bank of New York Mellon SA/NV - Luxembourg
Branch

BNY Mellon Service Kapitalanlage - Gesellschaft mbH
The Bank of New York Mellon SA/NV - Frankfurt Branch
The Bank of New York Mellon SA/NV - Italian Branch
The Bank of New York Mellon SA/NV - French Branch
Total

Profit Profit after No of FTE

Turnover* before tax tax (equivalent)
In € '000 In € '000 In € '000

305,733 137,826 113,716 581
67,577 63,893 50,478 —
57,080 (243,594) (245,506) 147
56,036 6,639 1,683 236
47,162 5,745 2,148 169
21,379 (52,022) (51,749) 90
18,560 (65,088) (65,175) 185
6,521 (1,761) (1,956) 23
2,595 (22) (114) 8
582,643 (148,383) (196,474) 1,439

*Turnover comprises interest income, fee and commission income, gains on non-qualifying
economic hedges, gains from sale of available-for-sale debt securities and non-trading gains

from exchange differences.
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27.6. Business Combinations

No business combinations occurred in 2018.

On 1 April 2017, BNY Mellon, Luxembourg, SA has merged with BNY Mellon SA/NV. As a
result of this merger, the activity of BNY Mellon, Luxembourg, SA has been integrated into the
existing BNY Mellon SA/NV, Luxembourg branch and BNY Mellon SA/NV has a seventh branch,

in Milan.

The operation was a cross-border merger, on merger date BNY Mellon SA/NV issued 127,251
new shares in exchange of all assets and liabilities of BNY Mellon Luxembourg SA.

28. Risk Management

28.1. General

BNY Mellon SA/NV acknowledges risk taking as a fundamental characteristic of providing
financial services. It is inherent to the business of banking and arises in every transaction BNY
Mellon SA/NV undertakes. The capacity to take risk and pursue profits is constrained by the
balance sheet and the reputation of the BNY Mellon brand in the marketplace as well as by
regulatory requirements.

BNY Mellon SA/NV adheres to BNY Mellon's global risk culture. BNY Mellon places significant
importance on continually improving and strengthening its risk management approach and
capabilities, including strong governance, policy, process, risk measurement and appropriate
incentives. This emphasis, in conjunction with a defined strategy and focused programs related
to risk awareness, has fostered a sound and evident risk culture throughout the company.

The Risk Function’s goal is to establish and maintain a strong, adequately resourced, and
forward looking BNY Mellon SA/NV Risk function that is well placed to identify and manage
emerging risks in a timely manner, by legal entity and business.

Risk Management provides independent oversight that risks are adequately identified and
measured, remain commensurate to the risk appetite and that there is an appropriate balance
between risk and associated risk mitigation costs, and provides independent challenge to the
business.

BNY Mellon SA/NV Risk Management develops, maintains and ensures compliance with
specific regulations for risk governance and oversight, risk culture, risk function, risk
management framework (including risk appetite statement, risk policies, risk management
procedures), risk management operating model (including risk registers & Management
Information) and risk models oversight, in accordance with the BNY Mellon regional model and
recognizing best market practice to ensure the BNY Mellon SA/NV businesses develop in a risk
controlled environment. It encourages a proactive culture of managing risks.
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28.1.1. Risk Management Framework
Risk Appetite

BNY Mellon defines risk appetite as “the level of risk it is normally willing to accept while pursuing
the interests of our major stakeholders, including our clients, shareholders, employees and
regulators”. The Risk Appetite Statement (RAS) defines metrics and controls to measure and
monitor risks relative to the risk appetite. These metrics establish risk thresholds through
gualitative and quantitative expressions of risk appetite to monitor risk-taking activities.

The Risk Appetite of BNY Mellon SA/NV constitutes the risk limiting perimeter within which the
Head Office, Branches and Subsidiary must operate.

The Board owns and defines the RAS, and is responsible for annually reviewing it and approves
any amendment. The Risk Appetite Metrics Report is actively monitored, and managed by the
BNY Mellon SA/NV Executive Committee through a defined governance and set of delegated
controls to ensure that the performance of business activities remains within risk appetite levels.
The Risk Appetite is reviewed if the risk profile changes or at least annually. It is governed by
a Group Policy.

The Board of BNY Mellon SA/NV adopts a prudent appetite to all elements of risk to which it is
exposed. Business activities are managed and controlled in a manner consistent with the Board’s
stated tolerances using defined quantitative and qualitative measurements. The Board of
Directors has sought to establish a clear set of tolerances for its business and has articulated
it's appetite through a series of statements and metrics.

28.1.2. Committees assisting the Executive Committee

The Executive Committee has established the following committees to assist in the performance
of its duties.

Risk Management Committee (“RMC”)

The key purpose of the BNY Mellon SA/NV Risk Management Committee (“RMC”) is to provide
oversight of the risk management process for the underlying businesses, subsidiary and
branches, to ensure that risks are identified, monitored and reported and to ensure that
appropriate actions and activities are in place to manage the identified risks. The RMC also
plays a central role in ensuring that material change that has the potential to affect the BNY
Mellon SA/NV is identified in a timely manner and managed in an appropriate fashion.

The aim of the RMC is to establish and maintain a capable, effective forward looking risk
organization thatis well placed to identify and manage emerging risks for the legal entity including
its branches and subsidiary. The RMC provides risk-based challenge to the Business (1st line
of defense) establishes and maintains arisk culture, advises the Executive Committee as second
line of defense on risk matters.

The Committee is responsible for ensuring that risk and compliance activities undertaken by
BNY Mellon SA/NV and its underlying branches and subsidiary and businesses are executed
in accordance with internal policies and all relevant regulations.

The RMC is responsible for ensuring that risk and compliance activities undertaken by BNYM
SA/NV and its underlying branches and subsidiary and businesses are executed in accordance
with internal policies and all relevant regulations.
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Capital and Stress Testing Committee (“CSTC")

The purpose of the CSTC is to ensure adequate governance and understanding of, and
ownership for the processes and documentation pertaining to BNY Mellon SA/NV’s capital
requirements (economic, regulatory, adequacy and allocation), risk economic capital model
methodologies and stress testing. This is achieved in accordance, where applicable, with the
ICAAP governance, BNY Mellon SA/NV Stress Testing policies and Framework whilst taking
into consideration the Group’s over-arching capital, profit and strategic plans.

The CSTC is an empowered decision making body under authority delegated by BNY Mellon
SA/NV Executive Committee and subject to corporate policy, legislation and external regulation.

Asset and Liability Committee (*“ALCO”)

The Belgium ALCO is responsible for overseeing the asset and liability management activities
on the balance sheet of BNY Mellon SA/NV and its branches and subsidiary, and for ensuring
compliance with all liquidity, interest rate risk and capital related regulatory requirements.

Business Acceptance Committees (BAC)

The BAC is responsible for the acceptance, oversight and guidance of new and existing
businesses and clients for each of the following business lines for all BNY Mellon legal entities
across EMEA: Asset Servicing & AlS, Corporate Trust, Depositary Receipt, Markets, and Broker-
Dealer & Advisory Services.

BNY Mellon SA/NV representatives, selected by the ExCo for their expertise, sit at BACs when
BNY Mellon SA/NV deals have to be approved.

Credit Risk Oversight Committee (“CROC")

The key purpose of the CROC is to oversee all forms of credit risk, to oversee controls of credit
risk associated with BNY Mellon SA/NV banking business and to ensure compliance with BNY
Mellon SA/NV credit policies. The activities of the CROC are reported to the Executive Committee
as well as to the RMC where relevant.

28.1.3. Description of the Risk Management Framework

The risk management function monitors and identifies emerging risks with a forward looking
approach. It provides risk management information to the BNY Mellon SA/NV Board and
governance committees, and contributes to a “no-surprise” risk culture. It aligns closely with
Compliance (2LOD) and Internal Audit (3LOD) plus Finance and Treasury (as 1LOD control
functions). It independently educates staff, promotes risk awareness and continually makes
improvements, whilst monitoring progress against defined success criteria for improving the
effectiveness of the risk function.
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BNY Mellon SA/NV Risk management oversees each one of the BNY Mellon SA/NV Branches,
the Brussels Head Office, and the KVG Subsidiary. A Branch Risk Report is prepared monthly
at Branch and Subsidiary level including details relevant for the business at Branch and
Subsidiary level. This report is reviewed monthly at the Branch Management Meeting, and also
presented to the BNY Mellon SA/NV Risk Management Committee by the Branch Managers
where items are discussed and escalated. All the documentation is stored by the BNY Mellon
SA/NV RMC secretary, including minutes and action points.

28.1.4. Risk Assessment Methodology and Reporting Systems

Risk identification and monitoring occur in the business (operational areas) and within focused
risk departments. Several processes are in place in order to ensure that the risks are correctly
and timely identified and monitored. Monitoring and controlling risks is primarily performed based
on limits established by BNY Mellon SA/NV. These limits reflect the business strategy and market
environment of BNY Mellon SA/NV as well as the level of risk that BNY Mellon SA/NV is willing
to accept. In addition, BNY Mellon SA/NV’s policy is to measure and monitor the overall risk
bearing capacity in relation to the aggregate risk exposure across all risk types and activities.

Information compiled from all the businesses is examined and processed in order to analyze,
control and identify risks on a timely basis. This information is presented and explained to the
Risk Management Committee, the Executive Committee and the Board of Directors.

Risk identification and reporting is made using a series of tools and information systems. Each
risk type is assessed and reported by risk experts to BNY Mellon SA/NV RMC.

BNY Mellon SA/NV benefits from multiple data gathering, risk monitoring and escalation flows.
BNY Mellon SA/NV generally does not build its own risk infrastructure, data aggregation and
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reporting tools. In that sense, all the tools used by the risk experts are Corporate tools, of which
the building and maintenance is framed by policies and Service Level Agreements. One notable
exceptionis the large exposure tool (Concentration Risk System - CRS). This toolwas developed
by BNY Mellon SA/NV, and is tailored to the needs of BNY Mellon SA/NV.

28.1.5. Internal Capital Adequacy Assessment Process (“ICAAP”) and Internal
Liquidity Adequacy Assessment Process (“ILAAP”)

BNY Mellon SA/NV monitors its capital adequacy in accordance with Basel Framework on the
basis of Pillar 1 requirements as well as Pillar 2 (Economic Capital).

Pillar 1 capital requirement is calculated according to the Basel standardized approach for credit,
market and operational risks, and for credit value adjustment. The standard formula is based
on weighting factors applied to the balance sheet and profit and loss components.

Pillar 2 capital requirement is based on an internal risk assessment of the components of the
balance sheet and of the business activities; it uses BNY Mellon SA/NV methodologies (most
being BNY Mellon methodologies) which follow an approval process including independent
validation by BNY Mellon’s model validation team. These methodologies are approved by BNY
Mellon SA/NV Capital and Stress Testing Committee and by BNY Mellon SA/NV Board of
Directors during the annual ICAAP approval. BNY Mellon SA/NV also conducts stress tests in
order to assess the resilience of the capital base in the future. This provides an avenue for
micro- and macro-economic scenarios, new activities or strategic plans to be assessed from a
capital perspective.

The ILAAP process reflects a strong liquidity risk management culture and efficient governance
regime in place within the firm. Throughout the ILAAP preparation cycle the content, findings
and conclusions set out in this paper have been reviewed and challenged by the relevant
stakeholders and governance committees.

The ILAAP is aliving document updated on a regular basis and, no less frequently than annually.
It includes liquidity stress testing proving the resilience of the firm in case of market or
idiosyncratic liquidity events.

28.1.6. Risk Mitigation

As part of its overall risk management and in addition to the different mitigation measures
implemented within the different risk categories, BNY Mellon SA/NV uses derivatives and other
instruments to manage exposures resulting from changes in foreign exchange rates. This use
is limited to the economical coverage of the liquidity invested in part of its debt instruments
portfolio.

28.2. Credit Risk

28.2.1. Source of Risks

Credit risk is the risk arising from obligor or counterparty failure to pay an extension of credit
whether contractual or otherwise. Credit risk is found in all activities in which settlement or
repayment depends on counterparty, issuer, or borrower performance. It exists any time bank
funds are extended, committed, invested, or otherwise exposed through actual or implied
contractual agreements, whether reflected on or off the balance sheet..

Because of its business model providing custodial services to the global finance community,
BNY Mellon SA/NV assumes less balance sheet and traditional credit risk than many other
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banks. However, these businesses do create significant intraday credit risk that can originate
from different sources.

BNY Mellon SA/NV credit exposures arise primarily through the following activities:

= BNY Mellon SA/NV provides significant intraday credit facilities to clients in order
to settle transactions settling in a wide variety of global markets. These facilities
are generally secured, unadvised and uncommitted. Although end of day balances
(overdrafts) are relatively small, intraday exposures can be extensive, albeit spread
across a very wide portfolio of clients.

= Client overdrafts, resulting from unfunded intraday activity (trade purchases, FX
and payment activity, etc).

= Placementto central banks and money market: credit risk assumed by BNY Mellon
SA/NV in placing funds with banks for a fixed term or overnight. This may be by
way of cash placement or through the purchase of certificates of deposits issued
by these banks.

= Investment in securities (government bonds, corporate bonds and covered bonds):
BNY Mellon SA/NV has a large securities portfolio.

= Intercompany exposure (placements, Netting Agreement use and receivables).

= Derivatives in the banking book: FX swaps used to manage liquidity and FX swaps
coming from the FX client activity.

28.2.2. Credit Risk Management Framework

The Credit Risk Management Framework (CRMF) defines roles and responsibilities using the
three lines of defense, as defined in section 28.1. The CRMF within BNY Mellon SA/NV relies
on awareness, well defined policies, procedures and reporting, a clear governance structure
and suitable tools for reporting and monitoring; these are used to effectively identify, manage,
mitigate, monitor and report the risks in an organized way to the appropriate governance body.
A series of new credit risk procedures at BNY Mellon Group level (applicable to SA/NV as well)
have been developed to enhance the execution of the CRMF. The procedures define sustainable
baseline standards to be applied across all business level operational risk functions including
BNY Mellon SA/NV, and focus on:

» Clearly defined First and Second Line of Defense roles and responsibilities
» Escalation Requirements
» Evidence of Oversight and Challenge Activities

28.2.3. Credit Risk Monitoring and Control

Credit risk is managed and monitored by several teams globally, including officers in Brussels
and is reported to the Credit Risk Oversight Committee (CROC), a sub-committee of BNY Mellon
SA/NV Executive Committee.

Monitoring and control is conducted via a number of systems to ensure that approved exposure
levels are not exceeded, or are pre-approved by an appropriate Credit Officer in the light of
individual circumstances. Post event monitoring is conducted by both client service areas and
the credit risk function. Each counterparty is associated with an internal rating defining its credit
quality. In that respect, Group standards are applied uniformly within the Group. Nostros
accounts are maintained at the minimum possible level and within large exposures limits
commensurate with smooth operation of client and own fund’s needs. The banks used are all
major well rated banks in the relevant country. Regarding intraday overdrafts, limits are set for
each client as a percentage of a client's assets under custody (subject to certain maximum
levels); all cash payments are checked against this limit on a real-time basis. Any excesses are
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referred to a credit officer for approval. Occasionally business requirements are such that a
manual fixed limit is required. In these situations, specific credit approval is provided by the
credit risk manager. Again all cash payments are checked against this limit, prior to payment.
These arrangements allow clients to access proceeds of sales, or other expected funds, even
though in many markets the proceeds are not formally received until late in the day.

Formal overdraft facilities have been agreed for selected clients where business and credit risk
evaluations are satisfactory. Leverage is required to be moderate. The portfolio composition is
required to be adequately diversified and of sufficient quality to mirror credit approval by a
dedicated credit risk specialist.

Derivative financial instruments

BNY Mellon SA/NV maintains strict control limits on derivative positions by amount and maturity,
and is only engaged for economic hedging purposes. Credit risk arising from derivative financial
instruments is, atany time, limited to the positive current fair values of these financial instruments
(plus a regulatory “add-on” reflecting the future credit risk exposure of these derivatives).

Collateral or other security is usual practice to cover the credit risk exposure on these
instruments, except where BNY Mellon SA/NV requires margin deposits from counterparties.
Settlement risk arises where a payment in cash, securities or equities is made in the expectation
of a corresponding similar receipt. Daily settlement limits are established for each counterparty
to cover the aggregate settlement risk exposures resulting from the daily market transactions
of BNY Mellon SA/NV.

The exposure value of derivatives as of 31 December 2018 is €295 Mio (2017: €106 Mio).
Offsetting financial assets and financial liabilities

BNY Mellon SA/NV does not offset any financial assets and financial liabilities except for
intragroup exposures where an MNA exists. The disclosures set out in the table below include
financial assets and financial liabilities that are subject to legal agreements similar to enforceable
master netting arrangements, which cover similar financial instruments, irrespective of whether
they are offset in the statement of financial position.

The similar agreements include global master repurchase agreements, and global master
securities lending agreements. Similar financial instruments include derivatives, sales and
repurchase agreements, reverse sale and repurchase agreements, and securities borrowing
and lending agreements. Financial instruments such as loans and deposits are not disclosed
in the tables below unless they are offset in the statement of financial position.

Financial assets and liabilities subject to offsetting, enforceable master netting agreements for
the year 2018 are presented in the following table:
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Net amounts of

Gross amounts of Related amounts

Gross recognized financial . financial of financial
amounts of AT instruments .
- liabilities/assets : instruments not
recognized : presented in the :
- : offset in the offset in the
financial tat t of statement of tat t of
instruments fi s_alement_ o financial fi s_alement_ o
inancial position position inancial position
In € '000 In €'000 In € '000 In €'000
Financial assets
Loans and advances to customers 1,809,234 1,790,177 19,057 18,287
Financial liabilities
Deposits 2,435,713 1,790,177 645,536 18,287

In prior years BNY Mellon SA/NV’s activities of sale and repurchase, and reverse sale and
repurchase transactions, and securities borrowing and lending were covered by master
agreements with netting terms similar to those of ISDA Master Netting Agreements. As of 31
December 2018 and 2017, no such transactions existed within BNY Mellon SA/NV.

BNY Mellon SA/NV received and accepted collateral in the form of cash and marketable
securities in respect of the following transactions:

o derivatives;
» sale and repurchase, and reverse sale and repurchase agreements.

Such collateral is subject to the standard industry terms of ISDA Credit Support Annex. This
means that securities received/given as collateral can be pledged or sold during the term of the
transaction but must be returned on maturity of the transaction. The terms also give each
counterparty the right to terminate the related transactions upon the counterparty’s failure to
post collateral.

At 31 December 2018 BNY Mellon SA/NV had no exposures subject to the above agreements.
28.2.4. Collateral and Other Credit Enhancements

BNY Mellon SA/NV can receive collateral from a counterparty which can include, guarantees,
cash and both equity and debt securities. When a right of pledge exists, BNY Mellon SA/NV
has the ability to call on this collateral in the event of a default by the counterparty.

Collateral amounts are adjusted on a daily basis to reflect market activity to ensure they continue
to achieve an appropriate mitigation of risk value. Securities are marked-to-market daily and
haircuts are applied to protect BNY Mellon SA/NV in the event of the value of the collateral
suddenly reducing in value due to adverse market conditions. Customer agreements can include
requirements for the provision of additional collateral should valuations decline.

28.2.5. Risk Concentrations: Maximum Exposure to Credit Risk

Credit concentration risk results from concentration of exposures to a single counterparty,
borrower or group of connected counterparties or borrowers. This includes on- and off-balance
sheet exposures. In addition, industry, country and collateral concentration bear additional credit
risk as the systemic credit quality issue in a sector will create losses for the whole sector.

The risk of credit concentrations is controlled and managed according to client/counterparty as
opposed to industry. Country limits (in particular for the securities portfolio) are approved by the
CROC.
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Under European and Belgian bank regulations, all large external individual exposures have to
stay below a 25% threshold of their own funds. Shadow banking exposure follows the same
rule.

The largest exposure is to The Bank of New York Mellon and is spread across multiple branches
and locations which provide some mitigation in the case of the default or rating downgrade of
a related party. The remaining placements (including central bank placements) are diversified
across a number of banks and geographic locations.

In March 2014, a Master Netting Agreement (MNA) was signed between BNY Mellon SA/NV
and BNY Mellon. This agreement has a significant positive impact on the credit risk capital
requirement and thereby on BNY Mellon SA/NV solvency ratio. An additional MNA was signed
with BNYM International Limited in July 2015. These MNA were still in place as of 31/12/2018.

In addition, an Unfunded Credit Risk Mitigation Agreement (UCRMA) is used for day-to-day
management of the risk but is not taken into account for regulatory reporting purposes at the
end of the reporting period. The UCRMA is not taken into account for statutory and consolidation
reporting.

BNY Mellon SA/NV has carried out extensive work in connection with the remediation of large
exposure and concentration risk concerns. The Concentration Risk System has been
implemented which enables BNY Mellon SA/NV to manage (counterparty and country) Credit
Concentration Risk on a day-to-day basis, addressing the requirements of the business and
the risk function, and to report Large Exposures to the NBB in line with applicable Large
Exposures regulatory reporting requirements. This reporting tool has been in place since July
2014.

There was no regulatory breach in 2018 or 2017, neither towards external counterparties nor
towards intergroup exposures.

The following table shows the maximum exposure to credit risk for the financial assets and
financial liabilities, by geography and by industry before the effect of mitigation through the use
of master netting and the Unfunded Credit Risk Mitigation Agreement. Where financial
instruments are recorded at fair value, the amounts shown represent the current credit risk
exposure but not the maximum risk exposure that could arise in the future as a result of changes
in values.
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Overview of maximum credit risk exposure

Maximum risk position Collateral
2018 2017 2018 2017
In € '000 In € '000 In € '000 In € '000
Cash and cash balances with central 6,238,261 11,785,679 — —
banks
Derivative financial instruments 295,091 106,216 — —
(asset side)
Investment securities (Note 26.2) 12,517,744 14,430,990 801,836 656,248
Loans and advances to customers 6,535,177 9,338,026 230,568 408,379
(note 26.3)
Derivative financial instruments 304,085 125,936 — —
(liability side)
Financial liabilities measured at 22,298,108 32,961,281 — —
amortized cost
Deposits 21,939,353 32,602,547 — —
Subordinated liabilities 358,755 358,734 — —
Other financial liabilities — — — —
Maximum credit risk exposure by region, carrying 2018 2017
values:
Africa  Americas Europe Asia Pacific In € '000 In € '000
FINANCIAL ASSETS
Cash and cash 25 — 6,238,219 17 6,238,261 11,785,679
balances with central
banks
Derivative financial 3,606 68 291,148 269 295,091 106,216
instruments
Investment securities —_ 4,116,793 8,047,580 353,372 12,517,744 14,430,990
Loans and advances to 65,098 1,199,563 3,129,983 2,140,534 6,535,177 9,338,026
customers
TOTAL FINANCIAL 68,729 5,316,424 17,706,930 2,494,192 25,586,274 35,660,911
ASSETS
FINANCIAL
LIABILITIES
Derivative financial 242 3,482 298,517 1,844 304,085 125,936
instruments
DepOSitS 101,673 2,353,714 19,255,031 587,689 22,298,108 32,961,281
TOTAL FINANCIAL 101,915 2,357,196 19,553,548 589,533 22,602,193 33,087,217
LIABILITIES
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Maximum credit risk exposure by industry, carrying 2018 2017
value:
Credit General Other Non- In € '000 In € '000
institutions Government Financial Financial

institution  institution

FINANCIAL ASSETS

Cash and cash balances 6,238,261 — — — 6,238,261 11,785,679
with central banks

Derivative financial 227,737 15 67,340 — 295,091 106,216
instruments

Investment securities 4,335,313 7,379,961 19,728 782,742 12,517,744 14,430,990
Loans and advances to 6,214,765 78 320,333 1 6,535,177 9,338,026
customers

TOTAL FINANCIAL 17,016,076 7,380,054 407,401 782,743 25,586,274 35,660,911
ASSETS

FINANCIAL

LIABILITIES

Derivative financial 102,107 — 201,502 476 304,085 125,936
instruments

Deposits 5,981,130 38,576 16,271,048 7,355 22,298,108 32,961,281
TOTAL FINANCIAL 6,083,237 38,576 16,472,549 7,831 22,602,193 33,087,217
LIABILITIES

28.2.6. Monitoring Sovereign Risks

Risk Management of BNY Mellon SA/NV has actively managed through events in the macro-
economy, unstable political situations in regions, acts of nature and threats of a regional debt
contagion, events impacting employees, clients and business operations. Stress tests are also
conducted as needed. Thus far, no direct credit losses have been recorded in BNY Mellon SA/
NV from these events. The split per country is presented further down.
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Overview of exposure to sovereign debt at year-end 2018 and 2017, carrying
value (in € 000):

Balances Investment securities
Held-for- with - Loans and
Country trading Central FVOC Amortésed advances 2018 2017
Banks ost
Belgium — 2,145,094 229,290 11,328 — 2385712 885,603
Germany . 3,964,035 486,017 — — 4,450,053 12,142,306
Spain — — 438,132 — — 438,132 491,959
France _ — 1,156,225 140,753 — 1296977 1,685,819
U_nited
Kingdom — 1,203 765,964 28,548 — 795715 1,364,936
Ireland 5,989 31,182 93,898 — 78 131,148 129,294
Italy — 46,790 655,137 — — 701,927 880,710
Luxembourg — 27,296 395,433 — — 422,729 422,348
Netherlands — 22,619 740,834 53,502 — 817,045 910,281
Sweden _ — 30,268 — — 30,268 30,642
United States _ — 1978724 175818 2154542 3,743,666
Other 3,744 42 — — — 3,786 3,695
TOTAL 9,734 6,238,261 6,969,922 410,039 78 13,628,034 22,691,259

28.2.7. Credit Quality by Class of Financial Assets
Credit is approved through the credit risk function of BNY Mellon, within the risk appetite

tolerances of BNY Mellon SA/NV. All counterparties (clients and banks) are assessed and
allocated a credit rating in accordance with the BNY Mellon internal rating system.
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BNY Mellon’s internal methodology for borrower ratings is based on external ratings and a
dedicated internal assessment. The internal rating scale ranges from 1 to 18 and is mapped to
internally estimated probabilities of default. The table below shows the credit quality by class
of asset for all financial assets exposed to credit risk, based on BNY Mellon SA/NV’s internal
credit rating system. This system can be linked to more common rating systems available on
the market. The amounts represent the credit risk exposures as calculated according to
regulatory rules. There are no impaired financial assets recognized for BNY Mellon SA/NV in
2018 (2017: € nil).

Internal S&P' Moody’s Held-for- Balances Investment Loans and
BNY equivalent equivalent trading with securities* receivables
Mellon grades grades Central -
i Available Held to 2018 2017
rating Banks for sale  maturity
€ Mio € Mio
1-2 AAA/AA+ Aaa/Aal
— 4,014 7,304 317 457 12,092 17,897
3-6 AAIA Aa2/ A2 232 2,145 3,160 268 4,701 10,506 13,698
7-9 A-/BBB A3 /Baa2
57 31 800 5 1,156 2,050 2,712
10-13 BBB-/BB- Baa3/Ba3
47 664 0 161 874 931
14-16 B+/B- B1/B3 1 — — — 35 36 141
17 CCC+ Caal — — — — — — 15
NR 2 1 — — 25 28 112
Total 295 6,238 11,927 590 6,535 25,586 35,506

*Investment securities are rated based on the lower of the two external credit ratings.

It is BNY Mellon SA/NV'’s policy to maintain accurate and consistent risk ratings across the
credit portfolio. This facilitates focused management of the applicable risks and the comparison
of credit exposures across all lines of business, geographic regions and products.

The rating system is supported by a variety of financial analytics, combined with processed
market information to provide the main inputs for the measurement of counterparty risk in
accordance with BNY Mellon SA/NV’s rating policy. The risk ratings are assessed and updated
regularly.

The following table sets out information about the credit quality of financial assets measured at

amortised cost and FVOCI debt instruments (2018) split by Stage 1, Stage 2 and Stage 3.
Explanations on the stages classification is included in Note 1.6.8.1.
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Stage 1
In € '000 In €'000

Cash with central banks and
Loans and advances to
customers at amortised cost

12,568,973 19,343 12,588,316
Grades 11-14: Non investment
grade 134,381 6 134,388
Grade 15-16: Criticised asset 26,053 25,529 51,582
Grades 17-18: Default — — —

12,729,408 44,878 12,774,286
Loss allowance 219 629 847
Carrying amount 12,729,189 44,249 12,773,438
Debt investment securities at
amortised cost (2017: held to
maturity)

590,299 — 590,299
Grades 11-14: Non investment
grade — — —
Grade 15-16: Criticised asset — — —
Grades 17-18: Default — — —
590,299 — 590,299

Loss allowance 4 — 4
Carrying amount 590,295 — 590,295
Debt investment securities
carried at FVOCI (2017:
available for sale)

11,927,605 — 11,927,605
Grades 11-14: Non investment
grade — — —
Grade 15-16: Criticised asset — — —
Grades 17-18: Default — — —

11,927,605 — 11,927,605
Loss allowance 155 — 155
Carrying amount 11,927,449 — 11,927,449

28.2.8. Impairment Assessment - Amounts arising from expected credit loss(""ECL")

For accounting purposes, the measurement of impairment loss allowances is based on an
expected credit loss (“ECL") accounting model. The definition of default is a central concept for

ECL.

Definition of default

Under IFRS 9, BNY Mellon SA/NV will consider a financial asset to be in default when either or
both of the following conditions are met:
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* BNY Mellon SA/NV determines that the obligor is unlikely to pay its credit obligations to
the institution, the parent undertaking or any of its subsidiaries, in full, without recourse
by BNY Mellon SA/NV to actions such as realizing collateral (if held).

» The obligor is past due more than 90 days on any material credit obligation to BNY
Mellon SA/NV, its ultimate parent undertaking or any subsidiary of its parent undertaking.
The assessment of number of days past due will begin from the date of first missed
payment. The trigger to count past due days for overdrafts is when the legal obligation
for mandatory payment has been established.

Significant increase in credit risk
Internal credit rating-based approach is used for wholesale exposures
BNY Mellon SA/NV allocates to exposures a credit risk grade that is based on experienced
credit judgment and a variety of data that is predictive of the risk of default. BNY Mellon SA/NV
will use its 18 point internal credit rating scale to determine a significant increase in credit risk
for wholesale exposures (cash and due from banks, interest bearing deposits, loans including
overdrafts and unfunded commitments and letters of credit):

e 1-10 Investment grade

* 15-16 Criticized asset rating

* 17-18 Default rating

Creditrisk grades are defined and calibrated such that the risk of default increases exponentially
as the credit rating deteriorates. A significant increase in credit risk and transfer to stage two
occurs for such exposures when there has been a four notch downgrade since initial recognition
of the exposure. As a backstop, an exposure that is 30 days past due (DPD) is considered to
have experienced a significant increase in credit risk. Additionally, exposures with a criticized
assetrating (15-16) will be deemed to have suffered a significantincrease in credit risk compared
with the maximum initial credit risk at recognition. ‘Recovery’ from a significant increase in credit
risk occurs when an exposure’s credit rating improves by two notches from the rating when it
initially was moved into stage two, subject to being less than four grades below initial recognition
date rating and not having a criticized asset rating. A minimum cure period of six months is
applied even in the rare occasion that a two notch ratings upgrade occurs within a six month
time period.

Low credit risk exception is applied to investment securities portfolio. IFRS 9 permits an entity
to assume that credit risk has not increased significantly since initial recognition if the credit risk
on the exposure is low at the reporting date. BNY Mellon SA/NV will apply this approach to
investment securities that have an internal rating of 10 or above (investment grade).

Inputs into measurement of ECL

The key inputs into the measurement of ECL are:
» probability of default (PD);
* loss given default (LGD); and
» exposure at default (EAD).

The measurement is based on Point-in-Time (PiT) parameters. BNY Mellon will leverage
BNY Mellon SA/NV statistical models for derivation of these key parameters, which are derived
using macroeconomic variables from the forward-looking scenarios as described below. BNY
Mellon SA/NV measures ECL considering the risk of default over the maximum contractual
period for which it is exposed to credit risk or, where no contractual period is stated, the period
over which BNY Mellon SA/NV could liquidate or otherwise limit its exposure. The models used
follow BNY Mellon policies regarding Model Risk Management.
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The expected credit loss provision on first time adoption of IFRS 9 was calculated at €1.6 Mio
with the impact taken to retained earnings. The expected creditloss at year ending 31 December
2018 was €1.0 Mio.

Forward-looking information

BNY Mellon SA/NV incorporates forward-looking information into its determination of whether
the credit risk of an instrument has increased significantly since initial recognition and its
measurement of ECL.

Internal credit ratings used in determining significant increase in credit risk for wholesale
exposures take into account forward-looking information specific to the counterparty.

ECLs are calculated based on the probability-weighted outcome of multiple economic scenarios.
Scenarios are provided by an external provider and enhanced using an in-house model to derive
all variables needed by the risk models. Three scenarios are used: Baseline, Optimistic, and
Pessimistic. Those models incorporate reversion to long-term means. The weight of each
scenario is determined by calibrating the three scenarios using a benchmark scenario. The
weighting is then be reviewed by an Economic Scenario Oversight Group.

The following table shows reconciliation of the opening balance to the closing balance of the
loss allowance by class of financial instrument. All exposures are in Stage 1, except for the
ones mentioned in Stage 2 explicitly. No exposures in Stage 3 existed in 2018.

Loans and ofwhich Investment of which

advances Stage 2 securities Total Individual
At 1 January 1,506 1,343 59 1,565 1,565
Increase due to origination 237 47 90 328 328
Decrease due to de-recognition (857) (654) (13) (870) (870)
Change in credit risk (68) (74) 24 (44) (44)
Net re-measurement (19) 1 (6) (25) (25)
Foreign exchange and other 17 (44) 3 21 21
At 31 December 847 629 159 1,006 1,006
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Aloanis considered non-performing with regard to a particular obligor when the obligor is unlikely
to pay its credit obligations to the institution, the parent undertaking or any of its subsidiaries,
in full, without recourse by BNYM to actions such as realizing collateral, or the obligor is past
due more than 90 days on any material credit obligation to the institution, the parent undertaking
or any of its subsidiaries.

There are no past due on Investment Securities and Cash and Cash Balances with Central
Banks.

Individually assessed allowances

BNY Mellon SA/NV determines the allowances appropriate for each significant loan or advance
on an individual basis. Items considered when determining allowance amounts include the
sustainability of the counterparty’s business plan, its ability to improve performance once a
financial difficulty has arisen, projected receipts and the expected payout should bankruptcy
ensue, the availability of other financial support, the realizable value of collateral and the timing
of the expected cash flows. Impairment allowances are evaluated at each reporting date, unless
unforeseen circumstances require more careful attention.

BNY Mellon SA/NV has recorded an individually assessed allowance of €1.0 Mio in 2018 (2017:
€ nil).

BNY Mellon SA/NV did not make any collective assessment for impairment, as its remaining
balances of its loans and advances, outside the ones determined to be the individually significant,
were assessed to be cumulatively immaterial.

BNY Mellon SA/NV has not recorded any allowance on a collective basis in 2018 (2017: € nil).

28.2.9. Commitments and Guarantees

BNY Mellon SA/NV does not enter into irrevocable commitments and contingent liabilities for
external customers. The off-balance sheet items of BNY Mellon SA/NV contain mainly: lease
car or rental commitments and state guarantees on debt securities. These are not qualified as
loan commitments. For more details please refer to note 26.

BNY Mellon SA/NV has entered into an agreement under which it will provide financial
support to enable BNY Mellon Service Kapitalanlage-Gesellschaft mbH to meet any tax
payment obligation or civil law claims arising from cum-ex trades.

28.2.10 Regulatory and Economic Capital Requirements

Capital requirement for credit risk Pillar 2 (covering credit risk and intraday credit risk) resulted

in an amount of € 258 Mio (2017: € 292 Mio), versus the Pillar 1 calculation of €208.8Mio (2017:
€ 208 Mio).
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28.3. Liquidity Risk and Funding Management
28.3.1. Source of Risks

BNY Mellon SA/NV defines Liquidity as it the ability to access funding, convert assets to cash
quickly and efficiently, or to roll over or issue new debt (where applicable), especially during
periods of market stress. Liquidity risk includes the inability to access funding sources or manage
fluctuations in funding levels.

Liquidity risk can arise from funding mismatches, market constraints from inability to convert
assets to cash, inability to hold or raise cash, low overnight deposits, deposit run-off, and
contingent liquidity events. Changes in economic conditions or exposure to credit, market,
operational, legal, and reputational risks also can affect the entity’s liquidity risk profile and are
considered in the liquidity risk management framework.

Execution of transactions for day-to-day liquidity management is performed by International
Treasury Money Market Desk, based in London who operate under the documented SLD. Global
Cash Operations team, primarily based in Manchester, provides back office support with respect
to reporting nostro and cash positions. Finance team provides information on capital and liquidity
positions to International Treasury to ensure the management of capital and liquidity ratios within
internal risk appetite and regulatory limits.

BNY Mellon SA/NV aims to be self-sufficient for liquidity and seeks to maintain a liquid balance
sheet at all times. BNY Mellon SA/NV’s balance sheet is liability driven primarily due to deposits
generated through its asset servicing and custody business activities. Liabilities and sources
of funds consist mainly of third party client deposits and intercompany deposits. Client deposit
balances are operational in nature and exhibit a degree of “stickiness” from a liquidity
perspective.

BNY Mellon SA/NV maintains ample liquidity for day-to-day changes in deposit funding. Apart
from operational client overdrafts, BNY Mellon SA/NV does not extend term loans to clients and
therefore funding assets is not a significant use of liquidity. While sizeable overdrafts can
periodically appear on BNY Mellon SA/NV’s balance sheet, large deposits offset these amounts.
Liquidity from customer and intercompany deposits on the balance sheet is deployed in the
following ways:
* Placed overnight with national central banks through the Head office or branches
» Usedto fund the securities portfolio, primarily comprising of High Quality Liquidity Assets
(HQLA)
* Placed short term in the interbank market
» Used to fund overdrafts, which are mainly operational in nature and short-term
» Placed short term with other BNY Mellon entities (intercompany placements)
» Other currencies may be placed directly in the interbank market or left on Nostro
accounts.

28.3.2. Liquidity Risk Management Framework
Responsibility for strategy, policies and monitoring
BNY Mellon SA/NV has in place a governance structure commensurate with the range of its

activities and its liquidity profile. Liquidity risk is managed and monitored from a legal entity and
functional perspective through various committees and forums.
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The goal of BNY Mellon SA/NV's liquidity management is to ensure that all liquidity risks are
defined, understood, and effectively managed through well-designed policies and controls. In
this context, BNY Mellon SA/NV has established a robust liquidity risk management framework
that is fully integrated into BNY Mellon risk management processes. The liquidity risk
management framework, is prepared in accordance with the guidelines set forth by the
regulators, and encompasses the unique structure and characteristics of BNY Mellon SA/NV.

The primary objective of the liquidity risk management framework is to ensure that, with a high
degree of confidence, BNY Mellon SA/NV in a position to meet its day-to-day liquidity obligations
and withstand a period of liquidity stress, the source of which could be idiosyncratic, market-
wide or both. As the framework is a global approach, the same guidelines apply to BNY Mellon
SA/NV as to other BNY Mellon entities.

BNY Mellon SA/NV has a liquidity risk management process in existence which meets the
requirements of numerous stakeholders including BNY Mellon SA/NV ExCo, Treasury, Risk,
Finance, Belgium ALCO and the Board. BNY Mellon SA/NV has in place three lines of defense
which monitor and control liquidity risk:

» FirstLine of Defense: Corporate Treasury, which includes International Treasury team
and Portfolio Management Group, acts as front office which carries out day to day
execution and management of BNY Mellon SA/NV’s liquidity and balance sheet
management activities inclusive of liquidity, capital, collateral and interest rate risk
management. BNY Mellon SA/NVs middle and back office teams also contribute to the
first line of defense.

» Second Line of Defense: includes risk management function and compliance function,
providing an independent oversight to the market and liquidity risks undertaken by BNY
Mellon SA/NV.

» Third Line of Defense: Internal audit function.

The liquidity risk management process is kept under continual review and there is a regime of
continual improvement in place to ensure that control remains effective at all times.

Stress testing

Liquidity stress testing is conducted at the BNY Mellon SA/NV consolidated level. The purpose
of liquidity stress testing is to examine BNY Mellon SA/NV’s ability to survive a range of plausible
but extreme increasingly severe liquidity stress scenarios and adverse funding conditions in
line with Art. 98 - 100 of the EU Directive 2013/36/EU as well as recommendations laid down
in EBA/GL/2014/13 Guidelines on common procedures and methodologies for the supervisory
review and evaluation process (EBA SREP - Guideline, Titles 8 and 9).

BNY Mellon SA/NV prepares liquidity stress testing under a currency specific model with results
reviewed and approved by the Liquidity Stress Test Oversight Team and Belgium ALCO. The
aim of the exercise is to identify areas of vulnerability, plus circumstances, factors that might
cause the firm to fail from a liquidity stand point.
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The following table details the liabilities according to the remaining term to maturity (contractual
maturity date):

Gross
nominal
On Lessthan Uptill3 3 months 1year- Over5 inflow/
2018 Overnight demand a week months lyear 5years years (outflow) Book Value
In € '000 IN€'000 IN€'000 INn€'000 In€'000 In€'000 In€'000 In € '000 In € '000
Non derivative
liabilities
— 21,289,523 64,372 — — — — 21,353,895 21,353,895
Deposits
— 585,458 — — — — — 585,458 585,458
Deposits
from
central
banks
. — — — 15,121 14,935 109,397 742,062 881,515 358,755
Subordinat
ed
liabilities
Other — o o o o o o o o
financial
liabilities
— 21,874,981 64,372 15,121 14,935 109,397 742,062 22,820,868 22,298,108
Gross
nominal
Lessthan Uptill3 3 months 1year-5 Over 5 inflow/
2017 Overnight On demand aweek months 1 year years years (outflow) Book Value
In € '000 In € '000 IN€'000 IN€'000 INn€'000 INn€'000 INn€'000 In<€'000 In € '000
Non derivative
liabilities
— 28,975,315 2,767,165 — — — — 31,742,480 31,742,480
Deposits
Deposits — 860,068 — — — — — 860,068 860,068
from
central
banks
Subordinat — — — 15,182 14,935 120,466 749,509 900,092 358,734
ed
liabilities
Other - - - - - - - - -
financial
liabilities

— 29,835,383 2,767,165 15,182 14,935 120,466 749,509 33,502,640 32,961,282

By the nature of its business, BNY Mellon SA/NV finds itself in very large positive liquidity
position. The liability side consists mostly of the customer cash deposits with mostly very short
term maturities held on the sight accounts and linked to their activities in the global securities
markets.
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On the asset side of the balance sheet, overdrafts occur on specific client accounts and are
mainly of technical nature and very short duration. They do not influence in any meaningful way
the overall liquidity position of BNY Mellon SA/NV.

28.4. Market Risk
28.4.1. Source of Risks

Market risk is defined as the risk arising from adverse change in financial markets due to factors
such as prices, rates, implied volatilities, or correlations of market risk factors. Market risk factors
include but are not limited to interest rates, foreign exchange rates, market liquidity, equity prices,
credit spreads, pre-payment rates, commodity prices and issuer risk associated with the BNY
Mellon SA/NV’s trading and investment portfolios.

Market risk is a systemic risk. Movements in markets are beyond the control of BNY Mellon SA/
NV. Market risk to BNY Mellon SA/NV is reviewed below in two contexts: impact on balance
sheet and impact on revenues and consequently its profitability.

BNY Mellon SA/NV does not run a trading book. The Corporate Treasury FX swap activity is
classified as held for trading from an accounting perspective. The Markets FX trading and sales
activity is fully back-to-back (on a trade by trade basis) with BNY Mellon London Branch, hence
no market risk resides in the trading book of BNY Mellon SA/NV.

BNY Mellon SA/NV is currently exposed to four types of market risk: (a) currency risk, (b) CVA,
(c) interest rate risk, (d) credit spread risk and (e) pension risk.

* BNY Mellon SA/NV revenues are denominated in a mix of currencies whereas a high
proportion of the bank’s costs are denominated in Euro. Apart from the risk of currency
mismatch between revenues and cost, the bank is not significantly exposed to this risk.

» Credit Valuation Adjustment (CVA) risk relates to the FX swaps used in the context of
Treasury management and FX swaps client activity.

* BNY Mellon SA/NV interest rate income is subject to the risk that as market interest
rates tend toward zero or below, BNY Mellon SA/NV cannot pass all of the interest
rates reduction to its client. Interest rate risk in the banking book will also arise from
maturity or re-pricing mismatches and from products that include embedded optionality;
the risk could crystallize with changes in interest rate risk/the shape of the yield curve.

» The securities portfolio bears additional credit spread risk.

» Pension risk in BNY Mellon SA/NV arises from the defined benefit pension plans
offer to the employees. Defined benefit plans constitute a risk because BNY Mellon
SA/NV must compensate any shortfall in the fund’s guaranteed pensionable amount.
Only the Belgium and German plans my result in a liability for BNY Mellon SA/NV.

28.4.2. Market Risk Management Framework

BNY Mellon SA/NV undertakes market risk within the boundaries of the BNY Mellon’s Risk
Appetite as approved by the Board of Directors of The Bank of New York Mellon Corporation.
The subsidiaries that issue Risk Appetite statements approved by their boards (as the BNY
Mellon SA/NV) must undertake market risk within the boundaries of those statements as well.
BNY Mellon SA/NV manages market risk using a “three lines of defense” approach (i.e. by each
business unit, by Market Risk, and by Internal Audit).

BNY Mellon SA/NV personnel engaging in market risk-taking or exposure management activities
must be explicitly authorized or mandated.
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Market risk limits are set for market risk consistent with the BNY Mellon SA/NV’s Risk Appetite
(and Risk Appetite statements of subsidiaries, where relevant) and are jointly managed by the
business units undertaking the risk and the Market Risk function (respectively, the first and
second lines of defense).

Market risk exposure is measured, monitored and analyzed using both quantitative and
gualitative methods by the Market Risk function.

BNY Mellon measures, monitors, and analyses market risk in a manner consistent with
applicable law, regulations, and supervisory guidance.

The control framework elements addressing market risk limits include the following actions by
the Market Risk Management function:
* Monitoring of utilization of market risk limits on a daily basis
* Reporting of limit utilization and limit breaches
» Periodic limit reviews
» Coordinating with business data providers to ensure the completeness and accuracy of
data that is the basis for market risk data

Market Risk independently daily monitors limit breaches which, depending on the level and type
of limit that is breached, are escalated and notified to the Executive Committee and Board Risk
Committee, ALCO, or to Senior Risk Management and Business Management levels in the
organizational hierarchy.

28.4.3. Market Risk — Non-trading

Interest rate risk arises from movements in interest rates. Interest rate risk results from
differences between the timing of rate changes and the timing of cash flows (re-pricing risk);
from changing rate relationships among different yield curves affecting bank activities (basis
risk); from changing rate relationships across the spectrum of maturities (yield curve risk); and
from interest-related options embedded in bank products (options risk).

Interest rate risk framework
For BNY Mellon SA/NV, the liabilities are predominantly without maturity.

Interest rate risk in the banking book will arise from maturity or re-pricing mismatches and from
products that include embedded optionality; the risk could crystallize with changes in interest
rate risk/the shape of the yield curve. Currently, on the asset side, placements are mostly at a
week horizon and the securities portfolio, as part of the liquidity asset buffer, has a duration of
abouttwo years. Taking into account the behavioral duration of the deposits, it limits the exposure
to interest rate risk.

Nonetheless, interest rate risk is a standard agenda item of BNY Mellon SA/NV ALCO. The
current market risk limit scheme set within this framework in respect of BNY Mellon SANV is
simple and sets straightforward controls on the level of IRRBB permitted in BNY Mellon SANV’s
treasury activities.

An enhanced second line of defense IRRBB framework has been implemented in 2017. The
framework consists of a second line IRRBB Policy, a new more granular set of market risk limits
(including daily monitoring and reporting) for the investment portfolio, a comprehensive formal
second line challenge and review process of setting thresholds and production of the Board
Risk Appetite metrics on EVE and NIl as well as for the internal model used for the Pillar 2

144



THE BANK OF NEW YORK MELLON SA/NV

IRRBB capital requirement calculation, and the introduction of a monthly stress testing process
for the investment portfolio.
Sensitivity analysis

For regulatory purposes, an interest rate sensitivity analysis is prepared on a quarterly basis
as shown below this paragraph.

BNY Mellon SA/NV IRRBB Metrics, as per below, was developed to assess the interest rate
risk for BNY Mellon SA/NV using economic value of equity (EVE) measures, Net Interest
Income (NII) measures, and Capital (including OCI) measures. Interest Rate Risk results
include scenarios that are consistent with corporate Bank Holding Company (BHC)
standards and regulatory guidance:

- EVE scenarios include parallel shocks, non-parallel shocks, curve-specific shocks, and
currency-specific shocks.

- Earnings scenarios include parallel shocks, non-parallel shocks, and currency shocks

- OCI scenarios include parallel shocks.

The figures are computed within BNYM corporate ALM system, aligned with internal models
and assumptions.

As these figures are based on internal assumptions, they will differ from the figures included in
the pillar 3 disclosure.

Description Board Limit Belgium ALCO Guideline Actual (31-12-2018)
2018 2017 2018 2017 + -
+/-200 bps EVE change / Total +-20% +-20% +/-16% +/-16% -5.06% -0.35%
Reg capital
+/-200 bps EVE change +-15% +-20% +-12% +-16% -4.06% -0.28%
+/-200 bps NII Sensitivity (12 -40% -25% -30% -20% -28.86% -9.95%

month forecast)

Credit spread risk framework

Movements in credit spreads impact the economic value of the investment portfolio held by the
Bank. The Bank’s investment portfolio is accounted for under the banking book category. Given
the accounting category, default risk is captured under the capital requirements (under Credit
Risk) and credit spread risk is accounted for via a dedicated Economic Capital model.

28.4.4. Currency Risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to changes in
foreign exchange rates. The Board has set limits on positions by currency. In accordance with
BNY Mellon SA/NV’s policy, positions are monitored on a daily basis and hedging strategies
are used to ensure positions are maintained within established limits. In addition, BNY Mellon
SA/NV applies a monthly sell-off process in order to reduce foreign exchange exposure
generated by the activity of the bank. This is done through foreign exchange from the currency
into the base/functional currency of the entity.

The table below indicates a split of the statement of financial position items at carrying amounts
at year end, per currency
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Currencies exposures before economic hedge

EUR GBP USD Other In € '000
31 December 2018
Total assets 13,248,851 2,349,521 6,858,833 3,443,640 25,900,845
ggb"}g}iab”i“es and shareholder's 13,340,341 2,348,784 6,823,010 3,388,711 25,900,845
The statement of (91,490) 737 35,823 54,930 —
financial position (net)
31 December 2017
Total assets 20,618,083 3,234,662 8,988,947 3,970,424 36,812,116
lgtuaiwabi"“es and shareholder’s 16,848,002 5,097,940 9,380,330 5,485,844 36,812,116
The statement of 3,770,081 (1,863,278) (391,383) (1,515,420) —

financial position (net)

The table below indicates the currencies to which BNY Mellon SA/NV had significant exposure
at 31 December on its non-trading monetary assets and liabilities and its forecast cash flows.

The analysis calculates the effect of a reasonably possible movement of the currency rate
against the Euro, with all other variables held constant, on the consolidated statement of profit
and loss and other comprehensive income and equity. A negative amount in the table reflects
a potential net reduction in consolidated statement of profit and loss and other comprehensive
income or equity, while a positive amount reflects a net potential increase. An equivalent
decrease in each of the below currencies against the Euro would have resulted in an equivalent
but opposite impact.

Stress Test before economic hedge

Currency Variatio Conversio Effect  Effect Variatio Conversio Effect  Effect

n n rate at on on n n rate at on on
closing profit  equity closing profit  equity
before before
2018 2018 2018 2017 2017 2017
€ Mio € Mio € Mio € Mio
Scenario 1% 1%
USD 0.0115 1.145 56.46 56.59 0.012 1.2009 58.62 51.2
GBP 0.0089 0.895 15.94 15.99 0.0089 0.8875 34.68 17.87

BNY Mellon SA/NV is entering into FX Forward for “economic hedge” purposes. So, net
exposures after economic hedging are not significant.

BNY Mellon SA/NV also manages its liquidity by currency and ensures that the net position in
each currency does not exceed internal limits.

28.4.5. Regulatory and Economic Capital Requirements
Capital requirement for market risk Pillar 2 (covering FX, CVA, IRRBB and CSRBB) resulted in

an amount of €7 Mio (2017: € 454 Mio), versus the Pillar 1 calculation of €3.5 Mio (2017: € 2
Mio).
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28.5. Operational Risk
28.5.1. Source of Risks

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people,
systems, or from external events (including legal risk but excluding strategic and reputational
risk).

Operational risk may arise from errors in transaction processing, breaches of internal control
systems and compliance requirements, internal or external fraud, damage to physical assets,
and/or business disruption due to systems failures or other events. Operational risk can also
arise from potential legal or regulatory actions as a consequence of non-compliance with
regulatory requirements, prudent ethical standards or contractual obligations.

28.5.2. Operational Risk Management Framework

The Operational Risk Management Framework (ORMF) provides the processes and tools
necessary to fulfill a strategy of managing risk through a culture of risk awareness, a clear
governance structure, well-defined policies, procedures and reporting and suitable tools for
reporting and monitoring to effectively identify, manage, mitigate, monitor and report the risks
in an organized way to the appropriate governance bodies.

The ORMF defines roles and responsibilities through the global policy, using the three Lines of
Defense model as a foundation. Thus, responsibility for the management of Operational Risk
sits first and foremost with the business and functions.

BNY Mellon SA/NV's ORMF relies on a culture of risk awareness, a clear governance structure
and, Operational Risk policies and procedures, which define the roles and responsibilities of
the First, Second and Third Line of Defense. These policies and procedures complement each
other to ensure that the Operational Risks of the business are effectively identified, managed,
mitigated (where possible) and reported to the appropriate governance committees on a monthly
basis.

BNY Mellon SA/NV uses the ORMF to capture, analyze and monitor its Operational Risks. The
tools used to manage the Operational Risks of the business are mandated through individual
Operational Risk Polices and are prescribed through the enterprise Operational Risk program,
assessment systems and related processes. Regional Committees such as the EMEA Senior
Risk Management Committee also monitor and incorporate the material risks in forming its
regional risk assessment.

BNY Mellon SA/NV utilizes comprehensive policies and procedures designed to provide a sound
operational environment. The Corporate Operational Risk Policies are reviewed and enhanced
on an ongoing basis, and adopted by all businesses/Legal Entities including BNY Mellon SA/
NV. Business Risk partners oversee the activities undertaken in each of the business lines, with
oversight from a Legal Entity point of view through the LERO. Besides Business Risk partners
and LEROs, other internal functions also ensure that processes are in place to support the
sound Operational Risk management of the business.

28.5.3. Regulatory and Economic Capital Requirements

Capital requirement for operational risk Pillar 2 (using an internal hybrid model) resulted in an
amount of € 298 Mio (2017: €150 Mio), versus the Pillar 1 calculation of €93.5 Mio (2017: €89
Mio).
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29. Capital

BNY Mellon SA/NV maintains an actively managed capital base to cover risks inherent to the
business. The adequacy of BNY Mellon SA/NV's capital is monitored using, among other
measures, the rules and ratios established by the Basel Committee on Banking Supervision
and adopted by the NBB in supervising BNY Mellon SA/NV. During the past year, BNY Mellon
SA/NV had complied with its externally imposed capital requirements. Please refer to point
28.1.4 for additional comments on excessive risk concentration.

29.1. Capital Management

According to Pillar Il of the Basel principles, banks have to perform their own evaluation of the
economic capital and to conduct stress tests in order to assess their needs in own funds in case
of a downturn in the economy. This pillar has the effect of structuring the dialog with the NBB
on the capital adequacy level adopted by the credit institution.

In the framework of the Internal Capital Adequacy Assessment Process (ICAAP), BNY Mellon
SA/NV defined measurement methods for its economic need for capital as well as management
and control methods to encompass its risk policies. Furthermore, stress test scenarios are
applied, e.g. economic downturn scenarios as well as idiosyncratic scenarios. These tests
conclude that BNY Mellon SA/NV is sufficiently capitalized to encompass most of the scenarios.
Where needed, additional capital requirement were calculated on the basis of the stress test.
The difference between the economic capital and the regulatory capital incorporates the margin
ensuring that the capital level of BNY Mellon SA/NV is sufficient at all times. The latter is in
function of the risk profile and of the risk aversion of BNY Mellon SA/NV.

Regulatory capital

2018 2017
€ Mio € Mio
Qualifying Core Tierl capital 2,972 3,207
Qualifying Tierl capital — —
Total qualifying Tier 1 capital 2,972 3,207
Deductions (29) (432)
Total qualifying Tier 2 capital 346 346
Total capital 3,299 3,121
Total Risk Exposure Amount 3,822 3,741
Risk weighted exposure amount for credit risk 2,610 2,604
Risk exposure amount for foreign exchange risk —
Risk exposure amount for credit valuation adjustment (CVA) 44 28
Risk exposure amount for operational risk 1,168 1,109
Capital Ratios
Core Tier 1 capital ratio 77.3% 74.2%
Tier 1 capital ratio 77.3% 74.2%
Total capital ratio 86.3% 83.4%
Leverage ratio (fully phased-in) 10.6% 7.2%
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Regulatory capital consists of qualifying core Tier 1 capital, which comprises the paid up share
capital, share premium, retained earnings, including current year profit and filtering out the
valuation reserves, less goodwill and other intangibles. The Board has formally adopted a
(non-)dividend policy by which all profits are systematically carried forward and recommended
the same for approval to the shareholders’ meeting. For risk weighted exposure amount for
credit risk, the standardized approach is used. Certain adjustments are made to IFRS-based
results and reserves.

During the second quarter of 2015, BNY Mellon SA/NV implemented the Master Netting
Agreement covering the netting of placements and deposits with BNY Mellon Corporation, as
an eligible form of credit risk mitigation under the capital requirements regulation (CRR) for
regulatory reporting purpose.

30. Subsequent events

No subsequent events to report other than the ones noted in the section 5 of the Board of
Directors' report.
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