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We have changed our Strategic
Report to make the information
more accessible. We provide
signposts when further information
can be found either elsewhere in
the Annual Report and Accounts or
on our website, www.hsbc.com.

Additional information
Additional information, including
commentary on 2014 compared
with 2013, may be found in the
Form 20-F. It is filed with the

US Securities and Exchange
Commission ('SEC’) and is available

on www.hsbc.com and www.sec.gov.

Reporting currency
We use US dollars.

Adjusted measures

We supplement our IFRSs figures
with adjusted measures used by
management internally. These
measures are highlighted with the
following symbol:

<

Further explanation may
be found on ¥ page 48.

Cover image:

Tsing Ma Bridge carries road and rail
traffic to Hong Kong International Airport
and accommodates large container ships.

At HSBC, we help customers across the world

to trade and invest internationally.
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HSBC at a glance

We are one of the most international banking
and financial services organisations in the world.

Group

Our operating model consists

of four global businesses and

five geographical regions supported
by 11 global functions.

Reported profit before tax
(2014: $18.7bn)

Reported revenue
(2014: $61.2bn)

Key highlights

— We grew adjusted revenue
by 1%, primarily in client-
facing GB&M, CMB and
Principal RBWM.

— Adjusted operating expenses
increased by 5% from 2014.
However, costs in the second
half of the year were in line with
the first half as our cost saving
initiatives began to take effect.

— Through management initiatives,
we were able to reduce risk-
weighted assets ('RWAs') by
$124bn in 2015 and therefore
also the amount of capital we
are required to hold.

Adjusted profit before tax )
(2014: $22.0bn)

Risk-weighted assets
(2014: $1,220bn)

Global businesses

Our global businesses set globally consistent
business strategies and operating models.
They manage the products and business
propositions offered to our customers.

Commercial Banking
(‘CMB’)

Retail Banking and
Wealth Management
(‘RBWM’)

Global Banking and
Markets (‘GB&M’)

Global Private
Banking (‘GPB’)

We help millions of
people across the
world to manage
their finances, buy
their homes, and
save and invest for
the future. Our
Insurance and
Asset Management
businesses support focused primarily
all our global on their domestic
businesses in meeting markets, through
their customers’ needs. to large companies
operating globally.

We support more
than two million
business customers
in 55 countries with
banking products and
services to help them
operate and grow.
Our customers range

Further details
on page 30 Further details

on page 28

from small enterprises

We provide financial
services and products
to companies,
governments and
institutions. Our
comprehensive
range of products
and solutions, across
capital financing,
advisory and
transaction banking
services, can be
combined and
customised to

meet our clients’
specific objectives.

Further details
on page 29

We help high net
worth individuals
and their families
to grow, manage
and preserve
their wealth.

Further details
on page 31

Reported profit
before tax

Adjusted profit before tax )

($bn)
RBWM 6.8
cMB 8.2
GB&M 8.7
e I 05
Other' (3.9

"Other — main items are property activities, unallocated
investment activities, centrally held investment companies,
and movement in fair value of own debt.

I3 For further details, see page 73 and 99.

Risk-weighted assets
($bn)

RBWM
CMB
GB&M

B ocrs

Other'

189.5
421.0
440.6
19.3
32.6
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HSBC at a glance

Key metrics

Return on equity Adjusted jaws Dividends per
ordinary share
in respect

of 2015
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Strategic Report

Wh

g
We are more than
250,000 employees
working around the
world to provide over
47 million customers
with a broad range of
banking products and
services to meet their
financial needs.

150 years

of helping customers

‘We seek to build trusting
and lasting relationships
with our many stakeholders’

Our values

Our values define who we are as an
organisation and make us distinctive.

Open
We are open to different ideas and
cultures, and value diverse perspectives.

Connected

We are connected to our customers,
communities, regulators and each
other, caring about individuals and
their progress.

Dependable

We are dependable, standing firm
for what is right and delivering

on commitments.

150-year heritage

These values reflect the best aspects of
our 150-year heritage. They are critical to
fulfilling our purpose to help businesses
to thrive, economies to prosper and
people to realise their ambitions.

Our role in society

How we do business is as important as
what we do. We seek to build trusting
and lasting relationships with our many
stakeholders to generate value in society
and deliver long-term shareholder returns.

The scale of our operations makes this
all the more important. \We serve more
than 47 million customers around the
world, ranging from individuals to the
largest of companies. We are committed
to conducting our business in a way

that delivers fair value to customers,
strengthens our communities and

helps ensure a properly functioning
financial system.

We employ more than a quarter of a
million people, and provide opportunities
for professional development and
personal growth. Our people represent
more than 150 nationalities and reflect
our diversity and reach. We value diversity
as essential to who we are and our ability
to fulfil our purpose.

We also recognise the significant role
that the financial system plays in tackling
challenges such as financial crime and
climate change. We are strengthening
our ability to safeguard customers and
ourselves against financial crime, and
believe this will be a source of long-term
advantage for our business. We are also
committed to helping enable a transition
to a low-carbon economy through our
business activities and our own operations.

™ For further details, see "How we do
business’ on page 34.
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Strategic Report

Group Chairman’s
Statement

We enter 2016 with a clear strategy and with

a plan for its implementation already well
under way. Our diversified business model
and balance sheet strength form the foundation
for our future progress, and position HSBC
well to deal with today’s challenging economic
and financial conditions.

2015 was marked by some seismic shifts in global
economic conditions, most notably the continuation
of a sharp decline in commodity and oil prices,

in part attributable to growing concerns over China’s
slowing economic growth. As a consequence,
monetary policy remained accommodative
throughout the major developed economies and
key currency interest rates remained at historically
low levels. Fiscal priorities continued to focus on
controlling spending, an emphasis replicated in the
private sector as weak revenue growth persisted

in many industries.

Against this backdrop, the Group's financial
performance in 2015 was broadly satisfactory,
with reported profit before tax rising 1% to
$18.9bn. On the adjusted basis used to measure
management and business performance, profit
before tax of $20.4bn was 7% lower than

that achieved in 2014, driven by higher costs
and credit charges.

Earnings per share of $0.65 compared with $0.69
in 2014. Sound management of capital, accelerated
run-off of legacy books and shrinking the balance
sheet in areas that can no longer support the
expanded capital requirements now in force,
contributed to the common equity tier 1 ratio
increasing by 0.8 percentage points to 11.9%.

This capital released from managing the asset
base, together with that generated from operations,
allowed the Board to approve a fourth interim
dividend in respect of 2015 of $0.21 per ordinary
share. This took dividends per ordinary share in
respect of the year to $0.51, $0.01 higher than
2014. Total dividends in respect of 2015 amounted
to $10.0bn, $0.4bn higher than in respect of 2014.

In approving the dividend increase, the Board noted
that prospective dividend growth remained
dependent upon the long-term overall profitability
of the Group and delivering further release of less
efficiently deployed capital. Actions to address
these points are core elements of the Investor
Update provided last June.

HSBC HOLDINGS PLC
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Group Chairman’s Statement

Sound progress on strategic initiatives

The Strategic Report highlights delivery to date
against the strategic objectives laid out in last
June's Investor Update.

When assessing management performance during
2015, outside of the financial results, the Board took
particular account of the following aspects.

The successful negotiation of a majority stake

in a new nationally licensed securities joint-venture
in mainland China is the culmination of more

than a decade of seeking out an appropriate
platform through which to participate in the
country'’s fast-developing securities markets.
Once final approvals have been received, we
believe this will establish a landmark opportunity
for HSBC to contribute to the development of
China's capital markets.

‘Our three major businesses generated higher
revenue, notwithstanding the uncertain
economic environment and the considerable
reshaping necessitated by regulatory changes’

During 2015, the Group maintained, reinforced and
broadened its leadership position in all aspects of
the internationalisation of the renminbi. This position
has been built over the past five years to establish

a highly competitive platform to service China’'s
international trade and investment flows as it
pursues the financial liberalisation and outgoing
investment priorities laid out in the recent 13th
five-year plan. The recent highly successful State
visit to the UK, following an equally successful
Economic and Financial dialogue in China, served to
illustrate the huge potential for mutually beneficial
cooperation between the UK and China from which
HSBC is uniquely positioned to benefit in the realm
of financial services.

The disposal of our Brazilian operations, which

is expected to complete shortly, was both timely
and well executed. This divestment was a key
element of the Board’s desire to simplify the Group
and redeploy capital to geographic areas where

we have greater competitive strength, most
particularly in Asia.

Our three major businesses generated higher
revenue, notwithstanding the uncertain economic

environment and the considerable reshaping
necessitated by regulatory changes. Global Banking
and Markets and Retail Banking and Wealth
Management, in particular, have made significant
changes to their business models and are now
beginning to see the benefits. Commercial Banking
continued to leverage the value of the Group’s
international network and product capabilities.
Global Private Banking, chastened by the exposure
of historical failings in Switzerland, accelerated
disposal of a number of customer portfolios as

it refocused its business model on core customer
segments within a fully transparent operating model.

Across all businesses, the Board recognised

a heightened emphasis on customer focus, which
permeated recruitment, training, product design
and incentives. This is essential to the restoration
of trust.

Finally, and underpinning the above, we made
further progress embedding the standards now
expected to protect customers and the financial
system from bad actors and financial crime. We are,
however, not yet where we need to be. There is still
more investment to make with ever greater urgency
as more and more activity takes place digitally
through multiple channels and via increasingly
sophisticated mobile devices. HSBC's determination
to address emerging risks and identify bad actors
remains resolute. The Board has made it one of its
top priorities to oversee and ensure management'’s
delivery of the necessary enhancements to
customer and transaction screening systems.

The regulatory landscape has
become clearer

The second half of 2015 saw completion of some
of the most important and complex initiatives
undertaken to repair the fault lines that contributed
to the global financial crisis. International agreement
was reached on the amount of total loss-absorbing
capacity that global systemically important banks,
such as HSBC, need for orderly resolution, without
risks to public funds. This allowed the Financial
Stability Board to report to G20 leaders that they
had finalised the tools needed to end "too big to fail’
in the banking sector. There is still much to do

to build these tools into national legislative and
regulatory frameworks; however, this international
agreement is an important step forward towards
finally settling the capital base against which we
can assess our target returns.

HSBC HOLDINGS PLC
7

-
—
o
Qo
o

[0

2
(o)
(]
=
©
—
=

[92]

Financial Review

Corporate Governance

Financial Statements

Shareholder Information



There is now broad agreement that the
implementation of the suite of regulatory reforms
introduced post-crisis has made the financial system
more resilient. Accordingly, public policy priorities
are now focusing on harnessing this greater strength
and resilience to support economic growth, which
we welcome.

Concentration within the current regulatory
agenda is increasingly on new and emerging risks
and vulnerabilities. There is growing industry
participation in dialogue around these emerging
threats, most notably regarding cyber risk, the
changing liquidity dynamics resulting from more
market-based finance and financial exclusion
stemming from excessive risk aversion.

Likewise, addressing the root causes of the
misconduct issues that have bedevilled our industry
in recent years has led to growing cooperation
arising out of the multiplicity of joint working groups
and enquiries that have examined the most serious
failings. 2016 sees the introduction of the new
Senior Managers’ Regime in the UK, which will
reinforce individual responsibility and accountability,
which we welcome.

Also in the UK, 2015 saw further clarity given to
the operation of the 'ring-fenced’ bank structure
and a welcome announcement of a reduction in
the scope and rate of the bank levy going forward.

It is too early to say whether this amounts to a new
understanding between the industry and the public,
but it is encouraging that the industry is once again
gaining a voice at a time of great economic and
geopolitical uncertainty. We can only fulfil our
essential role if we have regained trust, a fact that
is now fully understood.

Review of headquarters’ location

As we announced last week, the Board concluded
its review of domicile alternatives and decided
unanimously to remain headquartered in the UK.
As we evaluated jurisdictions against the specified
criteria, it became clear that the combination of
our strategic focus on Asia and maintaining our hub
in one of the world’s leading international financial
centres, London, was not only compatible, but
offered the best outcome for our customers and
shareholders. This decision was taken after some
10 months of careful analysis and assessment

of geopolitical, economic, regulatory and financial
factors. Advice was taken from internationally
respected experts and from leading financial
advisers. After considering all the relevant factors,
the Board concluded that having our headquarters
in the UK and our significant business in Asia Pacific
led from Hong Kong, delivers the best of both
worlds to our stakeholders. The completion of this
review closes out one of the 10 strategic actions
set out at our Investor Update last June.

Board changes

Subsequent to the changes announced with our
interim results, we have made further changes to
the Board. Safra Catz stepped down from the Board
at the end of 2015 and Sir Simon Robertson, our
Deputy Chairman, and Rona Fairhead will retire

at the forthcoming Annual General Meeting.

Safra served on the Board for nearly eight years
while Simon and Rona are HSBC's longest serving
non-executive Directors, having served for close to
10 and 12 years, respectively. Over their respective
periods of service, they have made invaluable
contributions to the Group, not least during the
global financial crisis, for which the Board is
extremely grateful. Their combined expertise and
experience in matters of governance, audit and
risk, remuneration, technology, and international
business affairs has been invaluable to HSBC

and they will, upon their retirement, be sorely
missed. On behalf of shareholders and the Board,

| want to take this further opportunity to recognise
their immense contributions to HSBC.

The Board was delighted to announce the
appointments of Paul Walsh and Henri de Castries
as independent non-executive Directors. Paul
joined the Board on 1 January 2016 and Henri's
appointment takes effect from 1 March 2016.

Paul Walsh was Group CEO of Diageo plc between
2000 and 2013. Under his leadership, Diageo was
refocused from a diversified food, beverage and
hotels conglomerate into one of the world’s leading
global alcoholic beverage businesses. In building
this position, Paul took Diageo from a largely
European and US business into emerging markets
and to global leadership through the acquisition of
many of the world’s leading brands.

Henri de Castries has more than 25 years of
international experience in the finance industry.
Henri has been Chairman and Chief Executive
Officer of AXA, one of the world’s leading global
insurance and asset management companies since
April 2010 after serving as Chairman of its
Management Board from May 2000.

Their international experience and track record

in leading the reshaping of growing businesses,
including undertaking business portfolio
realignments, will be of great value to the Board as
we address the opportunities and challenges ahead.

HSBC HOLDINGS PLC
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Group Chairman’s Statement

Looking back - our 150th anniversary

In 2015, HSBC marked its 150th anniversary by
recognising its staff for their essential contributions
through the ages, and its customers for their shared
commitment and loyalty. As we enter the next
period of our history, | want to reiterate these
messages of gratitude and underline our recognition

that such commitment and loyalty have to be earned.

HSBC has also always recognised its responsibilities
to the communities it serves and so in this special
year committed $150m of additional funding

to community projects around the world over

three years.

We also wanted to identify a distinctive cause with
global significance to mark our special anniversary.

"We enter 2016 with a clear strategy and with
much of the Group’s required reshaping
completed or under way'

We were delighted, therefore, to announce a
partnership with Cancer Research UK to support
the scientific leaders of tomorrow through a
$25m contribution towards the development

and construction of the Francis Crick Institute.
This state-of-the-art biomedical research facility
will open in the heart of London in 2016 and support
more than 1,200 scientists, collaborating to tackle
the diseases that pose the greatest threat to
humanity — cancer, heart disease, lung disease
and infectious diseases, including HIV and malaria.

To mark HSBC's support, 1560 PhD students,
selected from across the world, will have the
opportunity to conduct vital research at the
new institute.

Looking ahead

Current market conditions are inevitably concentrating
attention on the risks that exist within the global
economy. It is, however, important also to recognise
again the resilience that our diversified business
model and balance sheet strength provide, as well

as noting the many counterbalances that should help
to underpin the global economy.

China’s slower economic growth will undoubtedly
contribute to a bumpier financial environment, but

it is still expected to be the largest contributor to
global growth as its economy transitions to higher
added value manufacturing and services and
becomes more consumer driven. This transition

is driving our focus on the Pearl River Delta as a
priority growth opportunity given its concentration

of high tech, research focused and digital businesses.

There is a real possibility of meaningful stimulus
for the global economy to come from further trade
liberalisation initiatives such as the Trans-Pacific
Partnership agreement, which was signed earlier
this month.

The global focus on infrastructure development,
most notably the Belt and Road initiative in China
and the Juncker plan in Europe will expand public/
private financing opportunities.

Similarly, the agreements reached on climate change
at the recent COP21 conference in Paris will require
further significant infrastructure renewal. They

will also greatly expand the market for sustainable
financing options such as green bonds where HSBC
is a leading participant. Reinforcing this position,

the Group recently committed $1bn to a green

bond portfolio to fund projects in sectors such

as renewable energy, energy efficiency, clean
transportation and climate change adaption as

well as SME financing in sectors such as public
transport, education and healthcare.

Technology advancements in financial services are
broadening access, improving customer service and
lowering the costs of service delivery. At the same
time, the amount of data held digitally is exploding,
reinforcing the need to bolster cyber security. There
is an urgent public policy need to clarify how
responsibility is to be shared, given the growing
number of routes through which customers can
authorise movement of money from their accounts
or the sharing of data within these accounts.

We enter 2016 with a clear strategy and with much
of the Group's required reshaping completed or under
way. Our 264,000 staff, like their predecessors, went
the extra mile consistently throughout 2015 to meet
the demands placed on them by our customers,
regulators and the public. | want to place on the
record the Board's appreciation of that commitment
and our gratitude for what they have achieved to
make HSBC fit for the next 150 years.

el
T

Douglas Flint
Group Chairman
22 February 2016
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Strategic Report

Group Chief
Executive’s Review

HSBC is better balanced, better connected
and better placed to capitalise on higher return
businesses than it was 12 months ago.

Business performance

Our performance in 2015 again demonstrated the
fundamental strength of our business. Targeted
investment, prudent lending and our diversified,
universal banking business model helped us achieve
revenue growth in a difficult market environment
whilst also reducing risk-weighted assets.

We also started to implement the actions that
we announced at our Investor Update in June

to adapt HSBC to new operating conditions.
Completing these plans will refocus the business
1o achieve stronger, sustainable growth and we
are acting on them quickly and efficiently.

On an adjusted basis, we grew revenue over the
course of the year. Global Banking and Markets
performed strongly and Commercial Banking grew
steadily in spite of slower trade. Principal Retail
Banking and Wealth Management also grew
following a strong Wealth Management performance
in the first half. Global Private Banking grew in

Asia, but was down overall due to the impact

of the continued repositioning of the business.

Our adjusted operating expenses increased

as we continued to strengthen our compliance
capability whilst also investing for growth. However,
a combination of strict cost management and the
cost reduction programmes that we started in the
middle of the year helped us keep second half costs
flat relative to the first half, excluding the bank levy.

Loan impairment charges remained generally low
despite an increase in provisions towards the end

of the year. This demonstrates again our prudent
approach to lending and the benefit of our de-risking
measures since 2011.

In total, we generated $11.3bn of capital in
2015, which enabled us to increase the dividend
and strengthen the common equity tier 1 ratio.

HSBC HOLDINGS PLC
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Group Chief Executive's Review

Adapting HSBC

The plans that we announced at our Investor Update
are designed to grow income, reduce costs and
thereby increase our return on equity. There is a

lot to do to achieve our targets but we have made

a good start.

Reducing our risk-weighted assets (‘RWAs') is vital
to achieving a better return for shareholders. In
2015, management action reduced RWAs by
$124bn, which takes us nearly half-way towards
our target to be achieved by the end of 2017. Much
of this reduction came from Global Banking and
Markets, although a large proportion also came from
Commercial Banking, accelerated asset sales in our
US Consumer and Mortgage Lending portfolio and
the sale of our investment in Industrial Bank. We
expect to deliver further RWA reductions in 2016,
in addition to a decrease of around $33bn from

the sale of our business in Brazil.

"The plans that we announced at our Investor
Update are designed to grow income, reduce
costs and increase our return on equity. There
Is a lot to do to achieve our targets but we have
made a good start’

We have received a number of offers for our
business in Turkey since June, none of which

were deemed to be in the best interests of
shareholders. \We have therefore decided to retain
and restructure our Turkish operations, maintaining
our wholesale banking business and refocusing

our retail banking network. This will provide better
value for shareholders and continue to allow our
clients to capitalise on HSBC's international footprint.

Our cost-reduction measures are already having
an impact on our cost base and HSBC is now a
leaner business than at the half-year. All of our
initiatives to reduce costs are under way and
we expect further progress in 2016.

We continued to redevelop our businesses in the
US and Mexico over the course of 2015. These are
important businesses in the context of the wider
Group and we are committed to turning them
around. An increase in cross-border business
across the NAFTA area and improved collaboration
between global businesses helped to generate
increased revenue. They remain works in progress.

We are investing in areas of the business that
extract the greatest gain from our international
network and market-leading strength in Asia.

Investment in flagship transaction banking products
helped to increase our market share, particularly

in Payments and Cash Management, Foreign
Exchange and Securities Services.

The development of our Asia businesses is
gaining momentum and we achieved growth
in excess of GDP in seven out of eight of our
priority Asia markets.

We continue to expand our business in the Pearl
River Delta and reached a number of milestones
in 2015, including the signing of an agreement

to form the first majority foreign-owned securities
company in mainland China. When approved,

this will allow us to engage in the full spectrum

of securities business in the country.

We remain the world’s number one bank for offshore
renminbi services and increased revenue by 3%
year-on-year in this vitally important growth market.

Summary and outlook

HSBC is better balanced, better connected

and better placed to capitalise on higher return
businesses than it was 12 months ago. Our
universal banking model is generating higher
income from collaboration between businesses
and our operating expenses and capital ratio
are trending in the right direction. Maintaining
these trends while boosting revenue will be
the principal challenge in the year ahead.

The current economic environment is uncertain,
but our diversified banking model, low earnings
volatility and strong capital generation give us
strength and resilience that will stand us in
good stead.

We remain focused on delivering our nine remaining
strategic actions by the end of 2017.

:}/mﬂﬁr G’L\LL'. i

Stuart Gulliver
Group Chief Executive
22 February 2016
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Increasing global connectivity Shifting economic powers

The international flow of goods, services Of the world's top 30 economies, we expect
and finance continues to expand, aided those of Asia, the Middle East and Africa to
by the development of technology and grow about three-fold by 2050.

data in personal and commercial exchanges.

The international flow of goods, services Shi_pping volumes, measured by
and finance, 2012 to 2025 weight of goods unloaded

Key
g ¥ Emerging and
2012 | $28 tr!II!on transition markets
(20257 $85 trillion H Developed markets

Source: McKinsey Global Institute,
‘Global flows in a digital age’ (2014) 1990:4,126m  2014: 9,808m
metrictonnes  metric tonnes

Source: United Nations Conference on Trade and Development

Major trade and economic zones

Exports, compound annual growth rate 2014 to 2025

Middle East and Trans-Pacific European
Greater China North Africa Partnership Economic Area

Source: Oxford Economics
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 Distinctive advantage

Unrivalled global presence

Our network provides access to more than 90%

of global GDP, trade and capital flows. We use it to
offer products that facilitate trade and investment,
and help clients participate in global growth
opportunities. Our global presence helps us build
deeper and more enduring relationships with
businesses and individuals with international needs.

Universal banking model

Our four global businesses serve the full range of
banking customers, from individual savers to large
multinational companies. This universal banking
model enables us to meet clients’ diverse financial
needs effectively. Our balanced mix of businesses
supports a strong capital and funding base, reduces
our risk profile and volatility, and generates stable
shareholder returns.

eSS

Growing middle class

Economic growth in the world's fast-growing
economies is bringing millions of people into
the middle class, especially in Asia.

Size of middle class population

[20107128% 1.8bn
2020 3.2bn
2030 66% 5.0bn
Key

Asia
HRest of the world

Source: OECD Development Centre, ‘Emerging
middle class in developing countries’ (2010)
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Develop our international network

We have an unparalleled presence in, and a long-
term commitment to, our strategic markets. We aim
to develop our network of businesses to support future
growth and increasing global connectivity. Our global
reach and range of services place us in a strong
position to connect customers to opportunities, helping
both businesses and individuals to grow and prosper.

Invest in wealth management
and select retail businesses

We aim to capture opportunities arising from social
mobility, wealth creation and long-term demographic
changes in our priority markets. We invest in full-scale
retail businesses in markets where we can achieve
profitable scale.

I3 We defined a series of strategic actions
to deliver our long-term strategy through 2017.
For details, see page 18.

Ageing populations

The world'’s population aged 60 and above will
more than double from less than one billion in
2015 to more than two billion by 2050.

Over 64s as a share of working age population
(%)

0% 10% 20% 30% 40%

Ee—

Key
m2015
2050
Source: United Nations, 2015 Revision
of World Population Prospects
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Strategic Report

Value of the network

Unrivalled global presence

Our network of businesses covers the world
and fastest-growing trade corrido
More than 40% of our client re
businesses and individuals wit

Mexico:

Agriculture
Financing growth
- ALSA
Tomato producer with 80% of
product exported to the US and
Canada. Our financing products
helped ALSA grow production
capacity by 50% and incorporate
eco-friendly technology. ALSA
manages foreign exchange through
our digital platform, HSBCnet.

Access to opportunities

| "y
Our market presence Transaction banking products

Countries accounting for more than Transaction banking product revenue
and

71 k. 515700

and capital flows Our transaction banking products help clients

Sources: Global Insight (2015) participate .in global trade and capital flows.

and United Nations Conference We are an industry leader in: global trade

on Trade and Development (2014) and receivables finance, payments and cash
management, and foreign exchange. We also
provide securities services to help financial
institutions access international markets.

HSBC HOLDINGS PLC
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Value of the network

Simplified international banking "i_p.

- Somfy

World leader in door and window
automation, operating in 60 countries.
For more than 10 years, we have
simplified Somfy’'s banking arrangements
across the Americas, Europe, the Middle
East and Asia. We provide Somfy with
cash and liquidity management in 23

g 1 countries, including renminbi cash flows
into and out of China.

France:

2020 forecast, $ billion

726 697

611 586

275 273

Source: Oxford Economics

Motors and automatic controls

Largest trade corridors and market presence

HSBC priority market on
both sides of corridor

. HSBC priority market on
one side of corridor

155 155

127 124

BN

CHN- CAN- CHN- MEX- CHN- CHN- FRA- JPN- CHN- GER- GER- AUS- KOR- GER- CHN-

HK USA USA USA JPN KOR GER USA GER USA UK CHN USA POL VNM
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Hong Kong:
Design and manufacturing

Tailored financing

— Cosmosupplylab

Producer of smart accessories for
global computer and electronics
brands. Our relationships across
Cosmosupplylab’s supply chain
in Asia and the US allowed us to
provide tailored financing to help
increase production to meet
fast-growing demand.

Corporate Governance

Financial Statements

Our priority markets cover both
sides of nine of the world's 15
largest bilateral trade corridors,
and represent at least one side
of the other six corridors. These
corridors represent nearly 50%
of global trade. Five of the 15
corridors are within Asia and six
connect countries between two
geographic regions.

Shareholder Information
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Services around the world
Engaging in the global economy

The value of our international network
comes from our connections to the
people and companies that drive
economic activity. WWe provide products
and services to meet diverse financial
needs — from purchasing a music
download to financing the construction of
an international airport. Our relationships
reflect the geographic reach of our
network and the range of customers
we support. For further details on our
global businesses, see pages 28 to 31.

Our network of clients enables us to
have greater insight into trade and capital
flows across supply chains. When

we bank clients on both sides of a
transaction, we can help them overcome
obstacles and manage risk and liquidity
costs more effectively. We are uniquely
positioned to be the bridge between
customers, both large and small,

around the world.

We develop our products and services
to be globally consistent and to represent
the highest standards across all of our
markets. This allows us to serve our
clients efficiently and in a consistent

way wherever we serve them.

Business synergies
Delivering the whole of HSBC

By providing a wide range of product
capabilities and resources, we bring
additional benefits to customers and
efficiencies to the Group. Our global
businesses work together to offer tailored
solutions to the various client segments
we serve across the Group with a higher
level of performance and greater ease

of use.

For example, we can provide Markets
products to small businesses as well as
large multinational companies. \We insure
risks for individuals and corporations alike.

We aim to develop long-term relationships
that lead to us supplying products

and services from across our global
businesses. Many of our private banking
clients, for example, own companies

that are Commercial Banking or Global
Banking and Markets (‘GB&M’) clients.
By sharing knowledge and expertise,

our businesses continuously enhance

our capabilities and operations.

In 2015, business synergy revenue

were equivalent to 19% of total revenue
for the Group. We grew revenue across
the majority of the cross-business
synergies we track, including a 7%
increase in revenue from Payments

and Cash Management ('PCM’) products
sold to GB&M customers.

Business synergies
(equivalent % of total reported revenue 2015)

19%

Business synergies revenue

($bn)

11.0

‘Our relationships reflect

the geographic reach

of our network’

HSBC HOLDINGS PLC
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Case study: Jardine Matheson

For more than 100 years,

we have been a trusted
banking partner of the
Jardine Matheson Group,
providing a full spectrum

of banking services and
capital to support itin
achieving its strategic goals.

Comprehensive solutions
We serve Jardine Matheson
globally with a wide range of
products including debt and
equity capital financing, trade
and receivables financing, foreign
exchange, cash management
and asset management. Our
financing and foreign exchange
services have supported Jardine
Matheson in making strategic
acquisitions across Asia.

Hong Kong:

Diversified multinational
Hongkong Land’s Central
portfolio: A major listed
company of the Jardine
Matheson Group with a
portfolio of prime office
and luxury retail property
in key Asian cities.

In 2015, we became the sole
provider of cash management

for Jardine Matheson'’s retail
subsidiary, Dairy Farm, across

10 markets in the ASEAN region
and Greater China. We also help
Jardine Matheson manage part
of its group pension portfolio with
our asset management products.

HSBC HOLDINGS PLC

Number of markets served

17

Number of products provided
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Strategic actions

At our Investor Update in June 2015,
we outlined a series of actions to deliver
our strategy and capture value from our

global network.

Delivering our strategy

Since 2011, we have restructured the
Group to make it simpler and leaner.
This means we have a consistent global
structure and a better platform for
growth, increasing our efficiency and
responsiveness to changing conditions.

Today, the Group is financially stronger,
and we are establishing rigorous controls
to protect against financial crime and
misconduct. This is underpinned by a
clear strategy built around serving tens
of millions of loyal customers. As the
world changes, it is vital that we evolve
to meet challenges and make the most
of opportunities.

Adapting to a changed world

Our industry is dynamic, and a series of
important changes to our environment
has taken place since the transformation
we began five years ago. Regulatory
changes have been introduced to make
the financial services industry more
resilient. Greater capital and funding
requirements, increased local regulation
and a sharper focus on conduct and
compliance have materially altered

our business.

The competitive landscape has also
changed, with large global banks
retreating from some markets as
local banks emerge as regional
competitors. Technology is reshaping
customer expectations and providing
opportunities to engage in new and
more efficient ways, while also
introducing new forms of competition
from non-bank service providers.

Meanwhile, long-term trends continue
to shift the global economy through
increased international connectivity,
an expansion of capital markets and
larger affluent populations.

Our strategic actions

In response to these changes, we
announced a series of strategic actions
in June 2015. They are designed to
capture value from our global network
and universal banking model. Each

has a clear outcome targeted for 2017,
and is designed to help achieve our
medium-term financial targets. These
are: increasing our return on equity to
above 10; achieving positive jaws, as
described on page 27; and maintaining
a progressive dividend. The strategic
actions are set out in the table opposite,
which also shows our progress in 2015.

Outbound client revenue

Regional split of total CMB and GB&M
corporate client revenue (excluding
financial institutions) booked outside
of the client’s home market

5%

23% s1%
0

6%

Key 35%
Asia
Europe
Middle East and North Africa
® North America
Latin America

Source: Internal HSBC client data

Selected awards and recognition 2015

Trade Finance FinanceAsia
Awards for Excellence
Best Overall
Global Trade

Finance Bank

Best Bank

Achievement Awards

Asiamoney Offshore Euromoney Cash Euromoney
RMB Poll Management Survey FX Survey
Best Overall Offshore Best Global No. 1 Bank

RMB Products/
Services

Cash Manager (for
Non-Financial

for Corporates
(Global Market Share)

Institutions)

HSBC HOLDINGS PLC
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Strategic actions

Progress against strategic actions

Progress during 2015 P S R —
by 2017

Actions to resize and simplify the Group

Reduce Group
risk-weighted

Group RWA
reduction: $290bn

GB&M: achieved over 50% of 2015-17 target
CMB: achieved over 75% of 2015-17 target

— RWA reduction from management

actions: circa $124bn (circa 45%

assets (‘RWAs’ _ of 2015-17 target on a constant
b circzi $290br)1 %Bgm rett:rrnet — US Consumer and Mortgage Lending: currency basis)
y roup. .g accelerated asset sales achieving nearly 40%
profitability; <'/s ¢] y
See page 20 of Group RWAS of 2015-17 RWA reduction target
Optimise — Reduced footprint — Signed agreement to sell operations in Brazil, Presence reduced to 71 countries

global network

Rebuild NAFTA

US profit before

subject to regulatory approval

Grew US CMB and GB&M adjusted revenue

and territories in 2015

US (excluding CML run-off

-
—
o
Qo
]
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=
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=
[92]

region profitability tax circa $2bn by 4% and 12%, respectively portfolio) adjusted profit before qg_)
. [0} =
See page 20 — Mexico profit — Increased cross-border NAFTA region revenue 5 Al (LD @ e 201 E:)
before tax by more than 30% Mexico adjusted profit before tax: —
circa $0.6bn $67m (down 1% on 2014) -g
=
Set up UK — Completed by — Confirmed Birmingham as head office location Implementation in progress .E
ring-fenced 2018 for the UK ring-fenced bank (HSBC UK) T
bank — Established shared services entity in the UK
to remove critical interdependencies between
ring-fenced and non-ring-fenced businesses
Deliver $4.5-5.0bn - 2017 exit rate — Second-half costs in line with the first half from Adjusted costs (excluding Brazil):
of cost savings to equal 2014 tight cost control and effect of cost saving plans up 5% on 2014 ©
See page 21 operating — Cost-to-achieve expense of $0.9bn during 2015 FTE: 255,203 (down 1% on 2014) e
expenses S
=
Actions to redeploy capital and invest %
Deliver growth — Revenue growth — Average PCM deposits increased by 8%. Revenue Transaction banking revenue: %
above GDP from of international growth in FX and Securities Services businesses $15.7bn (up 4% on 2014) ©
international geDt\Igvork B0 — Strategic investment in receivables finance Revenue synergies: $11.6bn 3
network platform (now live in more than 20 markets) (up 6% on 2014) o
See page 46 and launch of single dealer global FX platform <
Investments in — Market share gains - Pearl River Delta: management team in place Guangdong loans: $4.3bn
Asia — prioritise Circa 10% and new licences obtained (details on page 21) (up 5% on 2014)
- 0
and accelerate growth p.a. in — ASEAN: Enhanced capabilities and digital ASEAN adjusted revenue: $3.2bn
See page 21 assets under propositions; Euromoney Best Domestic Cash (up 5% on 2014) @
ir:?se;gement Manager Award for seven ASEAN markets P e AU <
— Asset Management Global CEO relocated distributed in Asia: $129bn qE;
to Hong Kong (up 13% on 2014) =
— Among first fund managers selected for the Insurance manufacturing new »
Mutual Recognition of Funds Programme business premiums in Asia: .g
between Hong Kong and mainland China $2.0bn (up 7% on 2014) =
=
Grow business — $2-2.5bn revenue — Among first banks to connect to the CIPS Renminbi internationalisation i
from renminbi (Cross-border Inter-bank Payment System) revenue, from offshore business
(‘RMB’) — Joint global coordinator and bookrunner for the iy e el Ce e eise I
. . .. \ S, 3 RMB as well as selected products
internationalisation People’s Bank of China's RMB5bn bond issued h . S 9
; e . X . in mainland China: $1.7bn (up 3%
in London, its first debt offering outside China
on 2014)
C
Global Standards - Completed — Updated procedures in line with new anti- Implementation in progress 2
- safeguarding implementation money laundering and sanctions policies g
against financial - Enhanced infrastructure, including systems :0:
crime related to customer due diligence, transaction =
See page 21 monitoring and screening g
.. <}
Domicile -@
Headquarters — Completed review  — Review completed Decision announced February g
review by end of 2015 2016 to keep London as global

headquarters location

HSBC HOLDINGS PLC
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Strategic Report

We have mobilised
resources throughout
our organisation to
deliver the results
we have committed
to achieving by 2017.

We aim to capture value from our
network by adapting to structural
changes in our operating environment
and pursuing growth opportunities.

In 2015, we took our first steps

§ towards achieving the targets we

set out in June. These pages contain
additional information on five selected

| actions. For further details on revenue

growth from our international network,
see page 46.

v _"".p.'_f_.

strategic actions® .
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Progress on selected.

We made significant progress in meeting
our risk-weighted asset (‘RWA')
reduction targets in 2015. We did this
primarily by: exiting or disposing of low
returning portfolios; better managing
processes, calculations and positions;
and being more selective in the business
we undertake.

Exit/disposal of low
returning portfolios

Nearly $42bn of our total RWA
reduction came from the partial sale
of our investment in China’s Industrial
Bank, and the accelerated sell-down
of our consumer mortgage portfolio
in the US and our GB&M legacy
credit portfolio.

Management of positions,
processes and calculations

We have refined our RWA calculations,
and implemented process improvements
and exposure reductions in GB&M

and CMB. This reduced RWAs by a
further $82bn, two-thirds of which

was in GB&M.

US and Mexico

We are strengthening our businesses in
Mexico and the US to rebuild profitability.
We seek to grow revenue from cross-
border banking opportunities across the

North American Free Trade Agreement
('NAFTA') area.

US growth

We grew revenue from transaction
banking products, including a 9% increase
in Global Trade and Receivables Finance,
and increased collaboration between

our GB&M and CMB businesses. We
improved cost efficiency by consolidating
data centres and moving to lower-cost
office locations.

Mexico growth

We grew RBWM's adjusted revenue in
Mexico by 7%, growing faster than the
market in cards, mortgages and personal
loans. We increased revenue from
business synergies in 2015, including

an 18% increase in revenue from Global
Trade and Receivables Finance products
provided to GB&M clients.

NAFTA area initiatives

We increased the number of clients we
serve who conduct business across the
NAFTA area. We are developing our
products to better serve customers and
connect supply chains. Our cross-border
revenue between the US and Mexico
grew by more than 10% in 2015.

Group RWA reduction
Change from 2014

-10%

NAFTA area revenue
(% of Group revenue)

14%

GB&M risk-weighted assets
($bn)
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Cost savings

We continue to take action to manage
our costs better. We are growing our
digital capabilities and realising efficiency
gains through automating and re-
engineering processes. We are

also simplifying our technology and
reshaping our global functions.

Our cost saving plans and tighter cost
controls have slowed cost growth in
2015. Costs in the second half of the
year were in line with the first half.

Increased efficiency

We removed the requirement for nearly
3,000 roles by automating and eliminating
processes in 2015. We completed over
13% of our target to remove 750 software
applications by the end of 2017. We are
optimising our branch network, and we
closed more than 130 branches in 2015

in six of our largest retail banking markets.
We also introduced a new IT operating
model that achieved a 4% cost reduction
in the IT run rate compared with 2014.

Using technology to
enhance productivity

We increased productivity in our UK
branches through online customer
support and appointment booking. In
CMB, we simplified our processes and
are using technology better to open
new accounts globally. We significantly
reduced the time taken to approve
personal loans from an average of 20
days to two days, and in some cases
instantly, in four of our priority markets.

& <.

-
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Investment in Asia

We are in a leading position to capture
growth in Asia. Our priorities include
accelerating our business growth in
China's Pearl River Delta (‘PRD’), and
developing our Asset Management
and Insurance businesses to benefit
from Asia’s growing middle class. \We
also aim to grow our business in the
Association of Southeast Asian Nations
(‘ASEAN’) region as trade and investment
flows increase in key markets such as
Singapore and Malaysia, and we are
expanding our Indonesian business.

Pearl River Delta

We are developing our business in the
PRD, in Guangdong, the Chinese province
bordering Hong Kong. The province's
increasingly sophisticated economy and
links with Hong Kong provide us with a
unigue opportunity to create a full-scale
banking business there.

In 2015, we appointed a CEO for
Guangdong and continued to build
infrastructure and recruit staff. We grew
our RBWM mortgage business and
established a branch of HSBC Life
Insurance in Guangzhou. We also agreed
to establish a majority-owned joint-
venture securities company in Qianhai,
Shenzhen, which, if approved by
regulators, will potentially allow us

to engage in the full spectrum of the
securities business in mainland China.

Global Standards -

safeguarding against
financial crime
We are committed to implementing

the most effective global standards
to combat financial crime. We are

therefore putting in place robust controls

aimed at enabling us to understand
more about our customers, what they
do, and where and why they do it. This
comprehensive approach is designed
to help us detect, deter, and prevent
financial crime.

Enhancing infrastructure
and systems

We are rolling out improved systems
and infrastructure to manage financial
crime risk, and improved transaction
monitoring and sanctions screening
capabilities.

Expanding capabilities

We are strengthening our financial
crime detection and investigation
capabilities within our business teams,
including delivering enhanced training
to appropriate staff.

While significant work remains to be
done, we continue to make progress
towards putting in place a robust and
sustainable anti-money laundering

and sanctions compliance programme.

Reduction in manual payments
(% reduced through automation)

25%

HSBC branches in Guangdong

64

Global Standards employee training

Over 2. Tm hours

Adjusted costs

Guangdong loans

($bn) ($bn)
HIee 36.2 43
K 346 4.1
. L
il - ]
. - HSBEHPINGSP
> Sl [N
4 - - - i 8 & F Fa

Investment in Global Standards
($bn)
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Strategic Report

Financial overview

Reported results

This table shows our reported results for
the last three years. The results for 2015
are described below.

Reported results 2015 2014 2013
$m $m $m
Net interest income 32,531 34,705 35,539
Net fee income 14,705 15,957 16,434
Net trading income 8,723 6,760 8,690
Other income 3,841 3,826 3,982
Net operating income before loan impairment
charges and other credit risk provisions (revenue) 59,800 61,248 64,645
Loan impairment charges and other credit risk provisions
('LICs') (3,721) (3,851) (5,849)
Net operating income 56,079 57,397 58,796
Total operating expenses (39,768) (41,249) (38,556)
Operating profit 16,311 16,148 20,240
Share of profit in associates and joint ventures 2,556 2,532 2,325
Profit before tax 18,867 18,680 22,565

Reported profit before tax

Reported profit before tax was $18.9bn,
up by $0.2bn or 1% from 2014. This
was driven by a favourable movement in
significant items of $2.6bn partly offset
by $0.9bn of adverse effects of foreign
currency translation between the years.
The favourable movement in significant
items included lower fines, settlements,
UK customer redress and associated
provisions (down by $1.3bn in total)
and a gain on the partial disposal of
Industrial Bank ($1.4bn).

Excluding the effects of significant
items and currency translation, profit
before tax was down by 7% from
2014. We describe the drivers of
our performance under ‘Adjusted
performance’ on page 23.

Reported revenue

Revenue of $59.8bn was $1.4bn

or 2% lower than in 2014. Revenue
benefited from a favourable movement
in significant items but this was more
than offset by the adverse effect of
currency translation of $4.8bn between
the years.

Significant items affecting revenue
in 2015 included:

— a $1.4bn gain on the partial sale of
our shareholding in Industrial Bank;

— lower provisions and charges relating
to the ongoing review of compliance
with the Consumer Credit Act in the
UK ($0.6bn lower than in 2014); and

— an increase in favourable movements
on our own debt designated at fair
value from changes in credit spreads
of $0.6bn.

Reported LICs

Loan impairment charges and other credit
risk provisions (‘LICs') of $3.7bn were
$0.1bn or 3% lower than in 2014,
reflecting the favourable impact of
currency translation between the years.

Reported operating expenses

Operating expenses of $39.8bn were
$1.5bn or 4% lower than in 2014.

This reduction primarily reflected the
favourable effect of currency translation
of $3.3bn between the years.

The total of significant items was broadly
in line with 2014, although there were
notable movements as follows:

— lower provisions and charges relating
to UK customer redress ($0.7bn
lower than in 2014); and

— the non-recurrence of a charge
of $0.6bn in 2014 relating to a
settlement with the US Federal
Housing Finance Agency; broadly
offset by

— settlements and provisions in
connection with legal matters
($0.5bn higher than in 2014); and

— costs-to-achieve relating to business
transformation of $0.9bn in 2015
(for further details, see page 58).

Reported income from associates

Income from associates of $2.6bn
was in line with 2014.

HSBC HOLDINGS PLC
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Financial overview

Adjusted performance

Our reported results are prepared in
accordance with IFRSs as detailed

in the Financial Statements on page 347.
We also present adjusted performance
measures as we believe these help
explain our performance and these are
highlighted with the following symbol: »

To arrive at adjusted performance,
we adjust for:

— the year-on-year effects of foreign
currency translation; and

— the effect of significant items that
distort year-on-year comparisons
and are excluded in order to
understand better the underlying
trends in the business.

Id For reconciliations of our reported
results to an adjusted basis, including
lists of significant items, see pages
66-67 and 77-78.

Adjusted results »

This table shows our adjusted results
for 2015. These are discussed in more
detail on the following pages.

Adjusted results 2015 2014
$m $m

Net operating income before loan income charges

and other credit risk provisions (revenue) 57,765 57,227

Loan impairment charges and other credit risk provisions (‘LICs') (3,721) (3,168)

Total operating expenses (36,182) (34,576)

Operating profit 17,862 19,483

Share of profit in associates and joint ventures

2,556 2,493

Profit before tax

20,418

21,976

Adjusted profit before tax »

— Our adjusted profit before tax fell
by $1.6bn or 7%.

— We grew adjusted revenue by $0.5bn
or 1%, notably in GB&M (up by $1.2bn
or 7%), CMB (up by $0.4bn or 3%) and
Principal RBWM, which is our RBWM
business excluding the US run-off

portfolio (up by $0.4bn or 2%). These
increases were partly offset in GPB
(down by $0.1bn or 6%) and Other
(down by $0.3bn).

— Our LICs were $0.6bn or 17%
higher than in 2014, primarily due
to increases in CMB ($0.5bn) and
RBWM ($0.3bn), partly offset by
a reduction in GB&M ($0.3bn).

— Our adjusted operating expenses
increased by $1.6bn or 5%. Excluding
the bank levy, operating expenses in
the second half of 2015 were broadly
in line with the first half of the year.
This was despite investment and
inflationary pressures, and partly
reflects the initial effect of our cost
saving initiatives as well as a strong
focus on cost management.

Movement in adjusted profit before tax compared with 2014 )

2015 ($m)

Change ($m) (%)

Revenue 57765

LICs (3,721)

(17)

Operating expenses

Share of profits in associates

and joint-ventures 2,556

Profit before tax 20,418

corer [N ®

7)
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growth in GB&M,
CMB and
Principal RBWM

Adjusted performance (continued)
Adjusted revenue »

Adjusted revenue rose by 1% in part due
to growth in GB&M, CMB and Principal
RBWM reflecting the following:

Revenue of $18.0bn was
$1.2bn or 7% higher than in 2014.
This was driven by higher revenue
in all client-facing businesses except
Principal Investments. In Equities,
revenue increased by $0.5bn, reflecting
higher client flows and increased
market volatility. Revenue from
transaction banking products rose
$0.4bn as volatility drove higher client
flows in Foreign Exchange, as assets
under custody in Asia rose in Securities
Services, and as deposits rose in
Payments and Cash Management
('"PCM’). Revenue was also higher in
Balance Sheet Management (‘BSM’),
rising $0.1bn.

We grew revenue by $0.4bn
or 3%, in particular in Credit and
Lending (up by $0.4bn) and PCM (up
by $0.1bn). This growth was mainly
in Hong Kong and the UK, reflecting
average balance sheet growth. In
Hong Kong, lending balance growth
was primarily in 2014 and the first half
of 2015. Balances were broadly
unchanged for the remainder of 2015
reflecting subdued demand for credit.
In Global Trade and Receivables
Finance, performance was resilient
(revenue down $44m or 2%) despite a
significant decline in commodity prices
(approximately 40%) and stagnant
world trade.

Our revenue was broadly
unchanged from 2014. We continued
to reduce the size of the balances
in our US Consumer and Mortgage
Lending ('CML’) run-off portfolio,
resulting in a fall in revenue of $0.3bn.
However, in our Principal RBWM

Movement in adjusted revenue compared with 2014 )

2015 ($m)
Principal RBWM 22,687
RBWM US run-off portfolio 1,165
CMB 14,887
g“Be&nlt\_/]IcaacrI]ggB SM 17,973
Legacy credit 61
GPB 2,141
Other 5,456
Total 57765

Total includes Intersegment revenue of $(6,595)m.

business, revenue was higher (up by
$0.4bn or 2%). This was driven by
increased Wealth Management
revenue in Asia (up by $0.2bn) in the
first half of 2015, from growth in
investment distribution, which more
than offset weaker investor sentiment
in the second half of 2015. There was
also growth in Europe (up by $0.3bn),
notably from insurance manufacturing.

We also increased our current account,

savings and deposit revenue by
$0.1bn, notably in Hong Kong and

the UK, from an increase in customer
deposit balances of $32bn. This was
partly offset by a decrease in Personal
Lending revenue of $0.3bn, primarily
from lower overdraft fees in the UK
after the introduction of a text
message alert service in late 2014.

Change ($m) (%)

2

@2)
3

7

77 >200

k] | (6)
(250) )

Our revenue fell by $0.1bn or 6%
reflecting lower brokerage and account
services fee income from a managed
reduction in client assets. However,
revenue increased in Asia, notably
in the first half of 2015, due to higher
client activity as a result of stock
market performance.

Revenue was $0.3bn or 4%
lower, reflecting adverse hedging
ineffectiveness movements compared
with favourable movements in
2014 (a net adverse movement
of $0.2bn), together with the non-
recurrence of a gain on the external
hedging of an intra-Group financing
transaction of $0.2bn. In addition,
dividend income was $0.1bn lower
following the partial sale of our
shareholding in Industrial Bank.
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Adjusted performance (continued)

Adjusted LICs »

— Our LICs were $0.6bn or 17% higher
than in 2014, mainly in CMB ($0.5bn).
This included a fourth quarter increase
in specific LICs in a small number of

countries, largely reflecting local factors,

as well as LICs related to oil and gas.

— LICs increased in RBWM by $0.3bn,
mainly in Brazil as delinquency
rates increased; while in the UAE,
impairments on mortgages rose,
following a review of the quality
and value of collateral.

— In GB&M, there was a reduction
of $0.3bn in specific impairments
as 2014 included a small number
of significant charges, notably in
Brazil and Hong Kong.

Adjusted operating expenses »

— Our adjusted operating expenses in
2015 were up $1.6bn or 5% on 2014.

— Run-the-bank costs rose by $0.8bn
or 2%. This was mainly due to wage
inflation in Latin America and Asia. We
also recruited additional staff across
the Group to support business growth.

— Change-the-bank costs rose by $0.5bn
or 16% on 2014. This reflected
investment in regulatory programmes
and compliance, including infrastructure
and systems.

— The bank levy of $1.4bn was $0.4bn or
34% higher than in 2014. Excluding the
bank levy, adjusted operating expenses
in the second half of 2015 were broadly
in line with the first half of the year. This
was despite investment and inflation,
and reflected the initial effect of our

cost-saving initiatives and a strong focus

on cost management. This included a
reduction in full-time equivalent staff in

the second half of the year of 4,585 and

lower travel costs.

Adjusted LICs )
$bn

2014 2015
$3.7bn

$3.2bn
0.48

0.19
0.14 0.13
1,011
614 = 800
I i C I i
1Q14 2Q14 3Q14  4Q14 1Q15 2Q15 3Q15  4Q15
Key
W Personal — LICs/average gross loans and advances
B Wholesale to customers (excluding Brazil)

B Other credit risk provisions

Adjusted operating expenses )

$bn 2015 5 O/O

$36.2bn

Costs up year-on-
year; however,
costs excluding
the bank levy were

2H15: Key
$16.9bn mBank levy
excluding bank levy  m Adjusted operating

expenses (excluding

1H15:
$17.0bn

bank levy) broadly unchanged
in the second half
8.2 8.8 8.4 8.5 of the year.
(0.1)
4Q14 1Q15 2Q15 3Q15 4Q15

The quarterly and half-yearly operating expense figures
shown above are stated at the average exchange rate
for the quarter ended 31 December 2015.

I For further details on the categorisation Adjusted income from associates
of run-the-bank and change-the-bank

— Our share of profit from associates
costs, see page 58.

and joint-ventures was broadly unchanged
in 2015. The majority of this profit

was from our investments in Bank

of Communications Co. (‘BoCom’)
and The Saudi British Bank.
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Strategic Report | Financial overview

Balance sheet and capital strength

Balance sheet

Total assets
($bn)

2015 2,410

2,634
2013 2,671

$2 410bn

2014 to 2015 movement
includes adverse currency
effects of $133bn.

Loans and advances to customers
($bn)

2015 924
2014 975
2013 992

$924bn

2014 to 2015 movement includes
adverse currency effects of $52bn and
the reclassification to ‘held for sale’ of
$17bn of assets relating to Brazil in 2015.

Capital strength

Common equity tier 1 ratio (end point)
(%)

2015 1.9
2014 1.
10.9

11.9%

Risk-weighted assets
($bn)

1,103
2014 1,220
2013 1,093

Decrease of

$117bn

Risk-weighted assets by global business

($bn)
RBWM 189.5
CcMB 4210
GB&M 440.6
B crs 193
Other' 32.6

"Other — main items are property activities, unallocated investment activities,
centrally held investment companies, and movement in fair value of own debt.

IO For further details on RWAS, see page 228.

Balance sheet strength

Total reported assets were $2.4 trillion,
8.5% lower than at 31 December 2014.
On a constant currency basis, total
assets were $91bn or 4% lower. This
reduction in part reflects the efficient
use of our balance sheet to maximise
shareholder returns.

We are focused on reducing our use of
the balance sheet in areas that are capital
intensive relative to returns. This provides
capacity for growth in higher returning
business areas and regions. For example,
in GB&M, we have reduced trading
assets by decreasing holdings of debt
securities in our Rates business in Europe
and North America.

Capital strength

We manage our capital in an effort to
ensure we exceed current regulatory
requirements and are well placed to
meet those expected in the future.

\We monitor our position by using capital
ratios. These measure capital relative

t0 a regulatory assessment of risks
taken. We quantify how these risks
relate to our businesses using risk-
weighted assets. Details of these

risks are included on page 227.

Our common equity tier 1 ('CET1’) ratio
at 31 December 2015 was 11.9%,
up from 11.1% at 31 December 2014.

Distributable reserves

The distributable reserves of HSBC
Holdings plc at 31 December 2015
were $47bn, and at 31 December 2014
were $49bn.
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Financial overview

The strategic actions set out on
page 18 have been undertaken
to support our aim of achieving our
medium-term financial targets.

I3 For detailed information
on our financial performance,
see pages 50 to 60.

Delivering on our Group financial targets

Return on equity
(%)

2015 7.2
2014 7.3
9.2

2013 .

Target:

>10%

Adjusted jaws p
(2015 year to date)

|
(2.9)%
(15)% \ |

(4.1)%
‘ (3.7)%

1Q 2Q 3Q 4Q

Key
—— Cost growth %
—— Revenue growth %

Understanding jaws

Jaws measures the difference between
revenue and cost growth rates.

Positive jaws is where the revenue growth
rate exceeds the cost growth rate.

Target:

Positive

We calculate jaws on an
adjusted basis, excluding
currency translation and
significant items, as described
on page 48.

2015 adjusted jaws:

-3./%

Total dividends declared
in respect of the year ($m)

2015 10,000
2014 9,683
2013 9,180

Dividends per ordinary share
in respect of year (%)

2015 0.51
2014 0.50
2013 0.49

Target:

Progressive

We are committed to increasing the dividend
we pay to shareholders. This is measured

by dividends per ordinary share declared

in respect of the calendar year. Prospective
dividend growth remains dependent upon
the long-term overall profitability of the
Group and delivering further release of

less efficiently deployed capital. Actions

to address these points are core elements

of the Investor Update provided last June.

Return on equity

Our medium-term target is to achieve a
return on equity ('RoE’) of more than 10%.
This target is modelled on a CET1 ratio in
the range of 12% to 13%.

In 2015, we achieved an RoE of 7.2%
compared with 7.3% in 2014. The bank
levy and significant items, such as
fines, penalties, customer redress and
associated provisions, had a significant
effect on our 2015 RoE, reducing the
return achieved by 190 basis points.

Adjusted jaws »

Our target is to grow revenue faster than
operating expenses on an adjusted basis.
This is referred to as positive jaws. In 2015,
we grew adjusted revenue by 0.9% whilst
our adjusted operating expenses rose by
4.6%. Jaws was therefore negative 3.7%.

Jaws for 2015 was affected by the
revenue performance in the second half
of the year. Adjusted revenue growth in
the first half of 2015 was 4.5% but fell in
the second half of 2015, reflecting the
economic environment, including slowing
GDP growth in China. This resulted in
overall revenue growth of 0.9% for 2015.

The increase in adjusted operating
expenses in 2015 included a $0.4bn

rise in the bank levy (to $1.4bn). Excluding
this increase, jaws in 2015 would have
been negative 2.8%. During the second
half of 2015, we made progress on our cost
saving plans set out at our Investor Update.
We reduced the growth rate in adjusted
operating expenses, down from 7.3% in
the first half of 2015 to 4.7% for the year.

Progressive dividend

In 2015, we increased the dividends
per ordinary share in respect of the year
t0 $0.51 from $0.50 in 2014.
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Strategic Report

Global businesses

\We manage our products and services
globally through four global businesses.

I3 For further details on the financial
performance of our global businesses,
see pages 68 to 73.

Commercial Banking (‘CMB’)

_— 1 ' B T
| §

Customers

CMB serves more than two million
customers in 55 countries and
territories. Our customers range from
small enterprises focused primarily
on their domestic markets through

to corporates operating globally.

We have been simplifying our product
range and services to meet clients’
needs better. Since 2013, we have
reduced the number of products we
offer around the world from 975 to fewer
than 410. We have also completed
role-specific conduct training for more
than 20,000 employees to help ensure
that products are sold appropriately.

Products and services

We support our customers with tailored
financial products and services to allow
them to operate efficiently and to grow.
This includes providing them with
working capital, term loans, payment
services and international trade
facilitation, among other services.

We offer expertise in mergers and
acquisitions, and provide access to
financial markets.

In 2015, the quality of our service was
recognised by several leading awards.
For the fourth consecutive year, we
were recognised as the Best Global
Cash Manager (for Non-Financial
Institutions) in the Euromoney Cash
Management survey. \We were also
recognised as the Best Overall Global
Trade Finance Bank, among other
awards, in the Trade Finance Awards
for Excellence.

Business synergies

CMB is at the centre of business
synergies within the Group, enabling
nearly $6bn of business synergy
revenue in 2015. For example, it
provides trade finance, working capital
and liquidity management solutions to
GB&M clients. It also provides Capital
Finance expertise, and Insurance and
Asset Management capabilities from
across the Group to benefit customers.

Areas of focus

We are focused on creating value
from our network, which covers 90%
of global trade and capital flows. We
are therefore investing in digital and
technology aspects of our core
Payments and Cash Management
(‘PCM’), and Global Trade and
Receivables Finance propositions,

as well as in the Pearl River Delta,
ASEAN and NAFTA growth areas.

We achieved significant risk-weighted
asset efficiencies through management
initiatives in 2015 and continue to ensure
our capital is deployed effectively.

Continued revenue growth in Hong Kong
and the UK >

— Adjusted profit before tax of $8.2bn

was $0.4bn or 5% lower than in 2014,
as revenue growth was more than offset
by arise in LICs and higher costs.

— We grew revenue by $0.4bn or 3%, in

particular in Credit and Lending, and PCM.
This was mainly in Hong Kong and the
UK, reflecting average balance sheet
growth, although demand for credit in
Hong Kong was subdued in the second
half of 2015, with balances remaining
broadly unchanged.

— LICs were $0.5bn or 36% higher, reflecting

enhanced credit risk in the oil and gas
sector, notably in North America, Asia,
and Middle East and North Africa. In
addition, we raised LICs against a small
number of specific clients in Indonesia,
the UAE and the UK.

— Costs increased by $0.4bn or 6%, notably

in Asia and the US, due to wage inflation
and investment in growth initiatives,
regulatory programmes and compliance.

— Management initiatives set out in our

Investor Update in June 2015 contributed
a reduction in risk-weighted assets
('RWASs') of $23.0bn or more than 75%
of our 2015-2017 target.

Profit before tax ($bn)
m2015 m2014

Adjusted

Adjusted profit before tax )

-5%
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Best
Overall Global
Trade Finance

Bank

Trade Finance

hﬂost
Innovative

Investment
Bank

The Banker

Global Banking and Markets (°

Customers

GB&M supports major government,
corporate and institutional clients
worldwide in achieving their long-term
strategic goals through tailored and
innovative solutions. Our deep sector
expertise extends across transaction
banking, financing, advisory, capital
markets and risk management. We
serve nearly 4,000 clients in more than
50 countries and territories, helping
them to realise opportunities in the
markets that matter to them.

We continue to strengthen the services
we provide and our relationships with
clients. We regularly assess these
relationships, using benchmarking
and internal programmes. As a result,
in 2015 we improved the on-boarding
experience for clients and enabled
relationship bankers to spend more
time understanding clients’ needs.
Customer feedback allows us

to identify opportunities to further
improve our business and the wider
client experience.

Products and services

Our product specialists continue to
deliver a comprehensive range of
transaction banking, financing, advisory,
capital markets and risk management
services. In 2015, our product strengths
were recognised by numerous

GB&MW’)

accolades, including Most Innovative
Investment Bank and Best Bank for
Securities Services in The Banker
awards. We were ranked number one
Bank for Corporates (Global Market
Share) in the Euromoney FX Survey,
and for the third consecutive year we
were voted Best Bond House in Asia
by FinanceAsia.

In addition, we provide award-winning
research to investors with an emphasis
on emerging markets.

Business synergies

In 2015, GB&M enabled business
synergies of $8.4bn, supporting growth
in a number of areas. For example, we
provide Markets products to CMB and
RBWM customers, Capital Financing
products to CMB customers, and also
use CMB and Asset Management
products to serve GB&M clients.

Areas of focus

Deepening relationships with clients

in both event and transaction banking
products remains a priority. We will
focus on regions where we see the
greatest growth opportunities such

as NAFTA, ASEAN and the Pearl River
Delta. We also plan to grow our
business from the internationalisation
of China’s renminbi currency and by
investing in digital capabilities.

We made significant progress towards
reducing RWAs in 2015. This will
remain a focus as we continue to exit
legacy credit, manage our Markets
and Capital Financing businesses and
employ a disciplined approach to

new client business.

Our continued focus on cost discipline
will result in further simplification

of the business from streamlining

of our business lines, operations

and technology.

Adjusted profit growth of 14% compared
with 2014 P

— Adjusted profit before tax was higher by
$1.1bn due to higher revenue and lower
LICs, partly offset by increased costs.

— Our revenue increased by $1.2bn or 7%,
with higher revenue in all businesses except
Principal Investments. In client-facing GB&M,
revenue rose due to increased client flows
and volatility in Equities (up by $0.5bn) and in
transaction banking products (up by $0.4bn).
Revenue was also higher in Balance Sheet
Management (up $0.1bn).

— LICs were $0.3bn lower. This reflected
minimal impairments in 2015 compared with
a net charge in 2014 in client-facing GB&M.
However, in 2015 we had lower net releases
of credit risk provisions, primarily on
available-for-sale asset-backed securities
in legacy credit.

— Our operating expenses increased by
$0.4bn or 5%, mainly from higher
performance-related costs and higher staff
costs reflecting wage inflation. In addition,
we continued to invest in our PCM and
Foreign Exchange businesses, as well as
in regulatory programmes and compliance.

— Management initiatives identified in our
Investor Update in June 2015 contributed
to an overall reduction in RWAs of $72bn
this year. This is 54% of our target of $134bn
(stated at December 2015 exchange rates).

— The graph below shows reported and
adjusted profit before tax. The difference
between these figures primarily reflects
fines, penalties and charges in relation
to legal matters, which totalled $1.9bn
and $0.9bn in 2014 and 2015, respectively.
Significant items are detailed on page 66.

Profit before tax ($bn)

m2015 w2014

Reported NI 7.9
5.9

Adjusted [N 87
77

Adjusted profit before tax )
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assets under
management

customers served

Retail Banking and Wealth Management (‘RBWM’)

Customers

RBWM serves close to 45 million
customers worldwide through four
main business areas: Retail Banking,
Wealth Management, Asset
Management and Insurance.

Since 2012, we have taken numerous
actions to improve the way we conduct
our business. We have removed the
formulaic link between product sales
and remuneration, paying all staff on

a discretionary basis, which includes
assessment of their behaviour and the
satisfaction of our customers. We have
simplified our product range, reviewed
the fairness of our product features
and pricing, and enhanced the way

we monitor the quality of our sales.

Products and services

RBWM provides services to individuals
under the HSBC Premier and Advance
propositions aimed at mass affluent and
emerging affluent customers who value
international connectivity and benefit
from our global reach and scale. For
customers who have simpler everyday
banking needs, RBWM offers a full range
of banking products and services
reflecting local requirements.

Asset Management and Insurance
We operate our own Asset
Management and Insurance businesses.
By owning these businesses directly,
we can tailor their products to the needs
of customers and maintain end-to-end
control over their quality. We are
investing for growth in these
businesses, leveraging our network

and strong client relationships.

Business synergies

RBWM makes a significant contribution
to the overall success of the Group.

In 2015, Insurance Manufacturing
(within Wealth Management) and
Asset Management generated revenue
of $1.7bn and $1.1bn, respectively,
from the provision of services to clients
across all of our global businesses.

In addition, the foreign exchange and
wealth management needs of our
RBWM clients create opportunities

for GB&M.

RBWM's strong deposit franchise
supports a stable and diversified
core funding base for the Group,
and the branch network supports
the needs of other global business
clients while enhancing the visibility
of the HSBC brand.

Areas of focus

RBWM's focus is on growing the
business through relationship-led personal
lending and wealth management, while
transforming our customer experience
and cost base through investment in
digital infrastructure.

Despite a challenging second half of
2015, Wealth Management revenue
grew by 8%

Total RBWM - Total RBWM adjusted profit
before tax fell by $0.7bn or 10%, with a
decrease in profit before tax in both Principal
RBWM and from the continued reduction

in our US run-off portfolio.

The graph below shows reported and adjusted
profit before tax. The difference between
them primarily reflects fines, penalties and
charges in relation to legal matters, which
totalled $1.6bn and $1.3bn in 2014 and 2015,
respectively. Significant items are detailed

on page 66.

Principal RBWM - In our Principal RBWM
business, profit before tax was down by
$0.5bn or 7%, reflecting higher costs

and LICs. Revenue grew.

— Revenue rose $0.4bn in Wealth
Management in Asia in the first half of
the year from investment distribution,
offsetting weaker investor sentiment in the
second half of 2015. Wealth Management
income in Europe also grew as insurance
manufacturing increased. Deposit and
savings income grew in Asia and the UK as
deposits increased by $32bn. This was partly
offset by lower overdraft fees in the UK.

— LICs increased by $0.3bn or 20%, mainly
in Brazil from increased impairment charges
following the economic slowdown, and the
UAE following a review of collateral in the
mortgage book.

— Costs rose by $0.5bn or 4%, driven by
inflation in Asia and Latin America. Our
marketing costs also increased as we
relaunched our Global Advance account
proposition with notable investment in the
UK, and we continued to invest in regulatory
programmes and compliance.

Profit before tax — total RBWM ($bn)

m2015 m2014

Reported NI 5.0
5.6

Adjusted [ 6.8
7.6

Adjusted profit before tax — total RBWM )
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client assets

net new money
(areas targeted
for growth)

Global Private Banking (‘GPB’)

Customers

GPB serves high net worth individuals
and families, including those with
international banking needs, through
18 booking centres covering our
priority markets.

Since 2011, GPB has taken significant
steps to simplify and improve the way
it conducts its business. We have
reduced the number of booking centres
to refocus resources on a smaller
number of locations where we have
the scale to support our new client
service model and enhanced sales
quality standards.

We have also reduced the number of
offshore markets we cover to ensure
appropriate focus is given to key
growth areas.

GPB remains committed to implementing
the most effective global standards,
including customer due diligence, a tax
transparency framework and financial
crime compliance measures.

Products and services

We work closely with our clients to
provide solutions to grow, manage
and preserve wealth. Our products
and services include: Investment
Management, incorporating advisory,
discretionary and brokerage services;
Private Wealth Solutions, comprising
trusts and estate planning, designed
to protect wealth and preserve it for
future generations; and a full range
of Private Banking services.

Business synergies

GPB aims to bring the best of the
Group's research, product and service
capabilities to GPB clients.

To achieve this, we have three client
service groups: the Corporate Client
Group, enhancing connectivity with
CMB and GB&M,; the Wealth Client
Group, delivering a seamless transition
across the RBWM and GPB wealth
franchises; and the Global Solutions
Group, delivering non-traditional
wealth management solutions.

Wherever possible, GPB uses product
capabilities within GB&M, CMB and
RBWM, including asset management,
research, insurance, trade finance

and capital financing, to offer a unique
proposition to our clients.

Areas of focus

GPB aspires to build on HSBC's
commercial banking heritage and be
the leading private bank for high net
worth business owners and principals.
We work closely and systematically
with CMB and GB&M to deliver a
coordinated private and corporate
coverage model for our clients.

Continued repositioning of our
GPB business

— Adjusted profit before tax fell by 26%
to $0.5bn, mainly because revenue fell
by 6% as we continued to reposition the
GPB business.

— However, revenue increased in Asia,
notably in the first half of 2015, due to
higher client activity as a result of a strong
stock market performance, which more
than offset the weaker investor sentiment
in the second half of the year.

— We attracted positive net new money
of $14bn in 2015 in the parts of the
business that fit our target model,
mainly in Hong Kong, the UK, Singapore
and the US.

Profit before tax ($bn)

m 2015 2014

Reported [N 0.3
0.6

Adjusted NN 0.5
0.7

Adjusted profit before tax )
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Strategic Report

Regions

We coordinate activities
across global businesses
and supporting functions
through a regional
structure.

I3 For further details on our financial
performance by region, see pages
79 to 95.

Europe
Strong revenue growth in GB&M

We serve European clients with a
broad range of services and facilitate
international trade and investment.
London is the strategic hub for our
GB&M business. We are creating a
ring-fenced bank based in Birmingham
to serve UK retail and business clients.

Europe generated $2.4bn of adjusted
profit before tax )

— Adjusted profit before tax fell $1.1bn
or 32%, as revenue growth of $0.1bn
or 1% was more than offset by an increase
in costs (up by $1.2bn or 8%), of which
$0.4bn related to an increase in the bank
levy. Excluding the bank levy, costs rose by
$0.9bn or 6% as regulatory programmes,
compliance and staff costs increased.

— We increased revenue in GB&M by
$0.7bn or 11%, mainly in client-facing
businesses, such as Equities and Foreign
Exchange, and in Balance Sheet
Management. In CMB, revenue grew
marginally by $0.1bn or 1%, in part due to
balance sheet growth in term lending and
PCM, although fees from overdrafts fell.
Revenue in RBWM was broadly unchanged.
However, revenue fell in GPB by $0.2bn
or 12%, reflecting the ongoing repositioning
of the business. ‘Other’, which includes
revenue relating to central financing
activities, reported a fall in revenue
of $0.4bn.

— The graph below shows reported and
adjusted profit before tax. The difference
between them primarily reflects fines,
penalties, redress and charges in relation
to legal matters, which totalled $3.1bn
and $1.7bn in 2014 and 2015, respectively.

Asia

Revenue growth across all
global businesses

Our history as a bank is founded on
financing trade with Asia, and the
continent remains central to our strategy.
In 2015, our businesses in Asia accounted
for 70% of adjusted profit before tax.
We aim to grow our business in China’s
Pearl River Delta and the ASEAN region,
as well as strengthen our leadership
position in the internationalisation of
China’s renminbi currency.

GB&M and Wealth Management
revenue growth despite a challenging
second half p

— Adjusted profit before tax was $0.2bn or
1% higher as we grew revenue in all of our
businesses by $0.9bn, partly offset by an
increase in costs of $0.7bn.

— Our revenue increased by $0.9bn or 4%.
In GB&M, this was notably in Foreign
Exchange, Equities, Capital Financing and
Securities Services. Revenue in RBWM also
rose, mainly in Hong Kong from investment
distribution income notably in the first half
of 2015, which more than offset weaker
market sentiment in the second half of the
year, and a rise in interest income from
average lending and deposit balance growth.
We also increased revenue in CMB (up by
$0.2bn or 4%) mainly from average balance
sheet growth, although balances remained
broadly unchanged in the second half of the
year, reflecting subdued demand for credit.

— Our costs grew across all businesses,
notably from higher staff costs due to wage
inflation. We increased staff numbers in
RBWM to support business growth, and in
Risk and Compliance.

— The graph below shows reported and
adjusted profit before tax. The difference
between them was primarily due to the gain
of $1.4bn on the partial disposal of our
shareholding in Industrial Bank in 2015.

Profit before tax ($bn)
m 2015 m2014

Profit before tax ($bn)
m2015 m2014

Reported

0.6

Reported

Adjusted

Adjusted
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Regions

Middle East and North Africa

Revenue growth across all
businesses despite geopolitical
uncertainties and falling oil prices

HSBC is the longest serving international
bank with one of the largest networks

in the region, offering a universal
banking model and playing a vital role

in facilitating international trade. Our
priority markets in the region are

Saudi Arabia, Egypt and the United

Arab Emirates ('UAE’).

Despite revenue growth, profit before tax
fell due to higher LICs and costs )

Adjusted profit before tax fell by $0.3bn,
or 15%, mainly due to an increase in LICs
of $0.3bn reflecting net charges in 2015
compared with net releases in 2014. LICs
in 2015 included higher charges in CMB
on individually assessed UAE-related
exposures, and in RBWM on mortgages
in the UAE, reflecting the impact of

a review of portfolio collateral.

We increased our revenue by $0.1bn,
or 2%, across all businesses, mainly in
GB&M in Egypt from growth in lending
and investments, and in RBWM in the
UAE from higher fee income on cards
and wealth products.

Our costs were $0.1bn or 5% higher,
mainly in the UAE and Egypt due to higher
staff costs, in part reflecting continued
investment in Global Standards and

wage inflation.

Growing revenue from cross-

border banking in the NAFTA area

The US is a key partner in global trade
and the US dollar remains the primary
currency for global trade and payments.
We support our North American
customers within the NAFTA area and
around the world, helping them grow
their businesses.

GB&M revenue rose 9% and run-off of the

US CML portfolio continued )

— Adjusted profit before tax fell $0.4bn or
22% as the decrease in profit before tax
from the continued reduction in our US
CML portfolio more than offset growth
in our principal business.

— Total revenue was $0.3bn lower. We grew
revenue in GB&M by 9%, notably from
increased income in Markets and Balance
Sheet Management. However, this was
more than offset by a decrease in revenue
in the US CML run-off portfolio, reflecting
lower lending balances from the continued
run-off and loan sales.

— LICs increased by $0.2bn in CMB from
the oil and gas sector, and in RBWM
from lower favourable market value
adjustments in the US CML run-off
portfolio as improvements in housing
market conditions were less pronounced.

— We kept costs broadly unchanged, as
higher staff costs in CMB and GB&M
were offset in RBWM, notably in the
US CML run-off portfolio.

— The graph below shows reported and
adjusted profit before tax. The difference
between them in part reflects the effect
of fines, penalties and charges in relation
to legal matters, which totalled $0.6bn
and $0.7bn in 2014 and 2015, respectively.

Latin America

Revenue growth driven
by RBWM and CMB

We are focusing on growing our
business in Mexico, where we are
among the top five banks by assets
and provide connectivity for businesses
around the world, including ones in

the US. In 2015, we announced the
sale of our operations in Brazil. We aim
to continue to provide access to the

region for large multinational companies.

Revenue growth and lower LICs )

— Adjusted profit before tax rose by $0.1bn
due to higher revenue and lower LICs,
offset by higher costs.

— Our revenue was $0.2bn higher (up by
3%). We increased revenue in CMB by
$97m, as lending and deposit balances
grew in Argentina, and in RBWM we
grew lending across all core products
in Mexico and grew deposit balances
in Argentina. In RBWM in Brazil, revenue
fell (down by $21m) reflecting the
economic slowdown and our decision
to sell the business there.

— LICs fell by $0.1bn due to lower specific

LICs as the prior year included a significant

GB&M charge, while LICs also fell in
CMB. This was partly offset by higher
LICs in RBWM in Brazil reflecting a rise
in delinquency rates.

— Costs increased in all of our businesses
(up by $0.2bn or 4%) at below the
average rate of inflation in the region.
This was despite continued investment
in Global Standards.

Profit before tax ($bn)
m2015 m=2014

Adjusted

Reported

Profit before tax ($bn)
m2015 ®m2014

15

Profit before tax ($bn)
m2015 m2014

Reported 0.6

15

Reported

Adjusted 1.6

Adjusted
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Our values underpin

busistalle ‘ Building lasting business relationships

persona elatior € ¥

to our business. We aim to be always

dependable in fulfilling our

responsibilities in society and o

delivering on commitments. .

Empowering people

Ensuring sustainable outcomes
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— Ensuring fair outcomes

— Increasing quality of service

— Developing long-term opportunities

— Equipping our employees
— Valuing diversity
— Encouraging ownership

— Rewarding positive behaviours

— Managing environmental
and social impacts

— Respecting human rights

— Investing in our communities
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Building lasting business relationships

Ensuring fair outcomes

We recognise that delivering fair
outcomes for customers and upholding
financial market integrity is critical

to a sustainable business model.

We continue to enhance our product
governance processes to further
ensure products are designed to
meet customers’ needs and are sold
appropriately. In the UK, for example,
we have started to alert customers by
text message when they are about to
go into overdraft. As a result, customer
complaints in this area have declined
by 67% and customers have saved
more than $129.9m in fees.

For further details on the steps we

have taken to strengthen conduct across
the Group, see page 40. For further
details on compliance risk and for further
details on conduct-related costs included
in significant items, see pages 178 and
97, respectively.

Increasing quality of service

We seek feedback from customers in
order to assess how well we are doing
and what we can do better. In 2015, we
improved our processes for responding
to customer complaints and tools for
understanding their causes. For example,
in India our analysis of customer
complaints led us to improve customer
communication regarding minimum
balances and change our fee structure.
Complaints in this area subsequently
reduced by 62%.

Through our commercial banking research
programmes, we have spoken to more
than 50,000 businesses to gather
feedback on our products and services
from existing and potential customers.
We use competitor benchmarking,

brand tracking and customer surveys

to evaluate our performance. In RBWM,
we conducted more than 350,000
individual customer surveys.

Developing long-term
opportunities

Technology and climate change are two
areas that present both challenges and
opportunities to us and our customers.

Investing in technology

We are investing in innovation and digital
capabilities to serve customers better,
and enhancing security around financial
transactions and customer data.

In 2015, we enabled the Apple Pay
mobile payment service for customers
in the UK and the US, and launched
live-chat online customer service in six
markets including the UK, Hong Kong
and France. We made digital secure
keys available in the UK to simplify the
customer login experience. In Argentina
and the Philippines, we launched our new
online banking platform, which will be
deployed in additional countries in 2016.

Facilitating a low-carbon economy
Reducing global carbon dioxide emissions
is a critical challenge for society. We

see the potential for financial services

to facilitate investment that can help the
world transition to a low-carbon economy.

In 2015, our Global Research team

was ranked number one for Integrated
Climate Change for the second year
running in the Extel Survey. Furthermore,
our Asset Management business joined
the Montreal Pledge to disclose the
carbon intensity of its portfolio.

For more information about our climate
business, see page 37.

Complaint types
(RBWM)

28% 29%

12%
31%

Key
Product — features and policy
Product — fees and charges
Other product-related complaints
I Service complaints

HSBC Global Research

for integrated climate
change research, ranked
by Extel Survey 2015.
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How we do business

Case study: Enel

Italy, Energy
multinational

One of the leading integrated
global operators in the gas
and electricity sectors with
operations in more than

30 countries across four
continents. Enel is one of the
world’s major producers of
clean energy.

Climate business

HSBC helps facilitate
investment in areas including
infrastructure and renewable
energy that help lower carbon
dioxide emissions.

In 2015, the Group issued a
green bond for the first time
when HSBC France raised

! €500m ($554m) to fund
customers and projects in the
following sectors: renewables,
energy efficiency, sustainable
waste and water management,

Geothermal plant,
Nevada, US

The Enel Group pioneered
the use of geothermal
electricity generation

more than 100 years ago
in Italy and remains a
global leader in the sector.

Enel Green Power

Enel Green Power (‘EGP’) is

a publicly traded Enel Group
company dedicated to the
production of energy from
renewable sources. In 2015,
HSBC assisted EGP as financial
adviser on its acquisition of a
majority stake in the Indian
wind and solar company BLP
Energy. The transaction marks
EGP’s entry into the Indian
renewable energy market and
its first move into the Asia-
Pacific region.

sustainable land use, climate
change adaptation, and clean
buildings and transportation.

HSBC also pledged to invest
$1bn in a portfolio of green, social
or sustainable bonds.

We also helped CLP Windfarms
become the first Indian corporate
to issue a public green bond,

and Vestas Wind Systems, based
in Denmark, issue the first

green bond by a wind turbine
manufacturer. We also helped
Agricultural Bank of China issue

PSS, T

HSBC also acted as lead
arranger in securing export
financing for EGP’s delivery
of four solar power projects
in South Africa. The financing
of €145m was fully covered
by SACE, the Italian export
credit agency, and underlines
our capabilities in export
finance and the renewable
energy sector.

the first international green bond
from a Chinese bank.

Another example of our work
facilitating a low-carbon economy
involves our team dedicated to
bus rapid transit systems. These
use prioritised bus lanes in urban
areas to cut journey times, reduce
pollution and increase road safety.

We helped finance 466 efficient
buses in 2015, in countries
including Ghana and South Africa.
Since the team was created in
2005, it has helped finance 4,500

Number of markets
where served

S,

Number of products
provided

3

buses and equipment such

as workshops and ticketing
systems. We are also a
member of the United Nations
Partnership on Sustainable,
Low Carbon Transport.

In 2015, we also helped finance
three renewable energy deals in

the US, and an energy efficiency _:.

programme in the UK to install
around seven million electricity
and gas smart meters in homes
and businesses.
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European
Diversity
Awards

Empowering people
Valuing diversity

We are proud to provide an open,
supportive and inclusive workplace
where people can grow and achieve their
potential. Our commitment to diversity
and inclusion helps us attract, develop
and retain employees. We are also
committed to reflecting the communities
we serve.

Our employees lead and organise seven
global employee networks to promote
diversity. They focus on gender, age,
ethnicity, sexual orientation, religion,
working parents and disability.

To help managers address bias in hiring,
promotion and talent identification, we
use education programmes and have
expanded mentoring initiatives for
under-represented groups.

In 2015, we won Diversity Team of
the Year at the European Diversity
Awards. We were also one of 10
companies recognised as a Top Global
Employer in Stonewall’s Global
Workplace Equality Index.

We continue to address gender
representation, particularly at senior
levels, with additional focus on
promotions and hiring. We also continue
to expand support and flexible working
programmes for parents returning

to work.

Our award-winning Balance employee
network aims to address gender
diversity across HSBC, encouraging
dialogue and a better understanding

of the challenges and opportunities in
promoting a gender-balanced workforce
throughout the Group. It is available

to staff of all genders, and had active
groups in more than 30 offices around
the world in 2015.

Encouraging ownership

We promote individual ownership and
responsibility, and have created forums
to encourage dialogue. In 2015, we
continued to facilitate agenda-free
exchange meetings across the Group
for employees to collaborate on ideas
and initiatives to improve our work.
We also held 14 webcasts with senior
executives to promote understanding
of our strategic actions and allow
employees to ask questions.

Equipping employees

Our training programmes reinforce
a culture grounded in our values. In
2015, we completed a three-year
programme of values-led leadership
training for all employees.

We are building employee training
centres in Birmingham, Dubai and
mainland China. These will operate
alongside HSBC University, our online
training service.

In 2015, we also launched HSBC
Confidential, which brought together
all our existing whistleblowing
channels on to a global platform that
allows employees to raise concerns
confidentially without fear of personal
repercussions. The global channel
can be accessed by telephone, email,
web or mail. For further details,

see 'Whistleblowing’ on page 179.

Rewarding positive behaviours

We have embedded behaviour ratings
in our performance review processes,
which are factored into variable

pay considerations.

In 2015, we introduced an At Our Best
online recognition tool for all employees.
It allows them to recognise colleagues’
actions by awarding points that are
redeemed for gifts and benefits.

Employees (FTE) by region

15.6%
77%
3.2% 471%
26.5%
Key
Asia
Europe

Middle East and North Africa
mNorth America
Latin America

Exchange meeting participation
(% of employees that attended a 2015 meeting)

Employee retention

Gender diversity statistics

m Male mFemale
Holdings Board N (58%)

(42%)
Group Management [ (93%)
Board (7%)
Senior [SEE7A (76 %)
employees (24%)

AT (48 %)
(52%)

All employees
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reduction in our carbon
dioxide emissions

since 2011

donated to
charity in 2015

Ensuring sustainable outcomes

Managing environmental
and social impacts

We continue to reduce the environmental
impact of our operations and have
robust policies and processes to
manage sustainability risks in our
business activities.

We are reducing the amount of energy
we consume, and increasing the
proportion from renewable sources.

We have signed agreements to increase
the percentage of our electricity from
new wind and solar sources to 9%,

and have a target of 25% by 2020. We
report on our carbon dioxide emissions
for the year in the Report of the Directors
on page 98.

Our sustainability risk policies cover

a number of sensitive industries and
themes. After we issued new standards
in our forestry and agricultural commaodities
policies in 2014, we took the decision to
stop banking more than 160 customers
as soon as possible because they did
not comply. In 2015, HSBC was
recognised as a leader in the Forest 500
ranking of 150 investors’ policies on

the sustainability of forest commodity
supply chains.

We also support a transition to certified,
sustainable palm oil. Our standards require
our palm oil customers to have all their
operations certified as sustainable by the
end of 2018, and we continue to support
them in meeting this goal.

In 2015, there were more than 2,300
attendances by relationship and risk
managers of training on our sustainability
risk policies to help ensure their
implementation is robust.

IO Details on our sustainability risk
framework and policies are available
online at www.hsbc.com/citizenship/
sustainability/finance.

Respecting human rights

We apply human rights considerations
directly as they affect our employees

and indirectly through our suppliers and
customers, and through our action to
prevent bribery and corruption. For
example, our code of conduct for suppliers
includes elements related to human rights,
as do our project finance lending and
sustainability risk policies. Our Statement
on Human Rights, issued in 2015, explains
how we do this and is available on our
website. We will integrate the provisions
of the Modern Slavery Act 2015 into our
business and supply chain, and will report
in line with the guidelines published by the
UK government.

We are guided by the International Bill

of Human Rights, and support the UN
Declaration of Human Rights and the
principles concerning fundamental rights
set out in the International Labour
Organisation’s Declaration on Fundamental
Principles and Rights at Work.

Investing in our communities

We believe that education and the
environment are essential to resilient
communities and thriving economies.
For more than 10 years, we focused
our community investment activities
on these two areas. In 2015, following
survey responses from employees, we
decided to add medical charities to the
causes we support.

In 2015, we contributed a total of $205m
to charitable programmes and our
employees volunteered 304,555 hours
in community activities during the
working day.

We marked our 150th year by setting

up an additional fund of $150m to support
causes selected by our employees. It will
support 140 charities across the world
over three years. \We also made a one-off
$62m donation to charities in Hong Kong
from the sale of commemorative HK$150
bank notes.

Tax

Taxes paid by region
($bn) 12

0.4
0.4 '

25

$8.4bn

28 1.1

Key

UK

Rest of Europe

Asia
= Middle East and North Africa

North America

Latin America

Our approach to tax

We apply the spirit as well as the letter
of the law in all territories where we
operate, and have adopted the UK Code
of Practice for the Taxation of Banks. As
a consequence, we pay our fair share of
tax in the countries in which we operate.
We continue to strengthen our processes
to help ensure our banking services are
not associated with any arrangements
known or suspected to be designed to
facilitate tax evasion.

HSBC continued to support global
initiatives to improve tax transparency
such as:

— the US Foreign Account Tax
Compliance Act (‘FATCA');

— the OECD Standard for Automatic
Exchange of Financial Account
Information (also known as the
Common Reporting Standard);

— the Capital Requirements Directive IV
("CRD IV') Country by Country
Reporting; and

— the OECD Base Erosion and Profit
Shifting ('BEPS’) initiative.

We do not expect the BEPS initiative

or similar initiatives adopted by national

governments to adversely impact
HSBC's results.
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Strategic Report

Our conduct

Operating with high standards of conduct

Is central to our long-term success. We have
processes, policies and a culture designed
to ensure fair outcomes for customers and
protect the integrity of financial markets.

Improving conduct Raising standards further
continuously in 2015
We have undertaken a series of Later that year, we introduced our We completed a broad programme

initiatives in recent years to strengthen global Conduct Framework, which sets of activities during the year to further
and develop our measures to encourage  out five pillars on which our conduct raise standards of conduct, and help
and ensure good conduct. is based, and links each to specific ensure their effectiveness across

behaviours. This guides activities to the Group.
strengthen our business, and increases
our understanding and awareness of
how the decisions we make affect
customers and other stakeholders.

In 2014, we established a Conduct

& Values Committee to provide Board
oversight of our multiple efforts to raise
standards of conduct and to embed the
behavioural values we stand for.

Key developments included introducing
the assessment of values in recruitment,
embedding customer perspective in
decision making, refining the value
proposition of products and improving
the reporting of misconduct.

Selected initiatives and the pillars
they relate to are shown along the
timeline below.

I3 For further details of the work
of the Conduct & Values Committee,
see page 272.

Selected initiatives
@ Figures in diamonds refer to pillars in our Conduct Framework

54 24 o4 o 134 24 4

Updated RBWM  Revised Established Introduced a Defined global Introduced values  Integrated

new product incentives Board-level global conduct policy in RBWM assessment in our GB&M
review process structure in Conduct & Values  framework to on potentially recruitment for surveillance

to assess against RBWM and Committee to define and guide vulnerable senior roles teams and tested
fair exchange of CMB to remove promote and initiatives across customers to help  across the Group ~ new technologies
value criteria formulaic link oversee activities  five areas us identify and to help ensure to strengthen our

with sales across the Group  of activity appropriately candidates reflect  capabilities to
volumes, and serve those our standards detect suspicious
instead focus on whose of behaviour trading activity
customer needs circumstances and misconduct

could impair their
decision making
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Our conduct

Our Conduct Framework

Key The Pillars Global conduct outcomes E’_
i
0 Pillar 1: — Our strategy, business models, and the :?J-;
Strategy and decisions we make deliver fair treatment of =
business models customers and do not disrupt market integrity ;3
o Pillar 2: — Our culture supports our people and — We are open to challenge, we acknowledge
Culture and empowers them to consistently do the right when things go wrong, we fix things and
behaviours thing for our customers and markets in which we learn from our mistakes
we operate . -
— We reward and incentivise performance,
— Our people are competent and committed to behaviours and attitudes which deliver the
the fair treatment of customers and not fair treatment of customers and uphold 3
disrupting the integrity of markets market integrity -“;’
]
e Pillar 3: — We know our customers and understand — Throughout our sales and servicing we are 'f_:u
Customer their needs — we actively listen to them and efficient, transparent and customer-focused S
s iz g gL esiions — We manage our products and services so E
— Our products are designed to meet the that our customers’ experience is in line with -
different needs of our customers, to be the expectations we set
competitive and to be understandable
— Our products and services provide a balanced
exchange of value between HSBC and our
customers
3
o Pillar 4: — We seek to prevent and will proactively — We manage conflicts of interest and §
Markets identify actions and behaviours that appropriately handle information to reduce 5
constitute market misconduct, and respond the opportunity for misuse z
appropriately %
— Trades are executed in a timely, clear and ©
controlled manner ensuring that optimal §
execution is achieved for our customers and X
that HSBC trades are not manipulative
o Pillar 5: — Our governance framework provides — We engage with regulatory bodies in a timely,
Governance effective oversight of how we fairly treat open and transparent manner
and oversight customers and uphold market integrity
2
&
=
0
@©
)
8
g
2
T
© © 24 © © © 24
Introduced a Reviewed all Launched Expanded Streamlined Submitted Launched =
tone-of-voice RBWM products ‘Rebuilding trust customer inventory of CMB  attestation to the ~ employee i)
communications to assess fair in banking’ feedback and products offered Financial Conduct  gratitude project ©
toolkit to simplify  value for mandatory complaint to customers Authority on our to promote E
and improve customers training for all handling globally (more systems and culture of N
clarity of resulting in employees capabilities; than 50% controls in GB&M  appreciation; i
interactions with reductions or globally; increased analysis  reduction to mitigate risks 40,000 employee )
customers removal of certain  completed by of root causes to since 2013) identified in our ‘thank you' %
fees for 83 retail more than address recurring foreign exchange  notes sentin a <
banking products 270,000 people customer and commodities  single month g
across 24 concerns more businesses f=
countries effectively @
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Strategic Report

Risk overview

We actively manage risk to protect

and enable the business.

Managing risk

As a provider of banking and financial
services, managing risk is part of our core
day-to-day activities. Our success in doing
so is due to our clear risk appetite, which
is aligned to our strategy. We set out the
aggregate level and types of risk that we
are willing to accept in order to achieve
our medium- and long-term strategic
objectives in our risk appetite statement,
which is approved by the Board, covering:

— risks that we accept as part of doing
business, such as credit risk and
market risk;

— risks that we incur to generate income,
such as operational risk and capital and
liquidity risk, which are managed to
remain below an acceptable tolerance;
and

— risks that we have zero tolerance for,
such as reputational risk.

I3 Our risk management framework

and its key components, and our exposure
to risks arising from the business activities
of the global businesses are shown on pages
101 and 109, respectively.

The strategic actions designed to increase
our return on equity are described on
page 18.

To ensure that risks are managed in

a consistent way across the Group, we
employ a risk management framework
that is applicable to all levels of the
organisation and across all risk types.
It sets out governance and structures,

Key risk appetite metrics

responsibilities and processes. Global
Risk, led by the Group Chief Risk
Officer, who is an executive Director,

is responsible for enterprise-wide risk
oversight and is independent from

the sales and trading functions of the
Group's businesses. This independence
ensures the necessary balance in risk/
return decisions.

Component Measure Risk appetite

Returns Return on average ordinary shareholders’ equity >10% 7.2%
in excess of our estimated cost of equity of 9%

Capital Common equity tier 1 ratio— CRD IV end point basis >10% 11.9%

Liquidity HSBC consolidated balance sheet advances-to- <90% 72%
deposits ratio

Loan RBWM loan impairment charges as % of advances' <0.65% 0.58%

impairment

charges Wholesale loan impairment charges as <0.45% 0.26%

% of advances

"Including the loans of the Brazilian operations held for sale.

Risk management and stress testing

Stress testing is an integral component
of our risk management framework.

It is an important tool for us to assess
potential vulnerabilities in our businesses,
business model or portfolios. It allows us
to understand the sensitivities of the core
assumptions in our strategic and capital
plans, and improve decision-making
through balancing risk and return.

Internal stress test scenarios are closely
aligned to our assessment of top and
emerging risks. The potential impact from
these scenarios, were they to occur, may
prompt pre-emptory management actions
including a reduction in limits or direct
exposures, or closer monitoring of
exposures sensitive to stress.

D our approach to stress testing and

the results of regulatory stress testing

programmes are discussed on pages 103
and 116, respectively.

We also participate in regulatory stress
test exercises in a number of jurisdictions.
The primary Group-wide exercise is
requested by the Bank of England. The
2015 scenario incorporated a synchronised
global downturn affecting Asia, Brazil and
the eurozone in particular, a reduction in
global risk appetite and market liquidity,
and a recession in the UK.

2015 Bank of England Stress Test Results

The results were published by the Bank
of England on 1 December 2015 and

are summarised below. Our CET1 ratio
remained well above the regulatory
minimum despite our significant
presence in the countries and regions
affected by the scenario, demonstrating
our resilience to a severe stress situation
in our core markets.

Group Common Equity Tier 1 Ratio

31 December 2014 actual (end point) 11.1%
Minimum stressed ratio before management actions 7.0%
Minimum stressed ratio after management actions 7.7%
Bank of England minimum ratio 4.5%
31 December 2015 actual (end point) 11.9%
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Risk overview

Top and emerging risks

\We employ a top and emerging risks
framework at all levels of the organisation
to identify current and forward-looking
risks so that we may take action that
either prevents them materialising or
limits their effect.

Top risks are those that may have a
material impact on the financial results,
reputation or business model of the Group
in the year ahead. Emerging risks are those
that have large unknown components and

Our current top and emerging risks
are summarised below.

During 2015, we made two changes to
our top and emerging risks to reflect our
assessment of their effect on the Group.
"Turning of the credit cycle’ was added as a
new risk, reflecting the risk of deterioration
in the credit environment. ‘Internet crime
and fraud’ was removed as mitigating
actions taken have reduced credit and
fraud losses through digital channels.

I3 Our top and emerging risks
are discussed in more detail
on page 110.
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may form beyond a one-year horizon. If
these risks were to occur, they could have
a material effect on HSBC.

In addition, four risks were renamed to
better reflect the issues facing HSBC.
We use the new names below.
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Risk Trend Mitigants i
Externally driven
Economic outlook } We closely monitor economic developments in key markets, undertaking business or portfolio
and capital flows reviews or stress tests as required, and take appropriate action as circumstances evolve.
Geopolitical risk A We continuously assess the impact of the geopolitical outlook on our country limits and exposures ©
to ensure we remain within our risk appetite. e
©
Turning of the credit cycle 4. We undertook portfolio and limit reviews and conducted stress tests on the sectors and portfolios c
that are most sensitive to the credit cycle. o
o
Regulatory developments We actively assess the effect of relevant developments and engage closely with governments %
affecting our business and regulators, seeking to ensure that requirements are considered properly and implemented S
model and profitability in an effective manner. o
Q
US DPA and related A \\e are continuing to take concerted action to remedy anti-money laundering and sanctions 8
agreements and compliance deficiencies and to implement Global Standards.
consent orders
Regulatory focus on We are enhancing our financial crime and regulatory compliance controls and resources and
conduct of business are implementing significant programmes to enhance the management of conduct and financial
and financial crime crime risks.
(2]
Dispute risk } We continue to focus on identifying emerging regulatory and judicial trends, and sharing lessons o
learned globally in an effort to avoid or limit future litigation exposure. I
()
L
Cyber threat and A \We continue to improve our governance and controls framework to protect HSBC's information and g
unauthorised access technical infrastructure against ever-increasing and sophisticated cyber threats. =
to systems -g
=
Internally driven E
(1
People risk } We continue to focus on attracting and retaining key talent and are implementing a number
of initiatives to improve employee capability, collaboration and engagement.
Execution risk 4 We have strengthened our prioritisation and governance processes for significant strategic, regulatory
and compliance projects. Risks related to the disposals of our operations in Brazil and Turkey were
subject to close management oversight. g
Third-party risk } We are enhancing our third-party risk management governance, processes and procedures g
management and have conducted enhanced risk assessments of our most critical third parties. 5
a2
=
Model risk We have strengthened our governance framework, created centralised global analytical functions and -
recruited additional subject matter experts in our modelling and independent model review teams. 3
©
Data management A number of key initiatives and projects are in progress to implement our data strategy to enable =
consistent data aggregation, reporting and management. S
1=
A\ Risk heightened during 2015 2}

Risk remained at the same level as 2014
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Strategic Report

Remuneration

Our remuneration policy supports the
achievement of our strategic objectives
through balancing reward for both short-term
and long-term sustainable performance.

Remuneration principles

The remuneration strategy for our
employees is based on a series
of key principles.

<
What we do

— Focus on total compensation with a strong
link between pay and performance

— Judge not only what is achieved but how
it is achieved in line with HSBC Values

— Operate a thorough performance
management and HSBC Values
assessment process

— Recognise and reward our employees
for outstanding positive behaviour

— Design our policy to align compensation
with long-term shareholder interests

— Apply consequence management to
strengthen the alignment between
risk and reward

I For full details of our remuneration
policy, see www.hsbc.com/~/media/
HSBC-com/InvestorRelationsAssets/
governance/151023-remuneration-policy.

<

What we don’t do

— Reward inappropriate or excessive
risk taking or short-term performance
at the expense of long-term company
sustainability

— Use only a formulaic approach to determine
bonuses for our executives

— Award discretionary bonuses to employees
rated unacceptable against our HSBC
Values and behaviours

— Allow our employees to hedge against
their unvested or retained awards

— Offer employment contracts with
a notice period of more than 12 months

— Have pre-arranged individual
severance agreements

Post-tax profits allocation

25%
2015
59%
16%
Key
Dividends'

Variable pay?
Retained earnings/capital

"Inclusive of dividends to holders of other equity
instruments and net of scrip issuance based on
an assumption of scrip take up for the fourth quarter
of 2015 of 20%. Dividends per ordinary share declared
in respect of 2015 were $0.51, an increase of 2%
compared with 2014.

2 Total variable pay pool net of tax and portion to
be delivered by the award of HSBC shares.

Single figure of remuneration for our executive Directors

(£000)

Stuart Gulliver

2015 actual

54% 16% B80%
lain Mackay
2015 actual

48% 26% 26%

Marc Moses
2015 actual

51% 21% 28%
Key
Components of pay: Settled in:
M Fixed pay Shares
M Annual incentive Cash

¥ Group Performance
Share Plan ('GPSP’)

I3 For full details of our Directors’
pay and performance for 2015,
see the Directors’ Remuneration
Report on page 285.

How much our executive Directors earned in 2015 (£000)

Douglas Flint Stuart Gulliver lain Mackay Marc Moses
Group Chairman Group Chief Group Finance Group Chief
Executive Director Risk Officer
2015 2014 2015 2014 2015 2014 2015 2014
Fixed pay
Base salary 1,500 1,500 1,250 1,250 700 700 700 700
Fixed pay allowance - - 1,700 1,700 950 950 950 950
Pension 750 750 625 625 350 350 350 350
Total fixed pay 2,250 2,250 3,575 3,675 2,000 2,000 2,000 2,000
Variable pay
Annual incentive - - 1,072 1,290 1,068 867 827 1,033
GPSP - = 1,969 2,112 1,101 1,131 1,101 1,131
Total variable pay - - 3,041 3,402 2,169 1,998 1,928 2,164
Total fixed and 2,250 2,250 6,616 6,977 4,169 3,998 3,928 4,164
variable pay
Benefits 151 136 662 589 54 43 6 6
Non-taxable benefits 95 105 53 58] 28 28 29 33
Notional return - 1 9 - 5 1 5 36
on deferred cash
Total single figure 2,496 2,632 7,340 7,619 4,256 4,080 3,968 4,239

of remuneration

HSBC HOLDINGS PLC
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Remuneration

Policy for executive Directors
We are making changes to our

was applied for 2015. Due to increased

The table below summarises how each

—
—
(o}
o
()

o

15
o
9}

L
©
—

=]

w

Directors’ remuneration policy regulatory requirements, we are putting element of pay was implemented in 2
) . forward a new remuneration policy for 2015 and how it will change for 2016 -“;’
Our current remuneration policy was shareholder approval at the AGM this if the new policy is approved. £
approved by shareholders at the 2014 year. For further details, see page 288. . =
Annual General Meeting (AGM') and I For full details of the current )
Directors’ remuneration policy, =
see page 381 of the 2013 Directors’ uE_
Remuneration Report.
8
Element Implementation in 2015 Proposed changes to policy for 2016 §
A
Fixed Base salary — Benchmarked on an annual basis No change to policy: “>’
— Increases will not exceed more than 15% of — Increase will not exceed more than 15% of base salary levels ]
base salary levels as at 2013 during the term as at 2016 during the term of the policy %
of the policy i
— Amounts have not changed since 2010 o
%
—
Fixed pay — Fixed pay allowances introduced in 2014 to ensure the ~ — Maximum fixed pay allowance for each 8
allowance total compensation package remains competitive as a executive Director is 150% of base salary
consequence of new regulatory requirements in 2013 — Granted in immediately vested shares,
— Granted in immediately vested shares, subject subject to a retention period released pro-rata
to a retention period with 20% released after over a period of five years
one year and the remainder after five years
Pension — Cash allowance in lieu of pension of up to 50% — Reduced to a maximum of 30% of base salary 2
of base salary qc,
£
Benefits — Takes account of local market practice, — No change to current provided benefits %
including but not limited to medical and — Post-departure benefits introduced for up to seven years from 1)
income protection insurance date of departure T
K3)
c
Variable  Annual — Maximum is 67% of fixed pay (equal to — Maximum is 215% of base salary g
incentive approximately 181% of base salary) — 100% delivered in shares subject to a retention period, with [
— Measured against an annual scorecard the Remuneration Committee to have discretion to defer
— A minimum of 60% will be deferred and vest over a portion of the awards or apply a longer retention period
a three-year period
— Delivered in cash and shares, with a minimum
of 50% delivered in shares
c
Long-term — Group Performance Share Plan — New long-term incentive plan S
incentive — Maximum of 133% of fixed pay (equal to — Maximum is 320% of base salary g
approximately 381% of base salary) — Performance targets set annually for each three-year =
— Measured against 2014 long-term scorecard forward-looking performance period 2
— Delivered in shares with a five-year vesting period — Introduction of relative total shareholder return as a =
— Required to hold shares until retirement performance measure )
— Delivered in shares, subject to the outcome of the performance %
conditions at the end of the three-year performance period, in <
equal instalments between the third and seventh anniversary =
of the grant date o
— Aretention period may be applied to ensure compliance with (2]

regulatory requirements
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Value of the
International network

Our international network is a distinctive
advantage and underpins our strategy.
It enables us to serve clients in a

large number of countries.

Our global footprint
gives us a strong position
In transaction banking
products, which support
global trade and capital
flows. The scale of our
network means we can
8 offer these products
to a larger number of
customers, including
= Companies that operate
In Many countries.

¥ Details can be found on pages 14 to 17.

By serving a wide range of customers,
we also create business synergies.
Cross-business synergies come from
providing products from one of our
global businesses to customers of
another. In-business synergies come
from owning our Securities Services
business, and our Asset Management
and Insurance businesses that
manufacture their own products,

and support our global businesses.

We are building on these strengths,
and saw their effects during 2015.

Growth from transaction
banking products

We grew revenue from our transaction
banking products by 4% in 2015 to
$15.7bn, driven in particular by Foreign
Exchange, and Payments and Cash
Management ('PCM’). In Global

Trade and Receivables Finance, we
maintained revenue despite a decline
of approximately 40% in commodity
prices and stagnant world trade. We
continue to benefit from our presence
along strategic trade corridors and
synergies across global businesses.

Payments and Cash
Management

We increased average deposits by 8%
in 2015, aided by: investment in sales
and client management; new and
enhanced products; and access
through digital channels including
HSBCnet mobile, which is now
available in 34 markets.

Business synergies

We grew business synergy revenue by
$0.6bn to $11.6bn in 2015. In-business
synergies grew 8%, including 7%
growth in Securities Services revenue.
Growth in cross-business synergies
revenue was led by a 7% increase

in revenue from PCM products sold

to GB&M customers.

Business synergies revenue growth
(% change 2014 to 2015)

6%

Transaction banking product revenue ($bn) —

oS- 1.7
20— 15.1
ks

Y
'}

L' W]




All disclosures in the Financial Review section
are unaudited unless otherwise stated.

Disclosures marked as audited should
be considered audited in the context
of financial statements taken as a whole.

HSBC HOLDINGS PLC
47



Report of the Directors: Financial summary
Use of non-GAAP financial measures

Financial summary

Use of non-GAAP financial measures 48
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Net fee income 53
Net trading income 54

Net income from financial instruments designated

at fair value 54
Gains less losses from financial investments 55
Net insurance premium income 56
Other operating income 56

Net insurance claims and benefits paid and movement
in liabilities to policyholders 57

Loan impairment charges and other credit risk provisions 57

Operating expenses 58
Share of profit in associates and joint ventures 60
Tax expense 60
Consolidated balance sheet 61
Movement in 2015 62
Reconciliation of RORWA measures 64
Critical accounting estimates and judgements 64

The management commentary included in the Strategic Report, the
Report of the Directors: ‘Financial Review’, together with the
‘Employees’ and ‘Corporate sustainability’ sections of ‘Corporate
Governance’ and the ‘Directors” Remuneration Report’ is presented
in compliance with the IFRSs Practice Statement ‘Management
Commentary’ issued by the IASB.

Use of non-GAAP financial
measures

Our reported results are prepared in accordance with IFRSs
as detailed in the Financial Statements starting on

page 336. In measuring our performance, the financial
measures that we use include those which have been
derived from our reported results in order to eliminate
factors which distort year-on-year comparisons. These are
considered non-GAAP financial measures.

The primary non-GAAP financial measure we use is
‘adjusted performance’. Other non-GAAP financial
measures are described and reconciled to the most
relevant reported financial measure when used.

Adjusted performance

Adjusted performance is computed by adjusting reported
results for the year-on-year effects of foreign currency
translation differences and significant items that distort
year-on-year comparisons. ‘Significant items’ are excluded
from adjusted performance because management and
investors would ordinarily identify and consider them
separately in order to better understand the underlying
trends in a business.

These items, which are detailed in the tables starting on
pages 66 and 77, include:

e gains or losses on the disposal or reclassification of
subsidiaries, associates and joint ventures;

e fines, penalties, customer redress and associated
provisions, together with settlements and provisions
relating to legal matters when their size or historical
nature mean they warrant separate consideration;

e costs incurred to achieve the productivity and cost
reduction targets outlined in the Investor Update of
June 2015; and

e credit spread movements on our long-term debt
designated at fair value.

We consider adjusted performance provides useful
information for investors by aligning internal and external
reporting, identifying and quantifying items management
believe to be significant and providing insight into how
management assesses year-on-year performance.

Foreign currency translation differences

Foreign currency translation differences reflect the
movements of the US dollar against most major currencies
during 2015. We exclude the translation differences when
deriving constant currency data because using this data
allows us to assess balance sheet and income statement
performance on a like-for-like basis to better understand
the underlying trends in the business.

Foreign currency translation differences

Foreign currency translation differences for 2015 are computed
by retranslating into US dollars for non-US dollar branches,
subsidiaries, joint ventures and associates:

e the income statements for 2014 at the average rates of
exchange for 2015; and

o the balance sheet at 31 December 2014 at the prevailing
rates of exchange on 31 December 2015.

No adjustment has been made to the exchange rates used to
translate foreign currency denominated assets and liabilities
into the functional currencies of any HSBC branches, subsidiaries,
joint ventures or associates. When reference is made to foreign
currency translation differences in tables or commentaries,
comparative data reported in the functional currencies of HSBC's
operations have been translated at the appropriate exchange
rates applied in the current year on the basis described above.

HSBC HOLDINGS PLC
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Significant items

The tables starting on pages 66 and 77, detail the effect of
significant items on each of our geographical segments and
global businesses in 2015 and 2014.

Reconciliation of reported and adjusted items

Revenue!
Reported
Currency translation
Own credit spread?
Acquisitions, disposals and dilutions
Other significant items
Adjusted
Loan impairment charges and other credit risk provisions
Reported
Currency translation
Acquisitions, disposals and dilutions
Other significant items
Adjusted
Total operating expenses
Reported
Currency translation
Acquisitions, disposals and dilutions
Other significant items
Adjusted
Adjusted cost efficiency ratio
Share of profit in associates and joint ventures
Reported
Currency translation
Acquisitions, disposals and dilutions
Other significant items
Adjusted
Profit before tax
Reported
Currency translation
Own credit spread?
Acquisitions, disposals and dilutions
Other significant items

Adjusted

For footnotes, see page 99.

HSBC HOLDINGS PLC

49

The following table reconciles selected reported items
for 2015 and 2014 to adjusted items at a Group level.

2015 2014 Change
Sm Sm %
59,800 61,248 (2)
(4,775)
(1,002) (417)
= (9)
(1,033) 1,180
57,765 57,227 1
(3,721) (3,851) 3
683
(3,721) (3,168) (17)
(39,768) (41,249) 4
3,278
= 40
3,586 3,355
(36,182) (34,576) (5)
62.6% 60.4%
2,556 2,532 1
(39)
2,556 2,493 3
18,867 18,680 1
(853)
(1,002) (417)
- 31
2,553 4,535
20,418 21,976 (7)
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Report of the Directors: Financial summary (continued)
Consolidated income statement / Group performance by income and expense item

Consolidated income statement

Five-year summary consolidated income statement

2015 2014 2013 2012 2011
$m $m Sm $m $m
Net interest income 32,531 34,705 35,539 37,672 40,662
Net fee income 14,705 15,957 16,434 16,430 17,160
Net trading income 8,723 6,760 8,690 7,091 6,506
Net income/(expense) from financial instruments designated
at fair value 1,532 2,473 768 (2,226) 3,439
Gains less losses from financial investments 2,068 1,335 2,012 1,189 907
Dividend income 123 311 322 221 149
Net insurance premium income 10,355 11,921 11,940 13,044 12,872
Gains on disposal of US branch network, US cards business and
Ping An Insurance (Group) Company of China, Ltd - - - 7,024 -
Other operating income 1,055 1,131 2,632 2,100 1,766
Total operating income 71,092 74,593 78,337 82,545 83,461
Net insurance claims and benefits paid and movement in
liabilities to policyholders (11,292) (13,345) (13,692) (14,215) (11,181)
Net operating income before loan impairment charges
and other credit risk provisions 59,800 61,248 64,645 68,330 72,280
Loan impairment charges and other credit risk provisions (3,721) (3,851) (5,849) (8,311) (12,127)
Net operating income 56,079 57,397 58,796 60,019 60,153
Total operating expenses (39,768) (41,249) (38,556) (42,927) (41,545)
Operating profit 16,311 16,148 20,240 17,092 18,608
Share of profit in associates and joint ventures 2,556 2,532 2,325 3,557 3,264
Profit before tax 18,867 18,680 22,565 20,649 21,872
Tax expense (3,771) (3,975) (4,765) (5,315) (3,928)
Profit for the year 15,096 14,705 17,800 15,334 17,944
Profit attributable to shareholders of the parent company 13,522 13,688 16,204 14,027 16,797
Profit attributable to non-controlling interests 1,574 1,017 1,596 1,307 1,147
Five-year financial information
2015 2014 2013 2012 2011
$ $ $ $ $
Basic earnings per share 0.65 0.69 0.84 0.74 0.92
Diluted earnings per share 0.64 0.69 0.84 0.74 0.91
Dividends per ordinary share? 0.50 0.49 0.48 0.41 0.39
% % % % %
Dividend payout ratio* 76.5 71.0 57.1 55.4 42.4
Post-tax return on average total assets 0.6 0.5 0.7 0.6 0.6
Return on average ordinary shareholders’ equity 7.2 7.3 9.2 8.4 10.9
Average foreign exchange translation rates to $:
S1: £ 0.654 0.607 0.639 0.631 0.624
$1: € 0.902 0.754 0.753 0.778 0.719

For footnotes, see page 99.
Unless stated otherwise, all tables in the Annual Report and Accounts 2015 are presented on a reported basis.

For a summary of our financial performance in 2015, see page 22.
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Group performance by income and expense item

Net interest income

2015 2014 2013 =
S$m Sm Sm %
Interest income 47,189 50,955 51,192 %
Interest expense (14,658) (16,250) (15,653) >
Net interest income® 32,531 34,705 35,539 %
Average interest-earning assets 1,726,949 1,786,536 1,669,368 %
Gross interest yield® 2.73% 2.85% 3.07%
Less: cost of funds (1.00%) (1.05%) (1.10%)
Net interest spread’ 1.73% 1.80% 1.97%
Net interest margin® 1.88% 1.94% 2.13%
For footnotes, see page 99.
Summary of interest income by type of asset 3
[}
2015 2014 2013 S
Average Interest Average Interest Average Interest &’
balance income Yield balance  income Yield balance  income Yield =
Sm Sm % Sm Sm % Sm Sm % S
Short-term funds and loans and advances to banks 221,924 2,277 1.03 237,148 3,068 1.29 236,377 2,851 1.21 %
Loans and advances to customers 909,707 33,104 3.64 931,311 37,429 4.02 897,322 38,529 4.29 =
Reverse repurchase agreements — non-trading 162,308 1,301 0.80 198,273 1,800 0.91 114,324 995 0.87 s
Financial investments 396,113 7,508 1.90 399,816 8,323 2.08 393,309 8,002 2.03
Other interest-earning assets 36,897 2,999 8.13 19,988 335 1.68 28,036 815 291
Total interest-earning assets 1,726,949 47,189 2.73 1,786,536 50,955 2.85 1,669,368 51,192 3.07
Trading assets and financial assets
designated at fair value®© 195,285 4,626 2.37 238,958 5,596 2.34 354,817 5,763 1.62
Impairment allowances (10,606) (14,015) (15,954) 8
Non-interest-earning assets 682,143 668,564 683,785 %
Year ended 31 December 2,593,771 51,815 2.00 2,680,043 56,551 211 2,692,016 56,955 2.12 g
>
For footnotes, see page 99. o
Q
Summary of interest expense by type of liability and equity %
2015 2014 2013 g
Average Interest Average Interest Average Interest 5
balance expense Cost balance expense Cost balance expense Cost o
Sm Sm % Sm Sm % Sm Sm %
Deposits by banks!! 55,863 378 0.68 61,217 481 0.79 61,616 555 0.90
Financial liabilities designated at fair value
—own debt issued*? 58,489 717 1.23 66,374 837 1.26 72,333 967 1.34
Customer accounts®? 1,075,901 7,401 0.69 1,088,493 9,131 0.84 1,035,500 8,794 0.85 )
Repurchase agreements — non-trading 117,947 355 0.30 190,705 652 0.34 94,410 405 0.43 %
Debt securities in issue 129,039 3,521 2.73 129,724 4,554 3.51 150,976 4,182 2.77 £
Other interest-bearing liabilities 28,396 2,286 8.05 10,120 595 5.88 11,345 750 6.61 %
Total interest-bearing liabilities 1,465,635 14,658 1.00 1,546,633 16,250 1.05 1,426,180 15,653 1.10 5
Trading liabilities and financial liabilities designated T
at fair value (excluding own debt issued) 151,294 2,071 1.37 178,518 2,856 1.60 301,353 3,027 1.00 3
Non-interest bearing current accounts 190,914 185,990 184,370 %
Total equity and other non-interest bearing L%
liabilities 785,928 768,902 780,113
Year ended 31 December 2,593,771 16,729 0.64 2,680,043 19,106 0.71 2,692,016 18,680 0.69
For footnotes, see page 99.
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Report of the Directors: Financial summary (continued)

Group performance by income and expense item

Reported net interest income of $32.5bn decreased by
$2.2bn or 6% compared with 2014. This included the

Significant items and currency translation

Significant items

Provisions arising from the ongoing review of compliance with the Consumer Credit Act in the UK

Acquisitions, disposals and dilutions

Currency translation

Year ended 31 December

Excluding the significant items and currency translation
tabulated above, net interest income was broadly
unchanged compared with 2014, as increases in Asia and
Latin America were offset by a reduction in North America.

On a reported basis, net interest spread and margin both
fell, mainly due to adverse foreign exchange movements in
Latin America and Europe, partly offset by a reduction in
significant items, namely lower provisions arising from the
ongoing review of compliance with the Consumer Credit
Act (‘CCA’) in the UK. Excluding these factors, net interest
spread and margin were marginally lower due to reduced
yields on customer lending in Europe and North America.
However, during the year, we changed the mix of our
overall portfolio towards higher yielding customer lending
balances. This was through a managed reduction in the
average balances of lower yielding short-term funds,
reverse repos and financial investments, notably in Europe,
reflecting our continued focus on the efficient use of our
balance sheet.

Interest income by type of asset and interest expense by
type of liability, and the associated average balances as set
out in the summary tables above, were affected by the
reclassification in June 2015, of our operations in Brazil to
‘Assets held for sale’ in ‘Other interest-earning assets’ and
liabilities of disposal groups held for sale in ‘Other interest-
bearing liabilities’, respectively.

Interest income

Reported interest income decreased by $3.8bn compared
with 2014 driven by currency translation, notably in Latin
America and Europe, although this was partly offset in
Europe as 2014 included higher provisions arising from the
on-going review of compliance with the CCA.

Excluding these factors, interest income was broadly
unchanged compared with 2014.

Interest income on loans and advances to customers was
broadly unchanged as lower interest income in Europe
and North America was offset by increases in Asia and
Latin America.

In Europe, the reduction in interest income was driven
by lower yields on mortgages in the UK in line with
competitive pricing, and the effect of downward
movements in market interest rates in the eurozone.
Interest income also fell in North America as the CML
portfolio continued to decrease from run-off and sales.

In addition, new lending to customers in RBWM and CMB
was at reduced yields in the current low interest rate

significant items and currency translation summarised in
the table below.

2015 2014
$m Sm
(10) (632)

= 38
(10) (594)
2,890

(10) 2,296

environment, although the effect of this was partly offset
by an increase in average term lending balances.

By contrast, in Asia, the rise in interest income was driven
by growth in average term lending balances, primarily in
Hong Kong and mainland China. This was partly offset by
compressed yields on customer lending, notably in
mainland China and Australia due to central bank rate
reductions, although yields in Hong Kong marginally
increased. In Latin America, the increase was primarily in
Argentina, driven by growth in average balances.

Interest income on short-term funds and financial
investments in Balance Sheet Management marginally
decreased. This was driven by lower interest income in
Europe, due to a managed reduction in average balances,
and in Asia, reflecting movement in central bank interest
rates in mainland China and India. These factors were
partly offset in North America by a change in product mix
towards higher yielding mortgage backed securities in
order to maximise the effectiveness of the portfolio.

Interest income from other interest-earning assets rose
due to the reclassification of our operations in Brazil to
‘Assets held for sale’ in June 2015. In Brazil, excluding the
impact of currency translation, interest income rose due to
growth in average term lending balances and financial
investments, together with higher yields reflecting
successive increases in central bank interest rates in

2014 and 2015.

Interest expense

Reported interest expense decreased by $1.6bn compared
with 2014 driven by currency translation, primarily in Latin
America and Europe.

Excluding this, interest expense fell driven by a lower cost
of customer accounts, debt issued and repos.

Interest expense on customer accounts fell marginally
despite growth in average balances. This reflected central
bank rate reductions in a number of markets, notably
Mexico, mainland China, Australia and India. Europe was
affected by downward movements in market rates in the
eurozone. This was partly offset by rising costs in North
America, in line with promotional deposit offerings.

Interest expense on debt issued also fell, primarily in
Europe as new debt was issued at lower prevailing rates
and average outstanding balances fell as a result of net
redemptions. Interest expense also fell on repos, notably in
Europe, reflecting the managed reduction in average
balances.
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Interest expense on other interest-bearing liabilities
increased due to the reclassification of our operations in
Brazil. In Brazil, excluding currency translation, interest
expense rose, primarily on debt securities in issue and also

Net fee income

Account services

Funds under management
Cards

Credit facilities

Broking income

Unit trusts
Imports/exports
Remittances

Underwriting

Global custody

Insurance agency commission
Other

Fee income
Less: fee expense

Year ended 31 December

Reported net fee income fell by $1.3bn compared with 2014,
primarily reflecting the adverse effects of currency translation

Significant items and currency translation

Significant items
Acquisitions, disposals and dilutions
Currency translation

Year ended 31 December

On an adjusted basis, net fee income decreased by $38m.
This reflected a reduction in Europe, primarily within
RBWM and GB&M, largely offset by increases in Asia

in RBWM and North America in GB&M.

Account services fee income fell significantly by $348m,
mainly in the UK in RBWM where lower overdraft fees
reflected re-pricing and fewer overdrawn balances
following the introduction in November 2014 of a text-alert
service for customers. Account services fees also fell in
Switzerland due to the continuing repositioning of our GPB
business.

Import and export fees fell too (by $79m), mainly in Asia
reflecting a reduction in trade activity. In addition, our
underwriting fee income fell by $65m, mainly in Hong Kong
in GB&M, where there was reduced activity in equity
capital markets, although this was partly offset by higher
debt issuances in the US.

By contrast, our credit facilities fee income grew strongly
(by $190m) in North America and, to a lesser extent, in
Asia, reflecting continued growth in average lending

on customer accounts driven by successive increases in
central bank rates. Other interest expense also increased in
North America, as 2014 benefited from the release of
accrued interest associated with uncertain tax positions.

2015 2014 2013
$m Sm $m
2,745 3,407 3,581
2,570 2,658 2,673
2,281 2,460 2,455
1,919 1,890 1,907
1,441 1,371 1,388
1,007 1,005 891
971 1,115 1,157
772 833 849
762 872 866
721 726 698
519 516 551
2,308 2,692 2,957
18,016 19,545 19,973
(3,311) (3,588) (3,539)
14,705 15,957 16,434

between the years of $1.2bn, notably in Europe and Latin
America, as tabulated below.

2015 2014
$m $m
- 10
1,204

- 1,214

balances, although balances were broadly unchanged in
Asia in the second half of the year.

Our fee income from broking and unit trusts also grew (up
by $182m), mainly in Hong Kong, driven by higher sales

of equities and mutual funds in RBWM. This was from
increased stock market turnover, in part facilitated by the
Shanghai-Hong Kong Stock Connect platform and greater
investor appetite following improvements in Asian equity
markets in the first half of the year, however there was
weaker investor sentiment in the second half of the year.

Fees from funds under management increased by $157m.
In our Global Asset Management business, this was notably
in France and the US due to volume growth from fixed
income products. In addition, fee income from funds under
management also increased in Germany from growth in
Securities Services in GB&M, and in Hong Kong from
increased funds under management in GPB.

Fee expenses were marginally higher by $101m due to a
rise in brokerage fees, notably in Germany.
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Report of the Directors: Financial summary (continued)

Group performance by income and expense item

Net trading income

Trading activities

Ping An contingent forward sale contract

Net interest income on trading activities

Gain/(loss) on termination of hedges

Other trading income — hedge ineffectiveness:
—on cash flow hedges
— on fair value hedges

Fair value movement on non-qualifying hedges

Year ended 31 December

For footnote, see page 99.

Reported net trading income of $8.7bn was $2.0bn higher
than in 2014, predominantly in Europe. The movement in
net trading income in part reflected the favourable

Significant items and currency translation

Significant items
Included within trading activities:

— favourable/(adverse) debit valuation adjustment on derivative contracts

Included in other net trading income:
— fair value movement on non-qualifying hedges
— acquisitions, disposals and dilutions

Currency translation

Year ended 31 December

On an adjusted basis, net trading income from trading
activities increased by $1.7bn compared with 2014, driven
by our client-facing GB&M businesses, notably Equities,
Foreign Exchange and Credit. This was primarily in the

UK following an increase in volatility and client activity.

Net trading income from trading activities also rose due
to a number of other valuation movements. In 2014,
we revised our estimation methodology for valuing

2015 2014 2013
$m Sm Sm
7,285 5,419 6,921
- - (682)
1,775 1,907 2,047
(11) 1 (194)
15 34 22
(11) 19 65
(330) (620) 511
8,723 6,760 8,690

significant items and currency translation summarised in
the table below.

2015 2014
Sm Sm
230 (332)
230 | (332)]

(327) (539)

(327) (541)

= 2
(97) (871)
520

(97) (351)

uncollateralised derivative portfolios by introducing the
funding fair value adjustment (‘FFVA’) which resulted in a
charge of $263m. In addition, the Equities and Rates
businesses benefited from favourable movements on own
credit spreads compared with minimal movements in 2014.

These movements contributed to an increase in net trading
income from trading activities in Rates, although client
activity remained subdued.

Net income from financial instruments designated at fair value

2015 2014 2013
$m $m Sm
Net income/(expense) arising from:
— financial assets held to meet liabilities under insurance and investment contracts 531 2,300 3,170
— liabilities to customers under investment contracts 34 (435) (1,237)
— HSBC’s long-term debt issued and related derivatives 863 508 (1,228)
— change in own credit spread on long-term debt (significant item) 1,002 417 (1,246)
— other changes in fair value (139) 91 18
— other instruments designated at fair value and related derivatives 104 100 63
Year ended 31 December 1,532 2,473 768

Assets and liabilities from which net income from financial instruments designated at fair value arose

Financial assets designated at fair value at 31 December
Financial liabilities designated at fair value at 31 December
Including:

Financial assets held to meet liabilities under:
—insurance and investment contracts with DPF

— unit-linked insurance and other insurance and investment contracts

Long-term debt issues designated at fair value

2015 2014 2013
$m Sm Sm
23,852 29,037 38,430
66,408 76,153 89,084
11,119 10,650 10,717
11,153 16,333 25,423
60,188 69,681 75,278

HSBC HOLDINGS PLC



The majority of the financial liabilities designated at fair
value are fixed-rate long-term debt issuances and are
managed in conjunction with interest rate swaps as part
of our interest rate management strategy.

Significant items and currency translation

Significant items
Own credit spread
Currency translation

Year ended 31 December

On an adjusted basis, which excludes changes in our own
credit spread and the net adverse effect of currency
translation shown above, net income from financial
instruments at fair value decreased by $1.2bn.

Net income from financial assets held to meet liabilities
under insurance and investment contracts of $531m was
$1.8bn lower than in 2014. This was primarily driven by
weaker equity markets in Hong Kong and the UK, notably
in the second half of the year. The fair value movement in

Gains less losses from financial investments

Net gains/(losses) from disposal of:
— debt securities
—equity securities
— other financial investments

Impairment of available-for-sale equity securities

Year ended 31 December

In 2015, gains less losses from financial investments
increased by $733m on a reported basis compared with

2014. This was driven by the significant items and currency

Significant items and currency translation

Significant items
Gain on sale of shareholding in Bank of Shanghai
Gain on the partial sale of shareholding in Industrial Bank
Impairment of our investment in Industrial Bank

Currency translation

Year ended 31 December

On an adjusted basis, excluding all significant items and
currency translation tabulated above, gains less losses
from financial investments decreased by $387m. This was
primarily in our GB&M business, driven by lower gains on
disposals of available-for-sale debt securities, notably in
the UK and US and lower gains on equity securities in
Principal Investments in the UK.

Reported net income from financial instruments
designated at fair value was $1.5bn in 2015, compared
with $2.5bn in 2014. The former included favourable
movements in the fair value of our own long-term debt of
$1.0bn due to changes in credit spread, compared with
favourable movements of $417m in 2014.

2015 2014
$m Sm
1,002 417
303

1,002 720

2015 included gains in Brazil and France, partly offset by
losses in Hong Kong. These gains and losses are broadly
offset by ‘Net insurance claims and benefits paid and
movements in liabilities to policyholders’ and ‘Liabilities
to customers under investment contracts’.

Other changes in fair value reflected a net adverse
movement due to interest and exchange rate hedging
ineffectiveness.

2015 2014 2013
$m Sm Sm
345 665 491
1,829 1,037 1,697
5 6 (1)
2,179 1,708 2,187
(111) (373) (175)
2,068 1,335 2,012

translation tabulated below, notably the gain on the partial
sale of our shareholding in Industrial Bank Co. Ltd
(‘Industrial Bank’) of $1.4bn.

2015 2014
$m $m

- 428
1,372 -
- (271)
1,372 157
95

1,372 252

In addition, we recorded minor losses on disposals from
our legacy credit portfolio compared with gains in 2014.
The disposal of these assets reflects our continued efforts
to manage down low-returning assets to maximise returns.

HSBC HOLDINGS PLC
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Report of the Directors: Financial summary (continued)
Group performance by income and expense item

Net insurance premium income

Gross insurance premium income
Reinsurance premiums

Year ended 31 December

Reported net insurance premium income was $1.6bn
lower, largely from the adverse effects of currency
translation of $930m.

Significant items and currency translation

Significant items
Currency translation

Year ended 31 December

On an adjusted basis, excluding the effect of currency

2015 2014 2013
$m Sm Sm
11,012 12,370 12,398
(657) (449) (458)
10,355 11,921 11,940
2015 2014

$m $m

930

- 930

In Europe, premium income fell mainly in the UK, reflecting

translation, net insurance premium income fell by $636m a decision to exit the commercial pensions market in 2014.

or 6%, driven by Asia, primarily in Hong Kong where it
declined because of lower unit-linked contract premiums
and new reinsurance agreements.

Other operating income

Rent received

Gains/(losses) recognised on assets held for sale

Gains on investment properties

Gain on disposal of property, plant and equipment, intangible assets and
non-financial investments

Gains/(losses) arising from dilution of interest in Industrial Bank and other associates
and joint ventures

Gain on disposal of HSBC Bank (Panama) S.A.

Change in present value of in-force long-term insurance business

Other

Year ended 31 December

Change in present value of in-force long-term insurance business

Value of new business

Expected return

Assumption changes and experience variances
Other adjustments

Year ended 31 December

Reported other operating income decreased by $76m from
2014. This was partly due to the significant items recorded
in the table below.

Significant items and currency translation

Significant items
Included within gains/(losses) recognised on assets held for sale:
— disposal costs of our Brazilian operation
— gain/(loss) on sale of several tranches of real estate secured accounts in the US

Included within the remaining line items:
— acquisitions, disposals and dilutions

Currency translation

Year ended 31 December

HSBC HOLDINGS PLC
56

2015 2014 2013
$m Sm $m
171 162 155
(244) 220 (729)
61 120 113
53 32 178
- (32) 1,051
- - 1,107
799 261 525
215 368 232
1,055 1,131 2,632
2015 2014 2013
$m $m Sm
809 870 924
(552) (545) (505)
504 (116) 88
38 52 18
799 261 525
2015 2014
$m $m
(232) 168
(18) -
(214) 168
= (41)
=1 (41)]
(64)
(232) 63




Excluding the significant items and currency translation
tabulated above, other operating income increased by
$219m compared with 2014. This was primarily from
higher favourable movements in present value of in-force
(‘PVIF’) long-term insurance business, partly offset by lower

disposal and revaluation gains on investment properties,
mainly in Asia.

The higher favourable movement in the PVIF balance was
driven by changes in interest rates and investment return
assumptions, notably in France and Hong Kong.

Net insurance claims and benefits paid and movement in liabilities to policyholders

Net insurance claims and benefits paid and movement in liabilities to policyholders:

— gross
— less reinsurers’ share

Year ended 31 December'®

For footnote, see page 99.

Reported net insurance claims and benefits paid and
movement in liabilities to policyholders were $2.1bn lower

Significant items and currency translation

Significant items
Currency translation

Year ended 31 December

Excluding the effects of currency translation, net insurance
claims and benefits paid and movements in liabilities to
policyholders were $0.9bn lower.

This was primarily driven by a decrease in returns on
financial assets supporting liabilities to policyholders,
where the policyholder shares in the investment risk. This
decrease in returns reflected a weaker equity market
performance in Hong Kong in the second half of the year.

2015 2014 2013
$m $m Sm
11,872 13,723 13,948
(580) (378) (256)
11,292 13,345 13,692

than in 2014, in part reflecting the effect of currency
translation of $1.1bn.

2015 2014
$Sm Sm
1,109

- 1,109

The gains or losses recognised on the financial assets
designated at fair value that are held to support these
insurance contract liabilities are reported in ‘Net income
from financial instruments designated at fair value’.

In addition, movements in liabilities to policyholders were
lower due to a decrease in premiums written in Asia, as
explained in ‘Net earned insurance premiums’.

Loan impairment charges and other credit risk provisions

Loan impairment charges:
—new allowances net of allowance releases
— recoveries of amounts previously written off

Individually assessed allowances
Collectively assessed allowances

Releases of impairment on available-for-sale debt securities
Other credit risk provisions

Year ended 31 December

Impairment charges on loans and advances to customers as a percentage of
average gross loans and advances to customers

Reported loan impairment charges and other credit risk
provisions (‘LICs’) of $3.7bn were $0.1bn lower than in
2014, primarily due to favourable currency translation
of $683m.

Significant items and currency translation

Significant items
Currency translation

Year ended 31 December

2015 2014 2013
$m Sm Sm
4,400 5,010 7,344
(808) (955) (1,296)
3,592 4,055 6,048
1,505 1,780 2,320
2,087 2,275 3,728
(17) (319) (211)
146 115 12
3,721 3,851 5,849
0.39% 0.43% 0.67%

Excluding the effects of currency translation, LICs were
$0.6bn higher than in 2014.

2015 2014
$m $m
683

- 683
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Report of the Directors: Financial summary (continued)

Group performance by income and expense item

In the fourth quarter of 2015, our LICs increased compared
with the third quarter following a rise in individually
assessed LICs in a small number of countries. This was
reflective of specific circumstances associated with those
countries with no common underlying theme. In addition,
we increased our collectively assessed LICs on exposures
related to the oil and gas industry by $0.2bn, notably in
North America, Middle East and North Africa, and Asia. For
more information on our exposure to the oil and gas
sector, see page 117.

The following paragraphs set out in more detail the factors
that have contributed to movements in our collectively and
individually assessed LICs compared with 2014.

On an adjusted basis, collectively assessed LICs rose by
$221m, mainly in Middle East and North Africa, North
America and Asia, partly offset in Europe. It arose from
the following:

e in Middle East and North Africa (up by $167m), this was
mainly in the UAE in RBWM, where we increased
the impairment allowances on our mortgage book
following a review of the quality and value of collateral.
In addition, LICs grew in our CMB business, notably
relating to the oil and foodstuffs industries;

e in North America (up by $132m) and Asia (up by
$108m), this reflected an increase in allowances against
our oil and gas exposures. In our US CML portfolio, LICs
were higher than in 2014 reflecting lower favourable
market value adjustments of underlying properties as
improvements in the housing market conditions were
less pronounced in 2015. This was partly offset by a fall
in LICs from lower levels of newly impaired loans and

Operating expenses

reduced lending balances from continued run-off and
sales. Additionally, collectively assessed LICs rose in
Indonesia following credit deterioration; and

e in Europe, collectively assessed LICs were $192m lower,
most notably in our GB&M business in the UK, as 2014
included additional impairment charges from revisions
to certain estimates used in our corporate collective
loan impairment calculation.

Individually assessed LICs were broadly unchanged from
2014 on an adjusted basis. This reflected decreases in Latin
America, Europe and Asia which were offset by increases in
Middle East and North Africa and in North America. This
included the following:

e in Latin America (down by $95m), Europe (down by
$44m) and Asia (down by $44m), we saw reductions in
individually assessed LICs in our GB&M business as 2014
included significant impairment charges related to
corporate clients in our respective regions. In Asia, the
reduction was partly offset by an increase in LICs against
a small number of CMB customers in Indonesia; and

e in Middle East and North Africa (up by $134m) and
North America (up by $47m), individually assessed LICs
increased in our CMB business. In the former, this
primarily related to higher LICs on food wholesalers,
while in North America LICs rose in the oil and gas
sector.

In 2015, there were lower net releases of credit risk
provisions than in 2014, down by $0.3bn, mainly on
available-for-sale asset-backed securities (‘ABS’s) in our
UK GB&M business.

In addition to detailing operating expense items by category,
as set out in the table below, we also categorise adjusted
expenses as follows:

e ‘run-the-bank’ costs comprise business-as-usual running costs
that keep operations functioning at the required quality and
standard year-on-year, maintain IT infrastructure and support
revenue growth. Run-the-bank costs are split between front
office and back office, reflecting the way the Group is
organised into four global businesses (‘front office’) supported
by global functions (‘back office’);

® ‘change-the-bank’ costs comprise expenses relating to the
implementation of mandatory regulatory changes and other

investment costs incurred relating to projects to change
business-as-usual activity to enhance future operating
capabilities;

e ‘costs-to-achieve’ comprise those specific costs relating to the
achievement of the strategic actions set out in the Investor
Update in June 2015. They comprise costs incurred between
1 July 2015 and 31 December 2017 and do not include
ongoing initiatives such as Global Standards. Any costs arising
within this category have been incurred as part of a significant
transformation programme. Costs-to-achieve are included
within significant items and incorporate restructuring costs
which were identified as a separate significant item prior to
1 July 2015; and

e the UK bank levy is reported as a separate category.

Operating expenses

By expense category

Employee compensation and benefits

Premises and equipment (excluding depreciation and impairment)
General and administrative expenses

Administrative expenses
Depreciation and impairment of property, plant and equipment
Amortisation and impairment of intangible assets

Year ended 31 December

2015 2014 2013
Sm Sm Sm
19,900 20,366 19,196
3,830 4,204 4,183
13,832 14,361 12,882
37,562 38,931 36,261
1,269 1,382 1,364
937 936 931
39,768 41,249 38,556

HSBC HOLDINGS PLC



By expense group
Run-the-bank — front office
Run-the-bank — back office
Change-the-bank
Bank levy
Significant items
Currency translation

Year ended 31 December

Reported operating expenses for 2015 of $39.8bn were
$1.5bn or 4% lower than in 2014. The reduction in reported
expenses was driven by the favourable effects of currency
translation between the years. Significant items increased
by $0.2bn, with a reduction in fines, penalties, redress and
associated provisions of $0.7bn, more than offset by
transformation costs (costs-to-achieve) of $0.9bn.

Costs-to-achieve, which relate to specific programmes

Significant items and currency translation

2015 2014

$m Sm
15,482 14,879
15,784 15,631
3,494 3,002
1,421 1,063
3,586 3,396
- 3,278
39,768 41,249

aimed at achieving the cost reduction and productivity
outcomes outlined in the Investor Update, comprise:

e severance costs of $0.4bn across a number of areas
including CMB ($147m), RBWM ($49m), Risk ($44m)
and GB&M ($45m);

e staff costs for the transformation programme in
progress of $0.1bn in the second half of 2015; and

e other costs of $0.4bn, including software write-offs,
US portfolio run-off costs and consultancy costs.

2015 2014
$m Sm

Significant items
Disposal costs of our Brazilian operations 110 -
Charge in relation to settlement agreement with Federal Housing Finance Authority - 550
Costs-to-achieve 908 -
Cost to establish UK ring-fenced bank 89 -
Regulatory provisions in GPB 172 65
Restructuring and other related costs 117 278
Settlements and provisions in connection with legal matters 1,649 1,187
UK customer redress programmes 541 1,275
Acquisitions, disposals and dilutions - 40
3,586 3,395
Currency translation 3,278
Year ended 31 December 3,586 6,673

On an adjusted basis, operating expenses of $36.2bn were
$1.6bn or 5% higher than in 2014, reflecting increases in
both run-the-bank and change-the-bank costs.

Run-the-bank costs totalled $31.3bn for 2015, an increase
of $0.8bn or 2% on 2014. This was primarily driven by
targeted investment in Latin America, Asia and Europe. We
recruited new staff to support growth in targeted areas as
follows:

e in GB&M we invested in Payments and Cash
Management (‘PCM’) mainly in Europe;

e in CMB, we invested in PCM revenue-generating full
time equivalent staff (‘FTEs’) in North America and Asia;
and

e in RBWM, we invested in additional FTEs in Asia in our
branch network to support revenue growth.

Our total expenditure on regulatory programmes and
compliance in 2015, including both run-the-bank and
change-the-bank elements, was $2.9bn, up by $0.7bn or
33% from 2014.

Run-the-bank costs associated with regulatory programmes
and compliance increased by $0.2bn reflecting the
continued implementation of our Global Standards
programme to enhance our financial crime risk controls
and capabilities, and to meet our external commitments.

Change-the-bank costs totalled $3.5bn in 2015, an increase
of $0.5bn or 16% on 2014, primarily driven by regulatory
programmes and compliance costs. This reflected
investment in strategic IT infrastructure including systems
enhancements for customer due diligence, transaction
monitoring and sanctions screening as part of the Global
Standards programme. These actions were in line with our
strategic target to complete the implementation of Global
Standards in 2017. There was also further investment in
stress testing and other programmes to meet legal and
regulatory requirements.

The bank levy totalled $1.4bn, up by $0.4bn or 34% from
2014. Excluding the bank levy, operating expenses in the
second half of 2015 were broadly in line with the first half
of the year. Investment in regulatory programmes and
compliance and inflationary pressures were offset by cost
saving initiatives mainly driven by reduced staff costs. This
reflected a reduction in FTEs of 4,585 from 30 June 2015
to 31 December 2015. In addition we reduced travel and
entertainment costs through a strong focus on cost
management.

Excluding investment in regulatory programmes and
compliance, and the bank levy, adjusted operating expenses
grew by 2% compared with 2014.
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Report of the Directors: Financial summary (continued)
Group performance by income and expense item / Consolidated balance sheet

Staff numbers (full-time equivalents)

Geographical regions
Europe

Asia

Middle East and North Africa
North America

Latin America

At 31 December

The number of employees, expressed in FTEs, at

31 December 2015 was 255,203, a decrease of 4,585 from
30 June 2015 reflecting the initial impact of cost saving
initiatives. Compared with 31 December 2014, FTEs
decreased by 2,400. This was driven by reductions in global
businesses and global functions, offset by an increase in
compliance of 2,419 FTEs.

Reported cost efficiency ratios®

HSBC

Geographical regions
Europe

Asia

Middle East and North Africa
North America

Latin America

Global businesses

Retail Banking and Wealth Management
Commercial Banking

Global Banking and Markets

Global Private Banking

For footnote, see page 99.

Share of profit in associates and joint ventures

Associates
Bank of Communications Co., Limited
The Saudi British Bank
Other

Share of profit in associates
Share of profit in joint ventures

Year ended 31 December

Our reported share of profit in associates and joint
ventures was $2.6bn, an increase of $24m or 1%, driven by
higher contributions from Bank of Communications Co.,
Limited (‘BoCom’) and The Saudi British Bank.

Tax expense

Profit before tax
Tax expense

Profit after tax for the year ended 31 December

Effective tax rate

The effective tax rate for the year was 20.0% (2014: 21.3%)
and was in line with expectations.

2015 2014 2013
67,509 69,363 68,334
120,144 118,322 113,701
8,066 8,305 8,618
19,656 20,412 20,871
39,828 41,201 42,542
255,203 257,603 254,066

The average number of FTEs adjusted for business disposals
increased by 1.2% compared with 2014 due to additional FTE
requirements for regulatory programmes and compliance,
and investment in growth areas.

2015 2014 2013
% % %
66.5 67.3 59.6
93.7 93.7 84.0
43.0 44.0 40.7
48.1 47.7 51.5
84.9 78.9 729
72.6 71.7 56.1
72.4 71.7 64.7
45.4 44.3 41.7
59.4 67.7 51.9
84.3 74.8 91.4
2015 2014 2013
$m Sm Sm
2,011 1,974 1,878
462 455 403
45 64 5
2,518 2,493 2,286
38 39 39
2,556 2,532 2,325

Our share of profit from BoCom rose as a result of balance
sheet growth, partly offset by higher operating expenses.

Profits from The Saudi British Bank also rose, by $7m,
reflecting strong balance sheet growth.

2015 2014 2013
$m Sm Sm
18,867 18,680 22,565
(3,771) (3,975) (4,765)
15,096 14,705 17,800
20.0% 21.3% 21.1%

We expect the effective rate of tax to increase due to
the introduction of the 8% surcharge on UK banking
profits in 2016.
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Consolidated balance sheet

Five-year summary consolidated balance sheet

2015 2014 2013 2012 2011 E
$m $m $m $m $m 5
ASSETS oc
Cash and balances at central banks 98,934 129,957 166,599 141,532 129,902 Q
Trading assets 224,837 304,193 303,192 408,811 330,451 %
Financial assets designated at fair value 23,852 29,037 38,430 33,582 30,856 §
Derivatives 288,476 345,008 282,265 357,450 346,379 h
Loans and advances to banks 90,401 112,149 120,046 117,085 139,078
Loans and advances to customers!’ 924,454 974,660 992,089 962,972 899,010
Reverse repurchase agreements — non-trading 146,255 161,713 179,690 70,112 83,328
Financial investments 428,955 415,467 425,925 421,101 400,044
Assets held for sale 43,900 7,647 4,050 19,269 39,558
Other assets 139,592 154,308 159,032 160,624 156,973
Total assets at 31 December 2,409,656 2,634,139 2,671,318 2,692,538 2,555,579
5
LIABILITIES AND EQUITY S
Liabilities 2
Deposits by banks 54,371 77,426 86,507 95,480 95,205 =
Customer accounts 1,289,586 1,350,642 1,361,297 1,311,396 1,223,140 'S
Repurchase agreements — non-trading 80,400 107,432 164,220 40,567 48,402 %
Trading liabilities 141,614 190,572 207,025 304,563 265,192 £
Financial liabilities designated at fair value 66,408 76,153 89,084 87,720 85,724 L
Derivatives 281,071 340,669 274,284 358,886 345,380
Debt securities in issue 88,949 95,947 104,080 119,461 131,013
Liabilities under insurance contracts 69,938 73,861 74,181 68,195 61,259
Liabilities of disposal groups held for sale 36,840 6,934 2,804 5,018 22,200
Other liabilities 102,961 114,525 117,377 118,123 111,971
Total liabilities at 31 December 2,212,138 2,434,161 2,480,859 2,509,409 2,389,486 8
G
Equity c
Total shareholders’ equity 188,460 190,447 181,871 175,242 158,725 2
Non-controlling interests 9,058 9,531 8,588 7,887 7,368 8
Total equity at 31 December 197,518 199,978 190,459 183,129 166,093 o
Total liabilities and equity at 31 December 2,409,656 2,634,139 2,671,318 2,692,538 2,555,579 S
B
Five-year selected financial information 8
2015 2014 2013 2012 2011
$m $m Sm Sm $m
Called up share capital 9,842 9,609 9,415 9,238 8,934
Capital resources'®*® 189,833 190,730 194,009 180,806 170,334
Undated subordinated loan capital 2,368 2,773 2,777 2,778 2,779 »
Preferred securities and dated subordinated loan capital?® 42,844 47,208 48,114 48,260 49,438 1=
Risk-weighted assets'® 1,102,995 1,219,765 1,092,653 1,123,943 1,209,514 E
Financial statistics 9
Loans and advances to customers as a percentage of customer accounts 71.7 72.2 72.9 73.4 73.5 S
Average total shareholders’ equity to average total assets 7.31 7.01 6.55 6.16 5.64 ZJ
Net asset value per ordinary share at year-end?! ($) 8.73 9.28 9.27 9.09 8.48 -g
Number of $0.50 ordinary shares in issue (millions) 19,685 19,218 18,830 18,476 17,868 %
Closing foreign exchange translation rates to $: 5
S1: £ 0.675 0.642 0.605 0.619 0.646 e
S1: € 0.919 0.823 0.726 0.758 0.773
For footnotes, see page 99.
A more detailed consolidated balance sheet is contained in the Financial Statements on page 339.
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Report of the Directors: Financial summary (continued)

Consolidated balance sheet

Combined view of customer lending and customer deposits

2015 2014
$Sm Sm
Combined customer lending
Loans and advances to customers 924,454 974,660
Loans and advances to customers
reported in ‘Assets held for sale’ 19,021 577
— Brazil®? 17,001 -
— other 2,020 577
At 31 December 943,475 975,237
Combined customer deposits
Customer accounts 1,289,586 1,350,642
Customer accounts reported
in ‘Liabilities of disposal groups
held for sale’ 16,682 145
— Brazil?? 15,094 -
—other 1,588 145
At 31 December 1,306,268 1,350,787

For footnote, see page 99.

Movement in 2015

Total reported assets of $2.4 trillion were 9% lower than at
31 December 2014 on a reported basis and 4% lower on a
constant currency basis. One of the main drivers for this
reduction was a fall in trading assets which reflects our
ongoing focus on the efficient use of the balance sheet

in the context of new prudential regulations.

Our ratio of customer advances to customer accounts was
71.7%. Both customer loans and customer accounts fell
on a reported basis with these movements including:

e adverse currency translation movements of $52bn and
$65bn, respectively;

e the transfer to ‘Assets held for sale’ and ‘Liabilities of
disposal groups held for sale’ of balances relating to the
planned disposal of our operations in Brazil of $17bn
and $15bn, respectively; and

e a S13bn reduction in corporate overdraft and current
account balances relating to a small number of clients in
our PCM business in the UK who settled their overdraft
and deposit balances on a net basis, with customers
increasing the frequency with which they settled their
positions.

Excluding these movements, customer lending grew by
$32bn (or 4%) driven by Europe, and customer accounts
grew by $32bn (or 3%), notably in Asia.

Assets

Cash and balances at central banks fell by $31bn, primarily
in North America as we managed the balance of our liquid
asset portfolio to maximise investment returns.

Trading assets decreased by $79bn, of which $16bn was
driven by adverse currency translation, as we continued
our reduction in trading inventory in the context of the
prudential regulation. This resulted in reductions in
holdings of debt securities by the Rates business, notably in
Europe and North America. In addition, lower settlement
balances also reflected our actions to improve efficiency of
balance sheet usage.

Derivative assets decreased by $57bn or 16%, driven by
valuation movements in interest rate contracts, reflecting
shifts in major yield curves, notably in France and the UK.

Loans and advances to customers decreased by $50bn on a
reported basis, driven by Latin America and Europe. This
included the following items:

e adverse currency translation movements of $52bn;

e reclassification of $17bn to ‘Assets held for sale’ relating
to our operations in Brazil; and

e aS$13bn reduction in corporate overdraft balances in
Europe, with a corresponding fall in corporate customer
accounts.

Excluding these factors, customer lending balances grew
by $32bn, largely from growth in Europe of $20bn, North
America of $5bn and Asia of $4bn.

In Europe, the growth was from increased term lending to
CMB customers, notably in the UK and Germany and higher
balances in GB&M. In North America, the growth in
balances was driven by increased term lending to
corporate and commercial customers in CMB and GB&M,
partly offset by a decline in RBWM from the continued
reduction in the US run-off portfolio and the transfer to
‘Assets held for sale’ of US first lien mortgage balances. In
Asia, balances rose largely from residential mortgage
lending in Hong Kong and mainland China. CMB lending
balances also rose, although GB&M lending fell. Both of
these businesses were affected by weakening demand for
trade lending, while GB&M'’s reduction also reflected our
active management of overall client returns.

Liabilities

Repurchase agreements decreased by $27bn or 25%,
driven by falls in Europe, notably in the UK, and in North
America. We continued to closely manage these balances,
as we reassessed the overall returns on these activities in

light of the evolving regulatory landscape and overall client
returns.

Customer accounts decreased by $61bn and included the
following items:

e adverse currency translation movements of $65bn;

e reclassification of over $15bn to ‘Liabilities of disposal
groups held for sale’ relating to our operations in Brazil;
and

e aS$13bn reduction in corporate current account
balances, in line with the fall in corporate overdraft
positions.

Excluding these factors, customer accounts grew by $32bn,
notably in Asia in the first half of the year, reflecting
growth in RBWM from increased savings balances by new
and existing Premier customers, together with a rise in our
PCM business in CMB.

Balances in Europe were broadly unchanged. Growth in
our PCM business in CMB and a rise in RBWM balances
reflecting customers’ continued preference for holding
balances in current and savings accounts were broadly
offset by a fall in GB&M.
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Trading liabilities fell by $49bn, mainly in North America
and Europe reflecting the reduction in trading assets and
our focus on optimising the funding of trading assets.

The decrease in derivative liabilities was in line with that of
derivative assets as the underlying risk was broadly
matched.

Equity

Total shareholders’ equity fell by $2.0bn or 1%. The effects
of profits generated in the year and the issue of new
contingent convertible securities were more than offset by
the combined effect of dividends paid and an increase in
accumulated foreign exchange losses, which reflected the
marked appreciation in the US dollar against a number of
currencies, notably sterling and the euro. We recorded fair
value gains in our available-for-sale reserve relating to our
equity interest in Visa Europe of $432m. These were more
than offset by fair value gains transferred to the income
statement and fair value losses on debt securities during
the year. The gains on Visa Europe were assessed against
the expected consideration to be received from the
proposed sale to Visa Inc. This transaction is expected to
complete in 2016, at which point we will transfer the fair
value gains to the income statement.

Customer accounts by country

Europe
- UK
— France?®
—Germany
— Switzerland
— other
Asia
— Hong Kong
— Australia
—India
— Indonesia
— Mainland China
— Malaysia
—Singapore
—Taiwan
— other
Middle East and North Africa (excluding Saudi Arabia)
- Egypt
— United Arab Emirates
— other
North America
-UsS
—Canada
— other
Latin America
— Mexico
— other
included in other: Brazil?

At 31 December

For footnotes, see page 99.

Risk-weighted assets

Risk-weighted assets (‘RWA’s) totalled $1,103bn at

31 December 2015, a decrease of $117bn during 2015.
After foreign currency translation differences, RWAs
reduced by $65bn in 2015, driven by targeted RWA
initiatives of $124bn, partly offset by business growth of
$35bn, and from growth in our associates of $14bn. The
RWA initiatives included:

e the accelerated sell-down of our consumer mortgage
portfolio in the US and the GB&M legacy book, together
contributing $30bn to the reduction; and

e exposure reductions, process improvements and refined
calculations, which reduced RWAs by $93bn, 61% of
which were in GB&M.

The business growth of $35bn was from higher term
lending to corporate customers in CMB and from higher
general lending to corporates in GB&M. There was an
increase of $14bn in our associates, BoCom and The Saudi
British Bank.

2015 2014
$m $m
497,876 545,959
404,084 439,313
35,635 40,750
13,873 15,757
10,448 11,058
33,836 39,081
598,620 577,491
421,538 389,094
17,703 19,312
11,795 11,678
5,366 5,788
46,177 46,588
14,114 16,292
41,307 43,731
11,812 14,901
28,808 30,107
36,468 39,720
6,602 7,663
18,281 19,771
11,585 12,286
135,152 138,884
86,322 84,894
39,727 43,871
9,103 10,119
21,470 48,588
15,798 18,360
5,672 30,228

- 23,204
1,289,586 1,350,642
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Report of the Directors: Financial summary / Global businesses
Reconciliation of RORWA / Critical estimates and judgements / Summary

Reconciliation of RORWA
measures

Performance Management

During 2015, we targeted a return on average ordinary
shareholders’ equity of 10%. For internal management purposes
we monitor global businesses and geographical regions by pre-
tax return on average risk-weighted assets. This metric is
calibrated against return on equity (‘RoE’) and capital
requirements to ensure that we are best placed to achieve
capital strength and business profitability combined with
regulatory capital efficiency objectives. We targeted a return on
average RWAs of 2.3% in 2015.

Reconciliation of adjusted RORWA (excluding run-off portfolios)

In addition to the return on average risk-weighted assets
(‘RORWA’) we measure our performance internally using
the non-GAAP measure of adjusted RORWA, which is
adjusted profit before tax as a percentage of average risk-
weighted assets adjusted for the effects of foreign currency
translation differences and significant items. Excluded from
adjusted RoORWA are certain items which distort year-on-
year performance as explained on page 48.

We also present the non-GAAP measure of adjusted
RoRWA excluding run-off portfolios.

2015 2014
Pre-tax Average Pre-tax Average
return RWAs? RoRWAZ?* return RWAs? RoRWAZ?
$Sm Sbn % Sm Sbn %
Reported 18,867 1,174 1.6 18,680 1,209 1.5
Adjusted 20,418 1,171 1.7 21,976 1,150 1.9
Run-off portfolios 447 84 0.5 847 115 0.7
Legacy credit in GB&M (5) 35 - 149 48 0.3
US CML and other?® 452 49 0.9 698 67 1.0
Adjusted (excluding run-off portfolios) 19,971 1,087 1.8 21,129 1,035 2.0
Reconciliation of reported and adjusted average risk-weighted assets
Year ended 31 December
2015 2014 Change
Sbn Sbn %
Average reported RWAs?® 1,174 1,209 (2.9)
Currency translation adjustment?’ - (50)
Significant items (3) (9)
Average adjusted RWAs?® 1,171 1,150 1.8

For footnotes, see page 99.

Critical accounting
estimates and judgements

The results of HSBC reflect the choice of accounting
policies, assumptions and estimates that underlie the
preparation of HSBC’s consolidated financial statements.
The significant accounting policies, including the policies
which include critical accounting estimates and judgements,
are described in Note 1 and in the individual Notes on the
Financial Statements. The accounting policies listed below
are highlighted as they involve a high degree of judgement
and estimation uncertainty and have a material impact on
the financial statements:

e Impairment of loans and advances: Note 1(j) on
page 354;

o Deferred tax assets: Note 8 on page 370;

e Valuation of financial instruments: Note 13 on page 378;

e Impairment of interests in associates: Note 19 on
page 402;

e Goodwill impairment: Note 20 on page 406; and
e Provisions: Note 29 on page 421.

In view of the inherent uncertainties and the high level of
subjectivity involved in the recognition or measurement
of the items above, it is possible that the outcomes in

the next financial year could differ from those on which
management’s estimates are based, resulting in the
recognition and measurement of materially different
amounts from those estimated by management in the
2015 Financial Statements.
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geographical region. All tables are on a reported basis
unless stated otherwise.

Global businesses

Summary 65 Basis of preparation ‘g
Reconciliation of 2015 and 2014 reported and adjusted The results of global businesses are presented in accordance &
items for global businesses 66 with the accounting policies used in the preparation of HSBC’s x
Retail Banking and Wealth Management 68 consolidated financial statements. Our operations are closely %
. . integrated and, accordingly, the presentation of global business Q9
Commercial Banking 70 data includes internal allocations of certain items of income and S
Global Banking and Markets 71 expense. These allocations include the costs of certain support 2
services and global functions to the extent that they can be
Global Private Banking 72

meaningfully attributed to operational business lines. While such
Other 73 allocations have been made on a systematic and consistent basis,
they necessarily involve a degree of subjectivity. Those costs

Analysis by global business 74 which are not allocated to global businesses are included in
‘Other’.
Where relevant, income and expense amounts presented include
S umma ry the results of inter-segment funding along with inter-company %
. . - inter-busi i jons. i >
HSBC reviews operating activity on a number of bases, and inter-business Illne transactions. All such transactions are &
. . . . R undertaken on arm’s length terms. o
including by geographical region and by global business. o . —
The expense of the UK bank levy is included in the Europe .g
The tables and charts below present global businesses geographical region as HSBC regards the levy as a cost of being =
followed by geographical regions (page 76). Performance headquartered in the UK. For the purposes of the presentation c
is analysed in this order because certain strategic themes, by global business, the cost of the levy is included in ‘Other’. T

business initiatives and trends affect more than one

Profit/(loss) before tax

2015 2014 2013
$Sm % Sm % Sm %
Retail Banking and Wealth Management?® 4,967 26.3 5,581 29.9 6,553 29.1 8
Commercial Banking?® 7,973 42.3 8,814 47.2 8,537 37.8 %
Global Banking and Markets 7,910 41.9 5,889 31.5 9,441 41.8 GE)
Global Private Banking 344 1.8 626 3.4 193 0.9 8
Other? (2,327) (12.3) (2,230) (12.0) (2,159) (9.6) o
Year ended 31 December 18,867 100.0 18,680 100.0 22,565 100.0 %
=
Total assets® 5
2015 2014 o
$m % Sm %
Retail Banking and Wealth Management 473,284 19.6 500,864 19.0
Commercial Banking 365,290 15.2 370,958 14.1
Global Banking and Markets 1,616,704 67.1 1,839,644 69.8
Global Private Banking 81,448 3.4 88,342 3.4 "
Other 147,417 6.1 164,537 6.2 g
Intra-HSBC items (274,487)  (11.4) (330,206) (12.5) =
At 31 December 2,409,656 100.0 2,634,139 100.0 %
n
Risk-weighted assets .g
2015 2014 %
Sbn % $bn % =
L
Retail Banking and Wealth Management 189.5 17.2 207.2 17.0
Commercial Banking 421.0 38.2 430.3 35.3
Global Banking and Markets 440.6 39.9 516.1 42.3
Global Private Banking 19.3 1.7 20.8 1.7
Other 32.6 3.0 45.4 3.7
At 31 December 1,103.0 100.0 1,219.8 100.0 g
For footnotes, see page 99. g
S
=
—
S
2
o
2
()]
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Report of the Directors: Global businesses (continued)

Reconciliations

Reconciliation of reported and adjusted items —

global businesses
2015 compared with 2014

2015
RBWM CMmB GB&M GPB Other Total
$m $m $m $m $m $m
Revenue!
Reported3! 23,516 14,870 18,233 2,172 7,604 59,300
Significant items 326 17 (199) (31) (2,148) (2,035)
— disposal costs of Brazilian operations - - - - 18 18
— DVA on derivative contracts - - (230) - - (230)
— fair value movements on non-qualifying hedges? 920 (1) 31 (1) 208 327
— gain on the partial sale of shareholding in Industrial Bank - - - - (1,372) (1,372)
—loss on sale of several tranches of real estate secured accounts in
the US 214 - - - - 214
— own credit spread? - - - - (1,002) (1,002)
— provisions/(releases) arising from the ongoing review of
compliance with the Consumer Credit Act in the UK 22 18 - (30) - 10
Adjusted3! 23,842 14,887 18,034 2,141 5,456 57,765
LICs
Reported (1,939) (1,770) = (12) = (3,721)
Adjusted (1,939) (1,770) - (12) - (3,721)
Operating expenses
Reported3! (17,020) (6,744) (10,834) (1,832) (9,933) (39,768)
Significant items 1,537 202 1,035 206 606 3,586
— disposal costs of Brazilian operations 66 16 14 1 13 110
— costs-to-achieve 198 163 69 16 462 908
— costs to establish UK ring-fenced bank - - - - 89 89
— regulatory provisions in GPB - - - 171 1 172
— restructuring and other related costs 32 5 22 18 40 117
— settlements and provisions in connection with legal matters 700 - 949 - - 1,649
— UK customer redress programmes 541 18 (19) - 1 541
Adjusted3! (15,483) (6,542) (9,799) (1,626) (9,327) (36,182)
Share of profit in associates and joint ventures
Reported 410 1,617 511 16 2 2,556
Adjusted 410 1,617 511 16 2 2,556
Profit/(loss) before tax
Reported 4,967 7,973 7,910 344 (2,327) 18,867
Significant items 1,863 219 836 175 (1,542) 1,551
— revenue 326 17 (199) (31) (2,148) (2,035)
— operating expenses 1,537 202 1,035 206 606 3,586
Adjusted 6,830 8,192 8,746 519 (3,869) 20,418
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Revenue!
Reported3!
Currency translation3!
Significant items
— DVA on derivative contracts
— fair value movements on non-qualifying hedges3?
— gain on sale of several tranches of real estate
secured accounts in the US
— gain on sale of shareholding in Bank of Shanghai
—impairment of our investment in Industrial Bank
— own credit spread?
— provisions arising from the ongoing review of compliance with
the Consumer Credit Act in the UK
— (gain)/loss and trading results from disposals and changes in
ownership levels

Adjusted3!

LICs
Reported
Currency translation
Significant items
—trading results from disposals and changes in ownership levels

Adjusted

Operating expenses
Reported3!
Currency translation3!
Significant items
— charge in relation to the settlement agreement with the Federal
Housing Finance Authority
— regulatory provisions in GPB
— restructuring and other related costs
— settlements and provisions in connection with legal matters
— UK customer redress programmes
— trading results from disposals and changes in ownership levels

Adjusted3!

Share of profit in associates and joint ventures
Reported
Currency translation

Adjusted

Profit/(loss) before tax
Reported
Currency translation
Significant items
—revenue
—LICs
— operating expenses

Adjusted

For footnotes, see page 99.

2014

RBWM CMB GB&M GPB Other Total
Sm Sm Sm $m $m Sm
25,149 15,748 17,778 2,377 6,365 61,248
(2,209) (1,242) (1,296) (138) (158) (4,775)
877 9 328 41 (501) 754

- - 332 - - 332

493 (1) 8 1 40 541
(168) - - - - (168)
- - - - (428) (428)

- - - - 271 271
_ _ - - (417) (417)

568 24 - 40 - 632
(16) (14) (12) - 33 (9)
23,817 14,515 16,810 2,280 5,706 57,227
(1,936) (1,558) (365) 8 - (3,851)
340 256 86 3 (2) 683

2 (2) - - - -

| 2| )] -1 -1 -1 -]

(1,594) (1,304) (279) 11 (2) (3,168)
(18,030) (6,981)  (12,028) (1,778) (8,601)  (41,249)
1,851 627 782 100 186 3,278
1,118 189 1,896 71 121 3,395
17 - 533 - - 550

- - - 65 - 65

88 37 27 6 120 278

- - 1,187 - - 1,187

992 138 145 - - 1,275

21 14 4 - 1 40
(15,061) (6,165) (9,350) (1,607) (8,294)  (34,576)
398 1,605 504 19 6 2,532
(5) (28) (7 - 1 (39)

393 1,577 497 19 7 2,493
5,581 8,814 5,889 626 (2,230) 18,680
(23) (387) (435) (35) 27 (853)
1,997 196 2,224 112 (380) 4,149
877 9 328 41 (501) 754

2 (2) - - - -
1,118 189 1,896 71 121 3,395
7,555 8,623 7,678 703 (2,583) 21,976
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Report of the Directors: Global businesses (continued)
RBWM

Retail Banking and Wealth Management

RBWM provides banking and wealth
management services for our personal
customers to help them secure their future
prosperity and realise their ambitions.

Principal RBWM consists of

Total US run-off Principal Banking Insurance Asset
RBWM?& portfolio RBWM operations manufacturing management
Sm $m $m $m $m $m
2015
Net interest income 15,926 1,033 14,893 13,127 1,757 9
Net fee income/(expense) 6,218 (4) 6,222 5,726 (560) 1,056
Other income/(expense)?? 1,372 (203) 1,575 876 680 19
Net operating income! 23,516 826 22,690 19,729 1,877 1,084
LICs3 (1,939) (62) (1,877) (1,877) - -
Net operating income 21,577 764 20,813 17,852 1,877 1,084
Total operating expenses (17,020) (1,384) (15,636) (14,459) (432) (745)
Operating profit/(loss) 4,557 (620) 5,177 3,393 1,445 339
Income from associates®® 410 - 410 357 24 29
Profit/(loss) before tax 4,967 (620) 5,587 3,750 1,469 368
RoRWA? 2.5% (1.3%) 3.7%
2014
Net interest income 17,130 1,390 15,740 13,983 1,746 11
Net fee income/(expense) 6,836 (4) 6,840 6,264 (534) 1,110
Other income/(expense)3? 1,183 (49) 1,232 602 608 22
Net operating income! 25,149 1,337 23,812 20,849 1,820 1,143
LICs34 (1,936) (30) (1,906) (1,906) - -
Net operating income 23,213 1,307 21,906 18,943 1,820 1,143
Total operating expenses (18,030) (738) (17,292) (16,060) (453) (779)
Operating profit 5,183 569 4,614 2,883 1,367 364
Income from associates®® 398 - 398 323 40 35
Profit before tax 5,581 569 5,012 3,206 1,407 399
RoRWAZ? 2.5% 0.8% 3.2%
2013
Net interest income 18,808 2,061 16,747 15,003 1,725 19
Net fee income/(expense) 7,211 11 7,200 6,786 (625) 1,039
Other income/(expense)? 1,434 (400) 1,834 1,014 779 41
Net operating income? 27,453 1,672 25,781 22,803 1,879 1,099
LICs34 (3,510) (705) (2,805) (2,806) - 1
Net operating income 23,943 967 22,976 19,997 1,879 1,100
Total operating expenses (17,774) (1,166) (16,608) (15,307) (554) (747)
Operating profit/(loss) 6,169 (199) 6,368 4,690 1,325 353
Income/(expense) from associates®® 384 (1) 385 299 62 24
Profit/(loss) before tax 6,553 (200) 6,753 4,989 1,387 377
RORWA24 2.6% (0.2%) 4.2%

For footnotes, see page 99.

RBWM comprises the Principal RBWM business and the US run-off portfolio. We believe that highlighting Principal RBWM (and its constituent
business streams, Banking Operations, Insurance Manufacturing and Asset Management) allows management to identify more readily the
causes of material changes from year-to-year in the ongoing business and assess the factors and trends that are expected to have a material
effect on the business in future years.

Insurance manufacturing for RBWM excluded other global businesses which contributed net operating income of $286m (2014: $358m, 2013:
$397m) and profit before tax of $201m (2014: $263m, 2013: 5266m) to overall insurance manufacturing. In 2015 insurance manufacturing net
operating income for RBWM included 51,686m within Wealth Management (2014: $1,529m) and $191m within other products (2014: $350m).
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Principal RBWM performance Profit before tax (Sm)

Principal RBWM: management view of adjusted revenue

2015 2014 1,830 6,819 ©
762 6,349 o
o Sm Sm 2
Net operating income! 5,587 é
Current accounts, savings and deposits 5,602 5,530 5,012 =
Wealth management products 6,282 5,825 (23) o))
— investment distribution3® 3,512 3,271 Q
— life insurance manufacturing 1,686 1,529 g
— asset management 1,084 1,025 2]
Personal lending 9,962 10,218
— mortgages 2,873 2,956 —
— credit cards 3,868 3,961 2015 2014
- other personal lending®’ 3,221 3,301
Other® 841 759 Revenue (Sm)
Year ended 31 December 22,687 22,332
S
23,813
For footnotes, see page 99. 22,600 22,687 729 2233 _G;J
[}
3
@) (2,210) E
0
[3)
c
©
I=
ic
2015 2014
Operating expenses (Sm) =
c
©
£
17,292 q>)
15,636 (@]
14,871 (1,852) 14,342 O]
4 [0}
(765) (1,098) =
—
o
o
1
o
o
 —
2015 2014
. Reported Significant items . Adjusted . Currency translation o
c
For details of significant items, see page 66. g
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Report of the Directors: Global businesses (continued)

CMB / GB&M

Commercial Banking

CMB serves more than two million

customers in 55 countries and
territories. Our customers range from

small enterprises focused primarily

on their domestic markets through to
corporates operating globally.

Net interest income
Net fee income
Other income®

Profit before tax (Sm)

Net operating income?
LICs34

Net operating income
Total operating expenses

Operating profit
Income from associates3®

Profit before tax

RORWA?*

For footnotes, see page 99.

Management view of adjusted revenue

Net operating income!

Global Trade and Receivables Finance

Credit and Lending

Payments and Cash Management, current

accounts and savings deposits
Markets products, Insurance and
Investments and Other®®

Year ended 31 December

For footnotes, see page 99.

8,814 8623
7073 219 8192
(387)
2015 2014 2013
Sm Sm Sm
9,859 10,158 9,731 S015 »014
4,190 4,570 4,527
821 1,020 1,394
14,870 15,748 15,652 Revenue (5m)
(1,770) (1,558) (2,101) 15,748
13,100 14,190 13,551 14,870 14,887
9 14515
(6,744) (6,981) (6,523)
6,356 7,209 7,028 (1,242)
1,617 1,605 1,509
7,973 8,814 8,537
1.9% 2.1% 2.2%
2015 2014
2015 2014
0 sm Operating expenses (5Sm)
2,403 2,447 6981
6,002 5,609 6,744 6,542
4,568
1,914
14,887

6,165
4,423 (202) (627) (189)
2,036
14,515

2015
. Reported

2014

Significant items . Adjusted . Currency translation

For details of significant items, see page 66.
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Global Ba n ki ng and Markets Management view of adjusted revenue

. 2015 2014
GB&M supports major government, $m $m
corporate and institutional clients worldwide Total operating income! S
in achieving their long-term strategic goals Markets® 6,882 5,775 2
through tailored and innovative solutions. - Legacy credit 61 (16) -
— Credit 659 532 ©
GB&M - Rates 1,638 1,419 o
client- — Foreign Exchange 2,918 2,722 E
Total facing — Equities 1,606 1,118 (‘5
GB&M Legacy  and BSM Capital Financing 3,789 3,777
2015 $m $m $m Payments and Cash Management 1,801 1,680
Securities Services 1,698 1,589
Net interest income 6,931 127 6,804 Global Trade and Receivables Finance 718 701
Net fee income/(expense) 3,375 (11) 3,386 Balance Sheet Management 2,943 2,845
Net trading income*° 7,169 9 7,160 Principal Investments 243 498
Other income/(expense)*? 758 (64) 822 Other#? (40) (55)
Net operating income?! 18,233 61 18,172 Year ended 31 December 18,034 16,810 %
34 - s
LiCs 37 (37) For footnotes, see page 99. q>>
Net operating income 18,233 98 18,135 oc
Total operating expenses (10,834) (103)  (10,731) Profit before tax (5Sm) 2
Operating profit/(loss) 7,399 (5) 7,404 %
Income from associates3® 511 836 8746 I_%
7,910
Profit/(loss) before tax 7,910 2,224 7,678
RoRWAZ 1.6% = 1.8%
5,889
2014
Net interest income/(expense) 7,022 (172) 7,194 (435)
Net fee income/(expense) 3,560 (7) 3,567 8
Net trading income/(expense)*° 5,861 (55) 5,916 %
Other income3? 1,335 232 1,103 c
Net operating income/ 2015 2014 2
(expense)* 17,778 (2) 17,780 8
LICs34 365 349 714 (0]
o (365) (714) Revenue (5m) =
Net operating income 17,413 347 17,066 6
Total operating expenses (12,028) (708) _ (11,320) 18,233 18,034 =
. ) ! , 17,778 o
Operating profit/(loss) 5,385 (361) 5,746 (199) 328 16,810 &)
Income from associates3® 504
) (1,296)
Profit/(loss) before tax 5,889
RORWA2 1.2% (0.8%) 1.3%
2013 g
Net interest income 6,766 38 6,728 1)
Net fee income/(expense) 3,482 (7) 3,489 g
Net trading income*° 6,780 198 6,582 — ©
&
Other income/(expense)3 2,148 (80) 2,228 2015 2014 n
Net operating income! 19,176 149 19,027 g
LICs3 (207) 206 (413) Operating expenses (Sm) =
Net operating income 18,969 355 18,614 =
12,028 L
Total operating expenses (9,960) (170) (9,790)
Operating profit 9,009 185 8,824 10,834
782
Income from associates®® 432 9,799 (782)
E— 9,350
Profit before tax 9,441 (1,035)
— (1,896) 5
RoRWAZ? 2.3% 0.6% 2.5% =
©
For footnotes, see page 99. £
—
O
The GB&M client-facing and Balance Sheet Management (‘BSM’) =
businesses measure excludes the effects of the legacy credit portfolio — o
and income from associates. This allows GB&M management to 2015 2014 =
identify more readily the cause of material changes from year to year [ Reported significant items  [Jl] Adjusted | currency translation E
in the ongoing businesses and assess the factors and trends that are . o . )
expected to have a material effect on the businesses in future years. For details of significant items, see page 66. _:;E
(99}
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Report of the Directors: Global businesses (continued)

GPB / Other

Global Private Banking

GPB serves high net worth individuals and
families with complex and international
needs within the Group’s priority markets.

2015 2014 2013
Sm Sm Sm
Net interest income 870 994 1,146
Net fee income 959 1,056 1,150
Other income3? 343 327 143
Net operating income® 2,172 2,377 2,439
LICs* (12) 8 (31)
Net operating income 2,160 2,385 2,408
Total operating expenses (1,832) (1,778) (2,229)
Operating profit 328 607 179
Income from associates®® 16 19 14
Profit before tax 344 626 193
RoRWAZ* 1.7% 2.9% 0.9%
Reported client assets*®
2015 2014
Sbn Shn
At 1 January 365 382
Net new money 1 (3)
Of which: areas targeted for growth | 14 | I 14 |
Value change 1 8
Disposals - (12)
Exchange and other (18) (11)
At 31 December 349 365
Reported client assets by geography
2015 2014
Shn $bn

Europe 168 179
Asia 112 112
North America 61 63
Latin America 8 11
At 31 December 349 365

For footnotes, see page 99.

Profit before tax (Sm)

12 703
626
519 (35)
2015 2014
Revenue (Sm)
2,377
2172 2,141 4l 2,280
I (31) I (138) I
| - 1
2015 2014
Operating expenses (5Sm)
1,832 1778
1,626 1,607
(206) I - I
— —
2015 2014
. Reported Significant items . Adjusted . Currency translation

For details of significant items, see page 66.
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Other”

‘Other’ contains the results of HSBC’s holding
company and financing operations, central
support and functional costs with associated
recoveries, unallocated investment activities,
centrally held investment companies, certain
property transactions and movements in fair
value of own debt.

2015 2014 2013

sm Sm Sm

Net interest expense (710) (501) (737)
Net fee income/(expense) (37) (65) 64
Net trading income/(expense) (192) (92) 6

Changes in fair value of long-
term debt issued and
related derivatives 863 508 (1,228)

Changes in other financial
instruments designated
at fair value 61 (9) (576)

Net income/(expense) from
financial instruments

designated at fair value 924 499 (1,804)
Other income 7,619 6,524 8,122
Net operating income! 7,604 6,365 5,651
LICs3* - - -
Net operating income 7,604 6,365 5,651
Total operating expenses (9,933) (8,601) (7,796)
Operating loss (2,329) (2,236) (2,145)
Income/(expense) from

associates®® 2 6 (14)
Loss before tax (2,327) (2,230) (2,159)

For footnotes, see page 99.

Loss before tax (Sm)

I l27

(2,327) (2,230)
(380) (2,583)
(1,542) (3,869)
2015 2014
Revenue (Sm)
7,604
6,365
5,706
5,456 (158)
: I (501)
— - 1
2015 2014
Operating expenses (Sm)
9,933
9,327
8,601 8,294
(606)
(186)  (121) I
| -1
2015 2014
. Reported Significant items . Adjusted . Currency translation

For details of significant items, see page 66.
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Report of the Directors: Group businesses (continued)

Analysis by global business

Analysis by global business

HSBC profit/(loss) before tax and balance sheet data

Profit/(loss) before tax
Net interest income/(expense)

Net fee income/(expense)

Trading income/(expense) excluding
net interest income

Net interest income/(expense) on
trading activities

Net trading income/(expense)*®

Changes in fair value of long-term debt
issued and related derivatives

Net income/(expense) from other
financial instruments designated
at fair value

Net income/(expense) from financial
instruments designated at fair value

Gains less losses from financial
investments

Dividend income

Net insurance premium income

Other operating income

Total operating income

Net insurance claims*

Net operating income?

Loan impairment charges and other
credit risk provisions

Net operating income

Employee expenses*®
Other operating expenses

Total operating expenses

Operating profit/(loss)

Share of profit in associates
and joint ventures

Profit/(loss) before tax

Share of HSBC's profit before tax
Cost efficiency ratio

Balance sheet data?230

Loans and advances to customers (net)

—reported in held for sale |

Total assets
Customer accounts

2015
Retail

Banking Global Global Inter-

and Wealth  Commercial Banking and Private segment
Management Banking Markets Banking Other”® elimination* Total
$m $m $m $m $m $m $m
15,926 9,859 6,931 870 (710) (345) 32,531
6,218 4,190 3,375 959 (37) = 14,705
540 571 5,714 327 (204) - 6,948
(19) (16) 1,455 (2) 12 345 1,775
521 555 7,169 325 (192) 345 8,723
- - - - 863 - 863
556 110 (58) - 61 - 669
556 110 (58) = 924 = 1,532
68 37 598 23 1,342 - 2,068
23 16 40 11 33 - 123
9,204 1,106 5 42 (2) = 10,355
972 252 177 3 6,246 (6,595) 1,055
33,488 16,125 18,237 2,233 7,604 (6,595) 71,092
(9,972) (1,255) (4) (61) = = (11,292)
23,516 14,870 18,233 2,172 7,604 (6,595) 59,800
(1,939) (1,770) - (12) - - (3,721)
21,577 13,100 18,233 2,160 7,604 (6,595) 56,079
(4,966) (2,443) (3,735) (654) (8,102) = (19,900)
(12,054) (4,301) (7,099) (1,178) (1,831) 6,595 (19,868)
(17,020) (6,744) (10,834) (1,832) (9,933) 6,595 (39,768)
4,557 6,356 7,399 328 (2,329) = 16,311
410 1,617 511 16 2 - 2,556
4,967 7,973 7,910 344 (2,327) = 18,867
% % % % % %
26.3 423 41.9 1.8 (12.3) 100.0
72.4 45.4 59.4 84.3 130.6 66.5
$m $m $m $m $m Sm
340,009 302,240 236,932 42,942 2,331 924,454
5,258 || 8,010 || 3,689 || 85 || 1,979 | 19,021
473,284 365,290 1,616,704 81,448 147,417 (274,487) 2,409,656
584,872 361,701 261,728 80,404 881 1,289,586
7,758 || 3,363 || 2,551 | 3,010 || - | 16,682

—reported in held for sale |
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Profit/(loss) before tax
Net interest income/(expense)
Net fee income/(expense)

Trading income/(expense) excluding
net interest income

Net interest income/(expense) on
trading activities

Net trading income/(expense)*®

Changes in fair value of long-term debt
issued and related derivatives

Net income/(expense) from other
financial instruments designated
at fair value

Net income/(expense) from financial
instruments designated at fair value

Gains less losses from financial
investments

Dividend income

Net insurance premium income

Other operating income

Total operating income

Net insurance claims*

Net operating income*

Loan impairment (charges)/recoveries
and other credit risk provisions

Net operating income

Employee expenses*®
Other operating expenses

Total operating expenses
Operating profit/(loss)

Share of profit in associates
and joint ventures

Profit/(loss) before tax

Share of HSBC's profit before tax
Cost efficiency ratio

Balance sheet data*»

Loans and advances to customers (net)

—reported in held for sale

Total assets
Customer accounts
—reported in held for sale

For footnotes, see page 99.

2014
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Retail

Banking Global Global Inter-

and Wealth  Commercial Banking and Private segment
Management?? Banking?® Markets Banking Other?®  elimination** Total
Sm Sm Sm Sm Sm $m $m
17,130 10,158 7,022 994 (501) (98) 34,705
6,836 4,570 3,560 1,056 (65) - 15,957
(26) 618 4,063 298 (100) - 4,853
9 ) 1,798 (4) 8 98 1,907
(17) 616 5,361 294 (92) 98 6,760
- - - - 508 - 508
1,684 279 12 (1) (9) - 1,965
1,684 279 12 (1) 499 - 2,473
14 31 1,117 9 164 - 1,335
24 18 80 5 184 - 311
10,609 1,257 5 50 - - 11,921
726 241 124 33 6,176 (6,169) 1,131
37,006 17,170 17,781 2,440 6,365 (6,169) 74,593
(11,857) (1,422) (3) (63) - - (13,345)
25,149 15,748 17,778 2,377 6,365 (6,169) 61,248
(1,936) (1,558) (365) 8 - - (3,851)
23,213 14,190 17,413 2,385 6,365 (6,169) 57,397
(5,126) (2,351) (3,655) (732) (8,502) - (20,366)
(12,904) (4,630) (8,373) (1,046) (99) 6,169 (20,883)
(18,030) (6,981) (12,028) (1,778) (8,601) 6,169 (41,249)
5,183 7,209 5,385 607 (2,236) - 16,148
398 1,605 504 19 6 - 2,532
5,581 8,814 5,889 626 (2,230) - 18,680
% % % % % %
29.9 47.2 315 3.4 (12.0) 100.0
71.7 44.3 67.7 74.8 135.1 67.3
Sm Sm $m $m Sm $m
360,704 313,039 254,463 44,102 2,352 974,660
198 || - 288 || 91 || -] 577
500,864 370,958 1,839,644 88,342 164,537 (330,206) 2,634,139
583,757 361,318 319,121 85,465 981 1,350,642
- -l -l 145 || - | 145
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Report of the Directors: Geographical regions

Summary / Reconciliations

Geographical regions

Summary

Additional information on results in 2015 may be found in

Summary 76 the Financial Summary on pages 48 to 64.
Reconciliation of 2015 and 2014 reported and adjusted In the analysis of profit and loss by geographical regions that
items for geographical regions 77 follows, operating income and operating expenses include
Europe 79 intra-HSBC items of $3,375m (2014: $2,972m; 2013:
Asia 82 $2,628m).
Middle East and North Africa 86 All tables are on a reported basis unless otherwise stated.
North America 89 Basis of preparation
Latin America 92 The results of the geographical regions are presented in
accordance with the accounting policies used in the preparation
of HSBC's consolidated financial statements. Our operations are
closely integrated, and accordingly, the presentation of the
geographical data includes internal allocation of certain items of
income and expense. These allocations include the costs of
certain support services and global functions to the extent that
they can be meaningfully attributed to geographical regions.
While such allocations have been done on a systematic and
consistent basis, they necessarily involve a degree of subjectivity.
Where relevant, income and expense amounts presented include
the results of inter-segment funding along with inter-company
transactions. All such transactions are undertaken on an arm’s
length basis.
The expense of the UK bank levy is included in the Europe
geographical region as HSBC regards the levy as a cost of being
headquartered in the UK.
Profit/(loss) before tax
2015 2014 2013
Sm % Sm % Sm %
Europe 643 34 596 3.2 1,825 8.1
Asia 15,763 83.5 14,625 78.3 15,853 70.3
Middle East and North Africa 1,537 8.1 1,826 9.8 1,694 7.5
North America 614 3.3 1,417 7.6 1,221 5.4
Latin America 310 1.7 216 1.1 1,972 8.7
Year ended 31 December 18,867 100.0 18,680 100.0 22,565 100.0
Total assets®
2015 2014
$m % Sm %
Europe 1,129,365 46.9 1,290,926 49.0
Asia 889,747 36.9 878,723 334
Middle East and North Africa 59,236 2.5 62,417 2.4
North America 393,960 16.3 436,859 16.6
Latin America 86,262 3.6 115,354 4.4
Intra-HSBC items (148,914) (6.2) (150,140) (5.8)
At 31 December 2,409,656 100.0 2,634,139 100.0
Risk-weighted assets*
2015 2014
Sbn % Sbn %
At 31 December 1,103.0 100.0 1,219.8 100.0
Europe 3374 30.6 375.4 30.1
Asia 459.7 41.7 499.8 40.0
Middle East and North Africa 60.4 5.5 63.0 5.0
North America 191.6 17.4 221.4 17.8
Latin America 73.4 6.7 88.8 7.1

For footnotes, see page 99.
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Reconciliation of reported and adjusted items —
geographical regions

2015 compared with 2014

Revenue!
Reported3!
Significant items
— disposal costs of Brazilian operations
— debit valuation adjustment (‘DVA’) on
derivative contracts
— fair value movements on non-qualifying
hedges®?
— gain on the partial sale of shareholding
in Industrial Bank
— loss on sale of several tranches of real
estate secured accounts in the US
— own credit spread?
— provisions arising from the ongoing
review of compliance with
the Consumer Credit Act in the UK

Adjusted3!

Loan impairment charges and other credit
risk provisions (‘LIC’s)
Reported

Adjusted

Operating expenses

Reported3!

Significant items
— disposal costs of Brazilian operations
— costs-to-achieve
— costs to establish UK ring-fenced bank
— regulatory provisions in GPB
— restructuring and other related costs
— settlements and provisions in

connection with legal matters

— UK customer redress programmes

Adjusted3!

Share of profit in associates and joint ventures
Reported

Adjusted

Profit/(loss) before tax
Reported
Significant items
—revenue
— operating expenses

Adjusted

2015

North Latin Hong

Europe Asia MENA America America Total UK Kong

$m $m $m Sm Sm $m $m $m

21,058 25,303 2,565 7,657 6,592 59,800 15,493 15,616
(656) (1,431) (10) 98 (36) (2,035) (595) (1,383)

- - - - 18 18 - -
(95) (58) (1) (21) (55) (230) (78) (13)

200 2 - 124 1 327 204 6
- (1,372) - - - (1,372) - (1,372)

- - - 214 - 214 - -
(771) (3) (9) (219) - (1,002) (731) (4)
10 - - - - 10 10 -

20,402 23,872 2,555 7,755 6,556 57,765 14,898 14,233
(690) (693) (299) (544) (1,495) (3,721) (248) (155)
(690) (693) (299) (544) (1,495) (3,721) (248) (155)
(19,733) (10,889) (1,234) (6,501) (4,786) (39,768) (15,555) (5,686)

2,405 130 15 851 185 3,586 2,151 49

- - - - 110 110 - -

600 122 14 103 69 908 536 a3

89 - - - - 89 89 -

172 - - - - 172 - -

68 8 1 34 6 117 50 6

935 - - 714 - 1,649 935 -

541 - - - - 541 541 -
(17,328) (10,759) (1,219) (5,650) (4,601) (36,182) (13,404) (5,637)

2,042 505 2 (1) 2,556 10 31

2,042 505 2 (1) 2,556 10 31

643 15,763 1,537 614 310 18,867 (300) 9,806
1,749 (1,301) 5 949 149 1,551 1,556 (1,334)
(656) (1,431) (10) 98 (36) (2,035) (595) (1,383)

2,405 130 15 851 185 3,586 2,151 49

2,392 14,462 1,542 1,563 459 20,418 1,256 8,472
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Report of the Directors: Geographical regions (continued)

Reconciliations / Europe

Reconciliation of reported and adjusted items (continued)

Revenue!
Reported3!
Currency translation3!
Significant items

— DVA on derivative contracts

— fair value movements on non-qualifying
hedges®?

— gain on sale of several tranches of real
estate secured accounts in the US

— gain on sale of shareholding in Bank of
Shanghai

—impairment of our investment in
Industrial Bank

— own credit spread*

— provisions arising from the ongoing
review of compliance with the
Consumer Credit Act in the UK

— (gain)/loss and trading results from
disposals and changes in ownership
levels

Adjusted3!

LICs
Reported
Currency translation
Significant items
—trading results from disposals and
changes in ownership levels

Adjusted

Operating expenses
Reported3!
Currency translation3!

Significant items

—charge in relation to the settlement
agreement with the Federal Housing
Finance Authority

— regulatory provisions in GPB

— restructuring and other related costs

— settlements and provisions in
connection with legal matters

— UK customer redress programmes

—trading results from disposals and
changes in ownership levels

Adjusted3!

Share of profit in associates and joint ventures
Reported
Currency translation

Adjusted

Profit/(loss) before tax
Reported
Currency translation
Significant items
— revenue
—LICs
— operating expenses

Adjusted

For footnotes, see page 99.

2014

North Latin Hong

Europe Asia MENA America America Total UK Kong
$m $m $m $m Sm Sm $m $m
21,571 23,677 2,548 8,152 8,272 61,248 15,727 13,844
(2,013) (680) (50) (252) (1,871) (4,775) (1,058) 4
708 (48) (3) 116 (19) 754 353 (119)
234 69 5 16 8 332 203 26
235 4 - 302 - 541 (8) 11

- - - (168) - (168) - -
- (428) - - - (428) - (428)

- 271 - - - 271 - 271

(393) 4 6 (34) - (417) (474) 1
632 - - - - 632 632 -

- 32 (14) - (27) (9) - -
20,266 22,949 2,495 8,016 6,382 57,227 15,022 13,729
(764) (647) 6 (322) (2,124) (3,851) (214) (320)
104 26 - 13 540 683 4 -

_ _ (2) _ 2 _ _ _

— — (2) - 2 — — -

(660) (621) 4 (309) (1,582) (3,168) (210) (320)
(20,217)  (10,427) (1,216) (6,429) (5,932)  (41,249)  (15,576) (5,424)
1,499 352 16 129 1,373 3,278 809 (1)
2,601 58 33 578 125 3,395 2,553 56
- - - 550 - 550 - -

16 49 - - - 65 - 49

123 9 2 28 116 278 91 7
1,187 - - - - 1,187 1,187 -
1,275 - - - - 1,275 1,275 -
- - 31 - 9 40 - -
(16,117)  (10,017) (1,167) (5,722) (4,434)  (34,576)  (12,214) (5,369)
6 2,022 488 16 - 2,532 7 42

1 (38) - (2) - (39) (1) (1)

7 1,984 488 14 - 2,493 6 41

596 14,625 1,826 1,417 216 18,680 (56) 8,142
(409) (340) (34) (112) 42 (853) (246) 2
3,309 10 28 694 108 4,149 2,906 (63)
708 (48) (3) 116 (19) 754 353 (119)

_ _ (2) _ 2 _ _ _
2,601 58 33 578 125 3,395 2,553 56
3,496 14,295 1,820 1,999 366 21,976 2,604 8,081
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E uro pe Profit before tax (Sm)

Our principal banking operations in Europe 3309 3,49%
are HSBC Bank plc in the UK, HSBC France, £
HSBC Private Bank (Suisse) SA and HSBC 1,749 2,392 =
Trinkaus & Burkhardt AG. Through these Cf)
operations we provide a wide range of >
banking, treasury and financial services o3 ©
to personal, commercial and corporate 5% (409) &
customers across Europe. ! —
2015 2014
2015 2014 2013
Sm Sm Sm
Net interest income 10,005 10,611 10,693 Revenue (Sm)
Net fee income 4,891 6,042 6,032 21,571
Net trading income 4,060 2,534 4,423 21,058 20,402 20,266
Other income/(expense) 2,102 2,384 (181) =
656 [}
Net operating income! 21,058 21,571 20,967 (656) (2,013) 'GS)
LICs3* (690) (764) (1,530) 14
Net operating income 20,368 20,807 19,437 .g
Total operating expenses (19,733) (20,217) (17,613) %
c
Operating profit 635 590 1,824 i
Income from associates®® 8 6 1 e
. 2015 2014
Profit before tax 643 596 1,825
Cost efficiency ratio 93.7% 93.7% 84.0% .
RORWAZ 0.2% 0.2% 0.6% Operating expenses (Sm)
Year-end staff numbers 67,509 69,363 68,334 19733 20,217
For footnotes, see page 99. 17,328 8
(1,499) 16,117 &
Country view of adjusted revenue (2,405) (2,601) %
2015 2014 S
Sm Sm %
UK 14,898 15,022 ©
France 2,619 2,487 8_
Germany 827 788 S
Switzerland 631 698 2015 2014 O
Other D2 12711 [ Reported significant items  [Jll Adjusted [l Currency translation
Year ended 31 December 20,402 20,266 i L .
For details of significant items, see page 77.
Profit/(loss) before tax by country within global businesses
Retail Banking Global Global -.UE)
and Wealth Commercial Banking and Private )
Management Banking Markets Banking Other Total e
Sm Sm $m $m $m $m }L(é
UK 964 2,040 384 169 (3,857) (300) &5
France?? 388 152 112 14 (27) 639 =
Germany 23 66 157 20 (27) 239 ‘o
Switzerland - 8 - (220) (4) (216) %
Other (181) 53 395 31 (17) 281 =
Year ended 31 December 2015 1,194 2,319 1,048 14 (3,932) 643 &
UK 589 2,193 (801) 191 (2,228) (56)
France® (181) 240 354 - (199) 214
Germany 28 71 162 27 (10) 278
Switzerland - 5 2 38 (3) 42
Other (122) 39 332 59 (190) 118 S
Year ended 31 December 2014 314 2,548 49 315 (2,630) 596 "é
=
UK 1,471 1,684 1,246 252 (3,493) 1,160 ’5
France?? 285 255 351 21 (162) 750 =
Germany 30 70 183 44 (25) 302 —
Switzerland - 2 2 (291) - (287) g
Other (33) 77 19 (191) 28 (100) °
<
Year ended 31 December 2013 1,753 2,088 1,801 (165) (3,652) 1,825 [
2
(7p]
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Report of the Directors: Geographical regions (continued)

Europe

Profit/(loss) before tax and balance sheet data — Europe

2015
Retail
Banking Global Global Inter-
and Wealth Commercial Banking and Private segment
Management Banking Markets Banking Other elimination* Total
$m $m Sm $m $m $m $m
Profit/(loss) before tax
Net interest income/(expense) 5,128 3,433 1,848 471 (689) (186) 10,005
Net fee income/(expense) 1,880 1,683 849 509 (30) - 4,891
Trading income/(expense) excluding
net interest income 103 35 3,270 186 (203) - 3,391
Net interest income/(expense)
on trading activities (3) (6) 493 (3) 2 186 669
Net trading income/(expense)*° 100 29 3,763 183 (201) 186 4,060
Changes in fair value of long-term debt
issued and related derivatives = = = = 671 = 671
Net income/(expense) from other
financial instruments designated at
fair value 446 6 (70) - a7 - 429
Net income/(expense) from financial
instruments designated at fair value 446 6 (70) - 718 - 1,100
Gains less losses from financial
investments 12 231 23 = = 274
Dividend income - 1 12 7 2 - 22
Net insurance premium income 2,295 135 - 42 - - 2,472
Other operating income 360 7 61 7 1,229 (312) 1,352
Total operating income 10,221 5,302 6,694 1,242 1,029 (312) 24,176
Net insurance claims* (2,918) (139) - (61) - - (3,118)
Net operating income! 7,303 5,163 6,694 1,181 1,029 (312) 21,058
Loan impairment (charges)/recoveries
and other credit risk provisions (260) (475) 62 (18) 1 - (690)
Net operating income 7,043 4,688 6,756 1,163 1,030 (312) 20,368
Total operating expenses (5,851) (2,368) (5,715) (1,149) (4,962) 312 (19,733)
Operating profit/(loss) 1,192 2,320 1,041 14 (3,932) - 635
Share of profit/(loss) in associates
and joint ventures 2 (1) 7 - - - 8
Profit/(loss) before tax 1,194 2,319 1,048 14 (3,932) - 643
% % % % % %
Share of HSBC's profit before tax 6.3 12.3 5.6 0.1 (20.9) 3.4
Cost efficiency ratio 80.1 45.9 85.4 97.3 482.2 93.7
Balance sheet data®
$m $m $m $m Sm $m
Loans and advances to customers (net) 156,156 110,617 101,568 23,273 427 392,041
Total assets 205,866 124,105 804,373 56,470 57,943 (119,392) 1,129,365
Customer accounts 200,437 132,928 126,225 37,810 476 497,876
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Profit/(loss) before tax
Net interest income/(expense)
Net fee income/(expense)

Trading income/(expense) excluding
net interest income

Net interest income/(expense)
on trading activities

Net trading income/(expense)*®

Changes in fair value of long-term debt
issued and related derivatives

Net income/(expense) from other
financial instruments designated at
fair value

Net income/(expense) from financial
instruments designated at fair value

Gains less losses from financial
investments

Dividend income

Net insurance premium income

Other operating income/(expense)

Total operating income
Net insurance claims*
Net operating income?

Loan impairment (charges)/recoveries
and other credit risk provisions

Net operating income
Total operating expenses
Operating profit/(loss)

Share of profit in associates
and joint ventures

Profit/(loss) before tax

Share of HSBC's profit before tax
Cost efficiency ratio

Balance sheet data*®

Loans and advances to customers (net)
Total assets
Customer accounts

For footnotes, see page 99.

2014

Retail
Banking Global Global Inter-
and Wealth  Commercial ~ Banking and Private segment
Management Banking Markets Banking Other  elimination* Total
$m Sm $m $m $m Sm $m
5,196 3,616 1,956 594 (654) (97) 10,611
2,456 1,900 1,087 626 (27) - 6,042
(260) 33 1,943 140 (92) - 1,764
14 2 660 (4) 1 97 770
(246) 35 2,603 136 (91) 97 2,534
- - - - 614 - 614
616 119 14 (1) (11) - 737
616 119 14 (1) 603 - 1,351
12 10 730 9 11 - 772
3 7 50 2 3 - 65
2,741 217 - 50 - - 3,008
(127) 45 (3) 29 1,249 (186) 1,007
10,651 5,949 6,437 1,445 1,094 (186) 25,390
(3,450) (306) - (63) - - (3,819)
7,201 5,643 6,437 1,382 1,094 (186) 21,571
(268) (502) - 4 2 - (764)
6,933 5,141 6,437 1,386 1,096 (186) 20,807
(6,621) (2,594) (6,391) (1,071) (3,726) 186 (20,217)
312 2,547 46 315 (2,630) - 590
2 1 3 - - - 6
314 2,548 49 315 (2,630) - 596
% % % % % %
1.7 13.6 0.3 1.7 (14.1) 3.2
91.9 46.0 99.3 77.5 340.6 93.7
$m Sm Sm Sm Sm Sm
165,112 106,342 113,136 24,766 377 409,733
221,679 120,819 948,951 64,676 64,182 (129,381) 1,290,926
202,413 135,837 166,075 41,380 254 545,959
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Report of the Directors: Geographical regions (continued)

Asia

Asia

Our principal banking subsidiaries in Hong
Kong are The Hongkong and Shanghai
Banking Corporation Limited and Hang Seng
Bank Limited. The former is the largest bank
incorporated in Hong Kong and is our
flagship bank in Asia.

We offer a wide range of banking and
financial services in mainland China through
our local subsidiaries, HSBC Bank (China)
Company Limited and Hang Seng Bank
(China) Limited. We also participate indirectly
in mainland China through our associate,
Bank of Communications Co., Ltd.

Outside Hong Kong and mainland China in
Asia, we conduct business in 18 countries
and territories, with particularly strong
coverage in Australia, India, Indonesia,
Malaysia, Singapore and Taiwan.

2015 2014 2013

Sm Sm Sm

Net interest income 12,184 12,273 11,432
Net fee income 6,032 5,910 5,936
Net trading income 3,090 2,622 2,026
Other income 3,997 2,872 5,038
Net operating income! 25,303 23,677 24,432
LICs** (693) (647) (498)
Net operating income 24,610 23,030 23,934
Total operating expenses (10,889) (10,427) (9,936)
Operating profit 13,721 12,603 13,998
Income from associates® 2,042 2,022 1,855
Profit before tax 15,763 14,625 15,853
Cost efficiency ratio 43.0% 44.0% 40.7%
RORWA?* 3.3% 3.1% 3.8%
Year-end staff numbers 120,144 118,322 113,701

For footnotes, see page 99.

Country view of adjusted revenue

2015 2014

$m $m

Hong Kong 14,233 13,729
Australia 847 814
India 1,845 1,738
Indonesia 536 497
Mainland China 2,606 2,429
Malaysia 984 899
Singapore 1,288 1,234
Taiwan 417 469
Other 1,116 1,140
Year ended 31 December 23,872 22,949

Profit before tax (Sm)

15,763

14,462 14,625 10 14,295
(1,301) I (340)

2015 2014

Revenue (Sm)

25,303

23,872 23,677
22,949
(1,431)
(680)  (48)
— —

2015 2014

Operating expenses (Sm)

! 10,427

(130)
(352)  (58)

2015 2014

10,017

. Reported Significant items . Adjusted . Currency translation

For details of significant items, see page 77.
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Profit/(loss) before tax by country within global businesses

Retail
Banking Global Global
and Wealth Commercial Banking and Private g
Management Banking Markets Banking Other Total Qo
$m $m $m $m $m $m o
Hong Kong 3,799 2,384 2,119 177 1,327 9,806 L
Australia 61 79 238 = (5) 373 &
India (25) 97 379 14 141 606 E
Indonesia (6) (112) 80 - 31 (7) 1)
Mainland China 297 1,569 1,062 (3) 135 3,060
Malaysia 119 95 215 = 13 442
Singapore 80 122 259 65 (19) 507
Taiwan 11 24 133 - (13) 155
Other 50 250 449 (1) 73 821
Year ended 31 December 2015 4,386 4,508 4,934 252 1,683 15,763
Hong Kong 3,727 2,264 1,807 146 198 8,142 %
Australia 78 126 232 - (4) 432 S
India 4 121 442 11 122 700 g
Indonesia 10 53 110 - 25 198 =
Mainland China 292 1,533 954 (3) 175 2,951 k3]
Malaysia 156 122 190 - 28 496 %
Singapore 129 168 243 57 (8) 589 u‘_f
Taiwan 19 35 166 - 1 221
Other 57 320 432 - 87 896
Year ended 31 December 2014 4,472 4,742 4,576 211 624 14,625
Hong Kong 3,742 2,110 1,971 208 58 8,089
Australia 100 131 189 - 26 446 D
India (21) 113 418 7 136 653 8
Indonesia 12 106 126 - 36 280 g
Mainland China 223 1,536 842 (4) 1,644 4,241 =
Malaysia 148 105 236 - 25 514 8
Singapore 147 120 262 74 22 625 &)
Taiwan 7 30 158 - 5 200 i
Other 61 207 473 (1) 65 805 kg
Year ended 31 December 2013 4,419 4,458 4,675 284 2,017 15,853 g_
o
Analysis of mainland China profit/(loss) before tax “
Retail
Banking Global Global
and Wealth Commercial Banking and Private
Management Banking Markets Banking Other Total
$m $m Sm $m $m $m *2
BoCom and other associates 260 1,448 301 - - 2,009 GEJ
Mainland China operations 37 121 761 (3) 135 1,051 8
Year ended 31 December 2015 297 1,569 1,062 (3) 135 3,060 g
BoCom and other associates 255 1,421 296 - 1 1,973 -g
Mainland China operations 37 112 658 (3) 174 978 %
Year ended 31 December 2014 292 1,533 954 (3) 175 2,951 L%
BoCom and other associates 247 1,360 284 - (38) 1,853
Mainland China operations (24) 176 558 (4) 40 746
Industrial Bank - - - - 1,089 1,089
Ping An - - - - 553 553 =
Year ended 31 December 2013 223 1,536 842 (4) 1,644 4,241 g
©
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Report of the Directors: Geographical regions (continued)

Asia

Profit before tax and balance sheet data — Asia

2015
Retail
Banking Global Global Inter-
and Wealth Commercial Banking and Private segment
Management Banking Markets Banking Other elimination* Total
Sm Sm Sm Sm Sm Sm Sm
Profit before tax
Net interest income/(expense) 5,132 3,613 3,373 175 (70) (39) 12,184
Net fee income 2,939 1,466 1,304 310 13 - 6,032
Trading income excluding net interest
income 225 352 1,801 127 13 - 2,518
Net interest income/(expense)
on trading activities (23) (11) 559 1 7 39 572
Net trading income*® 202 341 2,360 128 20 39 3,090
Changes in fair value of long-term debt
issued and related derivatives - - - - 5 - 5
Net income/(expense) from other
financial instruments designated
at fair value (329) (30) 10 - 14 - (335)
Net income/(expense) from financial
instruments designated at fair value (329) (30) 10 - 19 - (330)
Gains less losses from financial
investments 35 23 117 - 1,384 - 1,559
Dividend income 2 - 1 - 25 - 28
Net insurance premium income
/(expense) 6,006 780 - - (2) - 6,784
Other operating income 659 149 146 2 2,878 (1,116) 2,718
Total operating income 14,646 6,342 7,311 615 4,267 (1,116) 32,065
Net insurance claims® (5,925) (837) - - - - (6,762)
Net operating income! 8,721 5,505 7,311 615 4,267 (1,116) 25,303
Loan impairment (charges)/recoveries
and other credit risk provisions (307) (425) 40 - (1) - (693)
Net operating income 8,414 5,080 7,351 615 4,266 (1,116) 24,610
Total operating expenses (4,320) (2,020) (2,719) (363) (2,583) 1,116 (10,889)
Operating profit 4,094 3,060 4,632 252 1,683 = 13,721
Share of profit in associates
and joint ventures 292 1,448 302 - - - 2,042
Profit before tax 4,386 4,508 4,934 252 1,683 = 15,763
% % % % % %
Share of HSBC's profit before tax 23.2 23.9 26.2 1.3 8.9 83.5
Cost efficiency ratio 49.5 36.7 37.2 59.0 60.5 43.0
Balance sheet data®
$m $m $m $m $m $m
Loans and advances to customers (net) 117,807 130,513 93,007 13,144 1,904 356,375
Total assets 172,719 157,838 540,404 14,488 69,080 (64,782) 889,747
Customer accounts 303,536 165,202 100,998 28,685 199 598,620
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Profit before tax
Net interest income/(expense)
Net fee income

Trading income/(expense) excluding
net interest income

Net interest income/(expense)
on trading activities

Net trading income*°

Changes in fair value of long-term debt
issued and related derivatives

Net income/(expense) from other
financial instruments designated
at fair value

Net income/(expense) from financial
instruments designated at fair value

Gains less losses from financial
investments

Dividend income

Net insurance premium income

Other operating income

Total operating income
Net insurance claims*®
Net operating income?!

Loan impairment (charges)/recoveries
and other credit risk provisions

Net operating income
Total operating expenses
Operating profit

Share of profit in associates
and joint ventures

Profit before tax

Share of HSBC's profit before tax
Cost efficiency ratio

Balance sheet data®

Loans and advances to customers (net)
Total assets
Customer accounts

For footnotes, see page 99.

2014

Retail
Banking Global Global Inter-
and Wealth ~ Commercial  Banking and Private segment
Management Banking Markets Banking Other  elimination* Total
$m $m $m $m $m $m $m
5,003 3,439 3,579 177 (16) 91 12,273
2,792 1,529 1,311 272 6 - 5,910
216 382 1,220 142 (5) - 1,955
(13) (9) 771 - 9 (91) 667
203 373 1,991 142 4 (91) 2,622
- - - - (4) - (4)
543 (6) (2) - 2 - 537
543 (6) (2) - (2) - 533
1 5 46 - 148 - 200
1 - 1 - 177 - 179
6,596 794 - - - - 7,390
516 95 141 3 2,734 (1,158) 2,331
15,655 6,229 7,067 594 3,051 (1,158) 31,438
(6,979) (782) - - - - (7,761)
8,676 5,447 7,067 594 3,051 (1,158) 23,677
(317) (228) (103) 1 - - (647)
8,359 5,219 6,964 595 3,051 (1,158) 23,030
(4,191) (1,897) (2,686) (384) (2,427) 1,158 (10,427)
4,168 3,322 4,278 211 624 - 12,603
304 1,420 298 - - - 2,022
4,472 4,742 4,576 211 624 - 14,625
% % % % % %
23.9 25.4 24.5 1.1 3.4 78.3
48.3 34.8 38.0 64.6 79.5 44.0
$m $m $m $m Sm $m
115,643 132,509 99,934 12,894 1,975 362,955
166,577 158,747 548,865 14,905 79,477 (89,848) 878,723
286,670 155,608 104,896 29,847 470 577,491
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Report of the Directors: Geographical regions (continued)
Middle East and North Africa

Middle East and North Africa Profit before tax (Sm)

The network of branches of HSBC Bank 1,826 8 1820
Middle East Limited, together with HSBC’s (34)
subsidiaries and associates, gives us wide 1537 5 1542
coverage in the region. Our associate in
Saudi Arabia, The Saudi British Bank (40%
owned), is the Kingdom’s fifth largest bank
by total assets.
 —
2015 2014 2013 2015 2014
Sm Sm Sm
Net interest income 1,531 1,519 1,486 Revenue {Sm)
Net fee income 633 650 622
Net trading income 325 314 357 2,565 2,555 2,548 5495
Other income 76 65 38 4
Net operating income! 2,565 2,548 2,503 (10) (50) (3)
LICs3* (299) 6 42
Net operating income 2,266 2,554 2,545
Total operating expenses (1,234) (1,216) (1,289)
Operating profit 1,032 1,338 1,256
Income from associates®® 505 488 438
Profit before tax 1,537 1,826 1,694 2015 2014
Cost efficiency ratio 48.1% 47.7% 51.5%
24
RoRWA P 2.9% 27% Operating expenses (5m)
Year-end staff numbers 8,066 8,305 8,618
1,234
For footnotes, see page 99. 1219 1,216
1,167
- . (15) (16)
Country view of adjusted revenue (33)
2015 2014
$m $m
Egypt 610 493
United Arab Emirates 1,407 1,446
Other 538 556
Year ended 31 December 2,555 2,495
2015 2014
. Reported Significant items . Adjusted . Currency translation
For details of significant items, see page 77.
Profit/(loss) before tax by country within global businesses
Retail
Banking Global Global
and Wealth Commercial Banking and Private
Management Banking Markets Banking Other Total
$m $m Sm $m Sm $m
Egypt 50 101 256 - 3 410
United Arab Emirates 91 19 292 - (35) 367
Saudi Arabia 112 169 202 16 1 500
Other 19 119 123 = (1) 260
Year ended 31 December 2015 272 408 873 16 (32) 1,537
Egypt 64 94 177 - - 335
United Arab Emirates 154 190 364 - (46) 662
Saudi Arabia 91 168 203 19 5 486
Other 14 152 182 - (5) 343
Year ended 31 December 2014 323 604 926 19 (46) 1,826
Egypt 31 37 166 - (29) 205
United Arab Emirates 142 290 275 1 (72) 636
Saudi Arabia 82 146 188 15 7 438
Other 3 172 240 - - 415
Year ended 31 December 2013 258 645 869 16 (94) 1,694
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Profit/(loss) before tax and balance sheet data — Middle East and North Africa

2015
Retail »
Banking Global Global Inter- 5
and Wealth Commercial Banking and Private segment %
Management Banking Markets Banking Other elimination® Total o
$m $m $m $m $m $m Sm .2
o
Profit/(loss) before tax 2
©
Net interest income 587 451 478 - 3 12 1,531 =
wn
Net fee income/(expense) 176 249 213 - (5) - 633
Trading income excluding net interest
income 51 62 216 = = = 329
Net interest income/(expense) on
trading activities - - 8 = = (12) (4)
Net trading income*° 51 62 224 - - (12) 325
Net expense from financial instruments
designated at fair value - - - - 6 - 6 ‘%
Gains less losses from financial >
investments 7 5 5 - - - 17 &)
Dividend income 1 1 7 - - - 9 =
Other operating income 12 11 25 - 99 (103) 44 E)
Total operating income 834 779 952 - 103 (103) 2,565 g
Net insurance claims* - - - - - - - i
Net operating income! 834 779 952 - 103 (103) 2,565
Loan impairment (charges)/recoveries
and other credit risk provisions (121) (183) 5 - - - (299)
Net operating income 713 596 957 - 103 (103) 2,266
Total operating expenses (557) (357) (286) - (137) 103 (1,234) )
3]
Operating profit/(loss) 156 239 671 - (34) - 1,032 %
Share of profit in associates c
and joint ventures 116 169 202 16 2 - 505 g
Profit/(loss) before tax 272 408 873 16 (32) - 1,537 8
[0)
et
% % % % % % ©
Share of HSBC's profit before tax 1.4 2.2 4.6 0.1 (0.2) 8.1 8_
Cost efficiency ratio 66.8 45.8 30.0 - 133.0 48.1 5
o
Balance sheet data®
$m $m $m $m $m $m
Loans and advances to customers (net) 6,374 13,695 9,825 - - 29,894
Total assets 7,194 15,546 35,929 92 3,067 (2,592) 59,236
Customer accounts 17,172 12,192 6,901 - 203 36,468 ‘2
)
<
)
et
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w
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Report of the Directors: Geographical regions (continued)
Middle East and North Africa / North America

Profit/(loss) before tax
Net interest income
Net fee income/(expense)

Trading income/(expense) excluding
net interest income

Net interest income/(expenses) on
trading activities

Net trading income/(expense)*®

Net expense from financial instruments
designated at fair value

Gains less losses from financial
investments

Dividend income

Other operating income

Total operating income
Net insurance claims*®
Net operating income?!

Loan impairment (charges)/recoveries
and other credit risk provisions

Net operating income
Total operating expenses
Operating profit/(loss)

Share of profit in associates
and joint ventures

Profit/(loss) before tax

Share of HSBC's profit before tax
Cost efficiency ratio

Balance sheet data®

Loans and advances to customers (net)
Total assets
Customer accounts

For footnotes, see page 99.

2014
Retail
Banking Global Global Inter-
and Wealth  Commercial ~ Banking and Private segment

Management Banking Markets Banking Other elimination* Total
$m $m $m $m $m Sm $m

615 467 410 - 3 24 1,519
152 268 240 - (10) - 650

58 68 207 - (5) - 328
- - 10 - - (24) (14)

58 68 217 - (5) (24) 314

- - - - @) - )

1 1 20 - - - 22

1 1 12 - - - 14

8 - 27 - 108 (111) 32

835 805 926 - 93 (111) 2,548
835 805 926 - 93 (111) 2,548
(26) (21) 53 - _ _ 6

809 784 979 - 93 (111) 2,554
(578) (348) (256) - (145) 111 (1,216)
231 436 723 - (52) - 1,338

92 168 203 19 6 - 488

323 604 926 19 (46) - 1,826

% % % % % %

1.7 3.2 5.0 0.1 (0.2) 9.8
69.2 43.2 27.6 - 155.9 47.7
$m $m $m $m Sm $m
6,318 13,104 9,641 - - 29,063
7,073 14,911 39,229 77 2,900 (1,773) 62,417
18,024 11,809 9,630 - 257 39,720
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North America Profit before tax (Sm)

Our principal North American businesses are 694 1,999
located in the US and Canada. Operations in 010 1563 =
the US are primarily conducted through HSBC 1,417 =
Bank USA, N.A., and HSBC Finance, a national f
consumer finance company. HSBC Markets (112) >
(USA) Inc. is the intermediate holding company 614 i~
of, inter alia, HSBC Securities (USA) Inc. 7
Canadian operations are conducted through
HSBC Bank Canada. 2015 2014
2015 2014 2013 Revenue (Sm)
Sm Sm Sm
Net interest income 4,532 5,015 5,742 7657 o8 7755 8,152 116 8,016 5
Net fee income 2,018 1,940 2,143 >
Net trading income 545 411 948 (252) 'S
Other income/(expense) 562 786 (30) é:”
Net operating income? 7,657 8,152 8,803 ©
LICs3 (544) (322) (1,197) §
Net operating income 7,113 7,830 7,606 =
ic
Total operating expenses (6,501) (6,429) (6,416)
Operating profit 612 1,401 1,190 2015 2014
Income from associates3® 2 16 31
Profit before tax 614 1,417 1,221 Operating expenses (Sm )
Cost efficiency ratio 84.9% 78.9% 72.9%
RORWA2 0.3% 0.6% 0.5% 6,501 6,429 =
c
Year-end staff numbers 19,656 20,412 20,871 g
129 5,722
For footnotes, see page 99. 5650 (125) §
(851) (578) o
Country view of adjusted revenue O
)
2015 2014 §
Sm Sm 8_
us 5,926 6,083 ‘6
Canada 1,585 1,663 o
I
Other 244 270 2015 2014
Year ended 31 December 7,755 8,016 . Reported Significant items . Adjusted . Currency translation
For details of significant items, see page 77.
. el s . (2]
Profit/(loss) before tax by country within global businesses *GEJ
Retail £
Banking Global Global 9
and Wealth Commercial Banking and Private S
Management Banking Markets Banking Other Total Z)
$m $m Sm Sm Sm $m Ao
[3)
us (736) 302 355 65 55 41 %
Canada 58 259 189 = (21) 485 c
Other 33 12 49 (6) - 88 E
Year ended 31 December 2015 (645) 573 593 59 34 614
us 513 400 (403) 82 (60) 532
Canada 96 514 242 - (23) 829 c
Other 23 (1) 49 3 (18) 56 o
=
Year ended 31 December 2014 632 913 (112) 85 (101) 1,417 g
us (358) 296 633 53 (350) 274 HCE)
Canada 131 506 280 - (3) 914 -
Other 20 (16) 16 4 9 33 2
Year ended 31 December 2013 (207) 786 929 57 (344) 1,221 E
[5)
e
2
9p]
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Report of the Directors: Geographical regions (continued)

North America

Profit/(loss) before tax and balance sheet data — North America

2015
Retail
Banking Global Global Inter-
and Wealth  Commercial Banking and Private segment
Management Banking Markets Banking Other elimination** Total
$m Sm Sm Sm $m $m $m
Profit/(loss) before tax
Net interest income 2,188 1,365 771 206 31 (29) 4,532
Net fee income/(expense) 499 539 876 117 (13) - 2,018
Trading income/(expense) excluding
net interest income 12 33 188 11 (7) - 237
Net interest income on trading
activities 7 1 271 - - 29 308
Net trading income/(expense)*® 19 34 459 11 (7) 29 545
Changes in fair value of long-term debt
issued and related derivatives - - - - 181 - 181
Net income from other financial
instruments designated at
fair value - - - - - - -
Net expense from financial instruments
designated at fair value - - - - 181 - 181
Gains less losses from financial
investments - - 189 - (42) - 147
Dividend income 16 12 19 4 6 - 57
Net insurance premium income - - - - - - -
Other operating income (142) 53 76 (6) 1,804 (1,608) 177
Total operating income 2,580 2,003 2,390 332 1,960 (1,608) 7,657
Net insurance claims* - - - - - - -
Net operating income? 2,580 2,003 2,390 332 1,960 (1,608) 7,657
Loan impairment (charges)/recoveries
and other credit risk provisions (159) (323) (68) 6 - - (544)
Net operating income 2,421 1,680 2,322 338 1,960 (1,608) 7,113
Total operating expenses (3,066) (1,109) (1,729) (279) (1,926) 1,608 (6,501)
Operating profit/(loss) (645) 571 593 59 34 - 612
Share of profit in associates
and joint ventures - 2 - - - - 2
Profit/(loss) before tax (645) 573 593 59 34 - 614
% % % % % %
Share of HSBC's profit before tax (3.4) 3.0 3.1 0.3 0.3 33
Cost efficiency ratio 118.8 55.4 723 84.0 98.3 84.9
Balance sheet data®
Sm $m $m $m $m $m
Loans and advances to customers (net) 53,737 40,696 27,940 6,478 - 128,851
Total assets 62,127 47,009 282,201 8,629 14,489 (20,495) 393,960
Customer accounts 51,685 45,475 24,182 13,807 3 135,152
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Profit/(loss) before tax
Net interest income
Net fee income/(expense)

Trading income/(expense) excluding
net interest income

Net interest income on trading
activities

Net trading income/(expense)*®

Changes in fair value of long-term debt
issued and related derivatives

Net income from other financial
instruments designated at
fair value

Net expense from financial instruments
designated at fair value

Gains less losses from financial
investments

Dividend income

Net insurance premium income

Other operating income

Total operating income

Net insurance claims®

Net operating income!

Loan impairment (charges)/recoveries
and other credit risk provisions

Net operating income
Total operating expenses
Operating profit/(loss)

Share of profit in associates
and joint ventures

Profit/(loss) before tax

Share of HSBC's profit before tax
Cost efficiency ratio

Balance sheet data®

Loans and advances to customers (net)
Total assets
Customer accounts

For footnotes, see page 99.

2014

Retail
Banking Global Global Inter-
and Wealth  Commercial  Banking and Private segment

Management Banking Markets Banking Other  elimination** Total
$m $m sm Sm $Sm $m $m
2,645 1,455 587 204 157 (33) 5,015
497 572 775 130 (34) - 1,940
(165) 34 302 13 3 - 187
7 1 183 - - 33 224
(158) 35 485 13 3 33 411
- - - - (99) - (99)
- - - - (99) - (99)
- 15 237 - 5 - 257
13 8 16 3 4 - 44
268 61 101 1 1,872 (1,719) 584
3,265 2,146 2,201 351 1,908 (1,719) 8,152
3,265 2,146 2,201 351 1,908 (1,719) 8,152
(117) (148) (63) 8 (2) - (322)
3,148 1,998 2,138 359 1,906 (1,719) 7,830
(2,516) (1,101) (2,250) (274) (2,007) 1,719 (6,429)
632 897 (112) 85 (101) - 1,401
- 16 - - - - 16
632 913 (112) 85 (101) - 1,417
% % % % % %
3.4 4.9 (0.6) 0.5 (0.5) 7.6
77.1 51.3 102.2 78.1 105.2 78.9
$m Sm Sm $m $m $m
60,365 41,966 21,110 6,346 - 129,787
74,680 48,411 319,819 8,386 16,823 (31,260) 436,859
51,258 45,275 30,301 12,050 - 138,884
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Report of the Directors: Geographical regions (continued)

Latin America

Latin America

Our operations in Latin America principally
comprise HSBC Bank Brasil S.A.-Banco
Multiplo and HSBC México, S.A. In addition
to banking services, we operate insurance

businesses in Brazil, Mexico and Argentina.
During the year our operations in Brazil were
classified as held for sale.

2015 2014 2013
Total Other Total Other Total Other
Latin Latin Latin Latin Latin Latin
America Brazil America America Brazil America America Brazil America
$m Sm $m Sm $m $m $m $m $m
Net interest income 4,318 2,225 2,093 5,310 3,040 2,270 6,186 3,542 2,644
Net fee income 1,131 560 571 1,415 741 674 1,701 862 839
Net trading income 664 370 294 856 452 404 936 469 467
Other income 479 429 50 691 584 107 1,745 491 1,254
Net operating income! 6,592 3,584 3,008 8,272 4,817 3,455 10,568 5,364 5,204
LICs®* (1,495) (965) (530) (2,124) (1,500) (624) (2,666) (1,712) (954)
Net operating income 5,097 2,619 2,478 6,148 3,317 2,831 7,902 3,652 4,250
Total operating expenses (4,786) (2,613) (2,173) (5,932) (3,564) (2,368) (5,930) (3,301) (2,629)
Operating profit/(loss) 311 6 305 216 (247) 463 1,972 351 1,621
Income from associates3® (1) (1) - - - - - - -
Profit/(loss) before tax 310 5 305 216 (247) 463 1,972 351 1,621
Loans and advances to customers
(net) 17,293 - 17,293 43,122 23,749 19,373 43,918 24,924 18,994
- reported in held for sale?? | 17,001 || 17,001 || - || - || - || - || - || - || - |
Customer accounts 21,470 = 21,470 48,588 23,204 25,384 51,389 23,999 27,390
— reported in held for sale® [ 15004 | 15,004 || -] -] -1 -1 -1 -1 -
Cost efficiency ratio 72.6% 72.9% 72.2% 71.7% 74.0% 68.5% 56.1% 61.5% 50.5%
RoRWA? 0.4% - 0.8% 0.2% (0.5%) 1.2% 2.0% 0.7% 3.7%
Year-end staff numbers 39,828 19,145 20,683 41,201 19,564 21,637 42,542 19,869 22,673
For footnotes, see page 99.
Country view of adjusted revenue Revenue (Sm)
2015 2014
$m $m 8,272
Argentina 1,036 940
Mexico 1,968 1,931 6,592 6,556 6382
Other 3,552 3,511
—included in Other: Brazil 3,550 I | 3,443 (36) (1,871) (19)
Year ended 31 December 6,556 6,382
. —
2015 2014
Profit before tax (Sm) Operating expenses (5Sm)
149
459 5,932
108 366
310
42 4,786
4,601
216 4,434
(185)
(125)
1
2015 2014 2015 2014
. Reported Significant items . Adjusted . Currency translation

For details of significant items, see page 49.
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Profit/(loss) before tax by country within global businesses

Retail
Banking Global Global
and Wealth Commercial Banking and Private

Management?® Banking?® Markets Banking Other Total

$m $m $m $m $m $m

Argentina 43 152 125 - (3) 317
Brazil (344) 11 336 6 (4) 5
Mexico 73 (5) (15) (3) (18) 32
Other (12) 7 16 - (55) (44)
Year ended 31 December 2015 (240) 165 462 3 (80) 310
Argentina 68 119 219 - (22) 384
Brazil (230) (97) 115 (2) (33) (247)
Mexico 7 (23) 89 (2) (20) 51
Other (5) 8 27 - (2) 28
Year ended 31 December 2014 (160) 7 450 (4) (77) 216
Argentina 112 127 170 - (1) 408
Brazil (209) 52 514 5 (11) 351
Mexico 138 (144) 115 3) 11 117
Other 289 525 368 (1) (85) 1,096
Year ended 31 December 2013 330 560 1,167 1 (86) 1,972

For footnote, see page 99.
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Report of the Directors: Geographical regions (continued)

Latin America

Profit/(loss) before tax and balance sheet data — Latin America

2015
Retail
Banking Global Global Inter-
and Wealth Commercial Banking and Private segment
Management?® Banking?® Markets Banking Other elimination®* Total
Sm $m $m $m $m $m $m
Profit/(loss) before tax
Net interest income 2,891 997 461 18 15 (64) 4,318
Net fee income/(expense) 724 253 133 23 (2) - 1,131
Trading income/(expense) excluding
net interest income 149 89 239 3 (7) - 473
Net interest income on trading
activities = = 124 = 3 64 191
Net trading income/(expense)*° 149 89 363 3 (4) 64 664
Changes in fair value of long-term debt
issued and related derivatives - - - - - - -
Net income from other financial
instruments designated at fair value 439 134 2 - - - 575
Net income from financial instruments
designated at fair value 439 134 2 - - - 575
Gains less losses from financial
investments 14 1 56 = = = 71
Dividend income 4 2 1 - - - 7
Net insurance premium income 903 191 5 = = = 1,099
Other operating income 83 32 12 - 236 (224) 139
Total operating income 5,207 1,699 1,033 44 245 (224) 8,004
Net insurance claims* (1,129) (279) (4) - - - (1,412)
Net operating income? 4,078 1,420 1,029 44 245 (224) 6,592
Loan impairment charges and other
credit risk provisions (1,092) (364) (39) - - - (1,495)
Net operating income 2,986 1,056 990 a4 245 (224) 5,097
Total operating expenses (3,226) (890) (528) (41) (325) 224 (4,786)
Operating profit/(loss) (240) 166 462 3 (80) - 311
Share of loss in associates
and joint ventures - (1) - - - - (1)
Profit/(loss) before tax (240) 165 462 3 (80) - 310
% % % % % %
Share of HSBC's profit before tax (1.3) 0.9 2.4 - (0.3) 1.7
Cost efficiency ratio 79.1 62.7 51.3 93.2 132.7 72.6
Balance sheet data***
$m $m $m $m Sm $m
Loans and advances to customers (net) 5,935 6,719 4,592 47 - 17,293
Total assets 25,378 20,792 36,953 1,769 2,838 (1,468) 86,262
Customer accounts 12,042 5,904 3,422 102 - 21,470
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2014

Retail
Banking Global Global Inter-
and Wealth  Commercial ~ Banking and Private segment —
Management?® Banking?® Markets Banking Other  elimination* Total o)
o
$m $m $m $m Sm Sm $m &
Profit/(loss) before tax o
Net interest income 3,671 1,181 490 19 9 (60) 5,310 E
Net fee income 939 301 147 28 - - 1,415 8
Trading income/(expense) excluding &2
net interest income 125 101 391 3 (1) - 619
Net interest income/(expense) on
trading activities 1 4 174 - (2) 60 237
Net trading income/(expense)*° 126 105 565 3 (3) 60 856
Changes in fair value of long-term debt
issued and related derivatives - - - - - - -
Net income from other financial >
instruments designated at fair value 525 166 - - - - 691 GSJ
Net income from financial instruments &-’
designated at fair value 525 166 - - - - 691 —
Gains less losses from financial 8
investments - - 84 - - - 84 %
Dividend income 6 2 1 - - - 9 £
Net insurance premium income 1,272 246 5 - - - 1,523 L
Other operating income 61 40 19 - 213 (184) 149
Total operating income 6,600 2,041 1,311 50 219 (184) 10,037
Net insurance claims* (1,428) (334) (3) - - - (1,765)
Net operating income! 5,172 1,707 1,308 50 219 (184) 8,272
Loan impairment charges and other )
credit risk provisions (1,208) (659) (252) (5) - - (2,124) 8
®
Net operating income 3,964 1,048 1,056 45 219 (184) 6,148 =
Total operating expenses (4,124) (1,041) (606) (49) (296) 184 (5,932) %
Operating profit/(loss) (160) 7 450 (4) (77) - 216 O
Share of profit in associates %
and joint ventures - - - - - - - o)
o
Profit/(loss) before tax (160) 7 450 (4) (77) - 216 5
(@)
% % % % % %
Share of HSBC's profit before tax (0.8) - 2.4 - (0.5) 1.1
Cost efficiency ratio 79.7 61.0 46.3 98.0 135.2 71.7
Balance sheet data® "
Sm Sm Sm Sm Sm Sm =
()
Loans and advances to customers (net) 13,266 19,118 10,642 96 - 43,122 =
Total assets 30,855 28,070 55,827 298 1,155 (851) 115,354 %
Customer accounts 25,392 12,789 8,219 2,188 - 48,588 5
For footnotes, see page 99. E
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Report of the Directors: Other information
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Other information
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Funds under management
and assets held in custody

Funds under management:

2015 2014
$hn Shn

Funds under management
At 1 January 954 921
Net new money (3) 38
Value change 2 40
Exchange and other (57) (45)
At 31 December 896 954

Funds under management

by business

Global Asset Management 419 445
Global Private Banking 261 275
Affiliates 4 5
Other 212 229
At 31 December 896 954

For footnote, see page 99.

Funds under management (‘FUM’) represents assets
managed, either actively or passively, on behalf of our
customers. At 31 December 2015, FuM amounted to
$896bn, a decrease of 6% primarily due to adverse foreign
exchange movements as the US dollar strengthened
against all major currencies. Excluding currency translation,
FuM was broadly unchanged compared with 31 December
2014 as a reduction in GPB and other FuM was broadly
offset by an increase in Global Asset Management FuM.

Global Asset Management FuM decreased by 6% to $419bn
compared with 31 December 2014. Excluding currency
translation, FuM increased by 2% as we attracted $8bn of
net new money, notably in fixed income products from our
customers in Asia and net inflows into liquidity funds in
North America and Europe.

GPB FuM decreased by 5% to $261bn compared with

31 December 2014. Excluding currency translation, FuM
decreased by 1%, reflecting the ongoing repositioning of
our client base. This was partly offset by favourable market
movements, principally in Europe, and from positive net
new money in areas targeted for growth.

Other FuM, of which the main element is a corporate trust
business in Asia, decreased by 7% to $212bn, primarily due
to net outflows.

Assets held in custody* and under
administration

Custody is the safekeeping and servicing of securities and
other financial assets on behalf of clients. At 31 December
2015, we held assets as custodian of $6.2 trillion, 3%
lower than the $6.4 trillion held at 31 December 2014.
This decrease was driven by adverse foreign exchange
movements, primarily in Europe and Asia. Excluding this,
assets held as custodian increased by 2% compared with
31 December 2014, due to incremental net asset inflows
in Asia and Europe, partly offset by adverse market
movements, particularly in the second half of 2015.

Our Assets Under Administration business, which includes
the provision of bond and loan administration services and
the valuation of portfolios of securities and other financial
assets on behalf of clients, complements the Custody
business. At 31 December 2015, the value of assets

held under administration by the Group amounted to

$3.2 trillion. This was broadly unchanged compared

with 31 December 2014, which included adverse foreign
exchange movements, primarily in Europe. Excluding

the impact of currency translation, assets held under
administration increased by 4% driven by net asset inflows
in Europe and Asia.

Our disclosure philosophy

HSBC strives to maintain the highest standards of
disclosure in our reporting.

It has long been our policy to provide disclosures that help
investors and other stakeholders understand the Group’s
performance, financial position and changes thereto.

In accordance with this policy, the information provided in
the ‘Notes on the Financial Statements’ and the ‘Report of
the Directors’ goes beyond the minimum levels required by
accounting standards, statutory and regulatory requirements
and listing rules. In particular, we provide additional
disclosures having regard to the recommendations of

two Enhanced Disclosures Task Force reports. Enhancing
the Risk Disclosures of Banks, issued in October 2012, aims
to help financial institutions identify areas that investors
had highlighted as needing better and more transparent
information about banks’ risks, and how these risks relate
to performance measurement and reporting. We have
complied with all 32 recommendations in this report and in
our Pillar 3 Disclosures 2015 document. The ‘Risk’, ‘Capital’
and ‘Corporate Governance’ sections of this report and the
financial statements are accompanied by detailed tables

of contents to assist the reader to navigate through the
disclosures. Impact of Expected Credit Loss Approaches

on Bank Risk Disclosures, issued in December 2015,
provides further guidance on the application of the existing
recommendations in the context of an Expected Credit Loss
(‘ECL’) framework which we have considered in developing
the commentary under ‘Future accounting developments’
on page 347. In addition, we continue to enhance our
disclosures in line with good practice recommendations
issued by relevant regulators and standard setters and in
response to feedback received from users of our financial
statements.
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Taxes paid by region and

country

The following tables reflect a geographical view of

HSBC'’s operations.

Breakdown of tax paid by region®

Region

UK

Rest of Europe

Asia

Middle East and North Africa
North America

Latin America

Total

For footnote, see page 99.

Taxes paid by country®

Asia

Home and priority markets
—Hong Kong
— Mainland China
—India
— Australia
— Malaysia
— Indonesia
—Singapore
—Taiwan

Other markets

Europe
Home and priority markets
- UK
— France
—Germany
— Switzerland
Turkey
Other markets
Middle East and North Africa
Priority markets
— Saudi Arabia
- UAE
— Egypt
Other markets
North America
Priority markets
-UsS
—Canada
Other markets
Latin America
Priority markets
— Argentina
— Mexico
Brazil
Other markets

Total

For footnote, see page 99.

2015 2014

$hn Sbn

2.5 2.4

1.1 1.2

2.8 2.7

0.4 0.3
0.4 (0.1)

1.2 1.4

8.4 79

2015 2014 2013
Sm Sm Sm
2,780 2,687 2,536
2,445 2,399 2,185
1,415 1,273 1,248
277 278 207
285 290 318
173 204 105
92 133 106
70 76 74
80 101 88
53 44 39
335 288 351
3,660 3,625 3,500
3,346 3,391 3,244
2,526 2,363 2,107
620 790 844
108 131 151
92 107 142
16 75 82
298 159 174
433 294 321
407 246 283
151 84 70
120 102 98
136 60 115
26 48 38
353 (108) 414
353 (108) 410
127 (377) 125
226 269 285
- - 4
1,184 1,384 1,836
431 534 643
340 333 318
91 201 325
735 804 1,002
18 46 191
8,410 7,882 8,607

Conduct-related matters

Conduct-related costs included in significant items

2015 2014 2013
Sm Sm Sm

Income statement
Net interest income 10 632 -

Provisions arising from the
ongoing review of
compliance with the
Consumer Credit Act

in the UK 10 632 -
Operating expenses 2,362 3,077 1,687
Comprising:
Legal proceedings and
regulatory matters 1,821 1,802 352

— charge in relation to the
settlement agreement
with the Federal
Housing Finance

Authority - 550 -
— regulatory provisions

in GPB 172 65 352
—settlements and

provisions in

connection with legal

matters 1,649 1,187 -

Customer remediation 541 1,275 1,335

— UK customer redress

programmes 541 1,275 1,235

— US customer
remediation provisions
relating to Card and
Retail Services = - 100

Total charge for the year

relating to significant items 2,372 3,709 1,687
Of which:
Total provisions charge
for the year 2,362 2,500 1,687

Total provisions utilised
during the year 1,021 2,503 1,238

Balance sheet at
31 December

Total provisions 3,926 2,545 2,793
— legal proceedings and

regulatory matters 2,729 1,154 657

— customer remediation 1,197 1,391 2,136
Accruals, deferred income

and other liabilities 168 379 -

The table above provides a summary of conduct-related
costs incurred and included within significant items
(see pages 66 and 77).

HSBC defines ‘conduct’ as ensuring that we deliver fair
outcomes for our customers and that we do not disrupt the
orderly and transparent operation of financial markets. The
Board places a strong emphasis on conduct, requiring
adherence to high behavioural standards and doing the
right thing. This includes ensuring that the lessons of
unexpected outcomes, mistakes and control failings are
both acknowledged and responded to in a timely and
effective manner.

Board oversight of conduct matters is provided by the
Conduct & Values Committee, which oversees the promotion
and embedding of HSBC Values and our required global
conduct outcomes, and the Remuneration Committee, which
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Report of the Directors: Other information (continued)

Carbon dioxide emissions / Property / Footnotes

considers conduct and compliance-related matters relevant
to remuneration. The reports of these committees may be
found on pages 270 to 273.

An overview of our conduct framework is set out in page 41.
The management of conduct of business and the steps taken
to raise standards and deal with historical incidents are
described on page 178.

‘Regulatory focus on conduct of business and financial crime’
is one of the Group’s top and emerging risks which is
discussed on page 112.

Total conduct-related costs within significant items were
$2.4bn, a decrease of $1.3bn compared with 2014.
Provisions raised in 2015 resulted from the on-going
consequences of a small number of significant historical
events.

Operating expenses included significant items related to
conduct matters of $2.4bn, including $1.8bn in respect of
legal proceedings and regulatory matters, of which $0.2bn
related to regulatory matters in our private banking
operations and $1.6bn was in respect of settlements and
provisions in connection with legal matters. These are
discussed in Note 40 on the Financial Statements.

Customer remediation costs charged to operating expenses
included $0.5bn in respect of the mis-selling of payment
protection insurance (‘PPI’). Cumulative PPI provisions made
since the Judicial Review ruling in the first half of 2011
totalled $4.7bn, of which $3.6bn had been paid as at

31 December 2015 (see Note 29 on the Financial
Statements).

Carbon dioxide emissions

HSBC'’s carbon dioxide emissions are calculated on
the basis of the energy used in our buildings and
employee business travel from over 28 countries
(covering about 91% of our operations by FTE).

The data, gathered on energy consumption and distance
travelled, are converted to carbon dioxide emissions using
conversion factors from the following sources, if available, in
order of preference:

1. electricity attribute certificates or equivalent instruments;

2. contracts for electricity, such as Power Purchase
Agreements;

3. supplier/utility emission rates;

. residual mix (sub-national or national);

5. other grid-average emission factors (sub-national or
national); and

6. for other types of energy than electricity and travel, if no
specific factors can be obtained, we use the latest
available factors provided by the UK Department for
Environment, Food and Rural Affairs and/or the
Department of Energy and Climate Change in the UK.

IS

This is the market-based methodology recommended by the
revised guidelines of the Greenhouse Gas Protocol for 2015
disclosure onwards.

To incorporate all of the operations over which we have
financial (management) control, the calculated carbon
dioxide emissions are scaled up on the basis of the FTE
coverage rate to account for any missing data (typically
less than 10% of FTEs). In addition, emission uplift rates
are applied to allow for uncertainty on the quality and
coverage of emission measurement and estimation. The
rates are 4% for electricity, 10% for other energy and 6% for
business travel, based on the Intergovernmental Panel on
Climate Change Good Practice Guidance and Uncertainty
Management in National Greenhouse Gas Inventories, and
our internal analysis of data coverage and quality.

Carbon dioxide emissions in tonnes

2015 2014%°
Total 771,000 795,000
From energy 662,000 676,000
From travel 109,000 119,000
Carbon dioxide emissions in tonnes per FTE

2015 2014%°
Total 297 3.08
From energy 2.54 2.62
From travel 0.42 0.46

For footnote, see page 99.

Our greenhouse gas reporting year runs from October
to September. For the year from 1 October 2014 to

30 September 2015, carbon dioxide emissions from our
global operations were 771,000 tonnes.

Independent assurance of our carbon dioxide emissions
will be available in the first half of 2016 on our website.

Property

At 31 December 2015, we operated from some 6,860
operational properties worldwide.

Approximately 1,840 were located in Europe, 1,760 in Asia,
430 in North America, 2,590 in Latin America and 240 in
Middle East and North Africa. These properties had an area
of approximately 51.9m square feet (2014: 54.3m square
feet).

Our freehold and long leasehold properties, together with
all our leasehold land in Hong Kong, were valued in 2015.
The value of these properties was $11.3bn (2014: $10.8bn)
in excess of their carrying amount in the consolidated
balance sheet on an historical cost based measure.

In addition, properties with a net book value of $1.4bn
(2014: $1.6bn) were held for investment purposes.

Our operational properties are stated at cost, being
historical cost or fair value at the date of transition to IFRSs
(their deemed cost) less any impairment losses, and are
depreciated on a basis calculated to write off the assets
over their estimated useful lives. Properties owned as a
consequence of an acquisition are recognised initially at
fair value.
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Footnotes to pages 48 to 98
Use of non-GAAP financial measures

1 Net operating income before loan impairment charges and other credit risk provisions, also referred to as revenue.

2 ‘Own credit spread’ includes the fair value movements on our long-term debt attributable to credit spread where the net result of such movements
will be zero upon maturity of the debt. This does not include fair value changes due to own credit risk in respect of trading liabilities or derivative
liabilities.

Consolidated income statement/Group performance by income and expense item

3 Dividends recorded in the financial statements are dividends per ordinary share declared in a year and are not dividends in respect of, or for, that
year.

4 Dividends per ordinary share expressed as a percentage of basic earnings per share.

5 Net interest income includes the cost of internally funding trading assets, while the related external revenues are reported in ‘Trading income’. In our
global business results, the cost of funding trading assets is included with Global Banking and Market’s net trading income as interest expense.

6 Gross interest yield is the average annualised interest rate earned on average interest-earning assets (‘AIEA’).

7 Net interest spread is the difference between the average annualised interest rate earned on AIEA, net of amortised premiums and loan fees, and the
average annualised interest rate paid on average interest-bearing funds.

8 Net interest margin is net interest income expressed as an annualised percentage of AIEA.

9 Interest income on trading assets is reported as ‘Net trading income’ in the consolidated income statement.

10 Interest income on financial assets designated at fair value is reported as ‘Net income from financial instruments designated at fair value’ in the
consolidated income statement.

11 Including interest-bearing bank deposits only.

12 Interest expense on financial liabilities designated at fair value is reported as ‘Net income on financial instruments designated at fair value’ in the
consolidated income statement, other than interest on own debt which is reported in ‘Interest expense’.

13 Including interest-bearing customer accounts only.

14 Trading income also includes movements on non-qualifying hedges. These hedges are derivatives entered into as part of a documented interest rate
management strategy for which hedge accounting was not, nor could be, applied. They are principally cross-currency and interest rate swaps used to
economically hedge fixed rate debt issued by HSBC Holdings and floating rate debt issued by HSBC Finance. The size and direction of the changes in
the fair value of non-qualifying hedges that are recognised in the income statement can be volatile from year-to-year, but do not alter the cash flows
expected as part of the documented interest rate management strategy for both the instruments and the underlying economically hedged assets and
liabilities if the derivative is held to maturity.

15 Net insurance claims and benefits paid and movement in liabilities to policyholders arise from both life and non-life insurance business. For non-life
business, amounts reported represent the cost of claims paid during the year and the estimated cost of incurred claims. For life business, the main
element of claims is the liability to policyholders created on the initial underwriting of the policy and any subsequent movement in the liability that
arises, primarily from the attribution of investment performance to savings-related policies. Consequently, claims rise in line with increases in sales of
savings-related business and with investment market growth.

16 The cost efficiency ratio is defined as total operating expenses divided by net operating income before loan impairment charges and other credit risk
provisions.

Consolidated balance sheet

17 Net of impairment allowances.

18 On 1 January 2014, CRD IV came into force and the calculation of capital resources and risk-weighted assets for 2014 and 2015 are calculated and
presented on this basis. 2011 to 2013 comparatives are on a Basel 2.5 basis.

19 Capital resources are total regulatory capital, the calculation of which is set out on page 234.

20 Including perpetual preferred securities, details of which can be found in Note 30 on the Financial Statements.

21 The definition of net asset value per ordinary share is total shareholders’ equity, less non-cumulative preference shares and capital securities, divided
by the number of ordinary shares in issue excluding shares the company has purchased and are held in treasury.

22 In the first half of 2015 our operations in Brazil were classified as held for sale. As a result, balance sheet accounts have been classified to ‘Assets held
for sale’ and ‘Liabilities of disposal groups held for sale’. There is no separate income statement classification.

23 France primarily comprises the domestic operations of HSBC Finance, HSBC Assurances Vie and the Paris branch of HSBC Bank plc.

Reconciliation of RORWA measures

24 Pre-tax return on average risk-weighted assets (‘RoORWA’) is calculated using pre-tax return and reported average RWAs. Adjusted RORWA is
calculated using adjusted pre-tax return and adjusted average RWAs.

25 Reported average risk-weighted assets (‘average RWAs’) are calculated using an average of RWAs at quarter-ends on a Basel 2.5 basis for
31 December 2013 and a CRD IV end point basis from all periods from 1 January 2014. Adjusted average RWAs are calculated using reported average
RWASs adjusted for the effects of currency translation differences and significant items.

26 ‘Other’ includes treasury services related to the US Consumer and Mortgage Lending business and commercial operations in run-off. US CML includes
loan portfolios within the run-off business that are designated held for sale.

27 ‘Currency translation adjustment’ is the effect of translating the assets and liabilities of subsidiaries and associates for the previous year-end at the
rates of exchange applicable at the current year-end.

Global businesses and geographical regions

28 In the first half of 2015, a portfolio of customers was transferred from CMB to RBWM in Latin America in order to better align the combined banking
needs of the customers with our established global businesses. Comparative data have been re-presented accordingly.

29 The main jitems reported under ‘Other’ are the results of HSBC’s holding company and financing operations, which includes net interest earned on
free capital held centrally, operating costs incurred by the head office operations in providing stewardship and central management services to HSBC,
along with the costs incurred by the Group Service Centres and Shared Service Organisations and associated recoveries. The results also include fines
and penalties as part of the settlement of investigations into past inadequate compliance with anti-money laundering and sanctions laws, the UK
bank levy together with unallocated investment activities, centrally held investment companies, gains arising from the dilution of interests in
associates and joint ventures and certain property transactions. In addition, ‘Other’ also includes part of the movement in the fair value of long-term
debt designated at fair value (the remainder of the Group’s movement on own debt is included in GB&M).
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Assets by geographical region and global businesses include intra-HSBC items. These items are eliminated, where appropriate, under the heading
‘Intra-HSBC items’ or ‘Inter-segment elimination’, as appropriate.

Amounts are non-additive across geographical regions and global businesses due to inter-company transactions within the Group.

Excludes items where there are substantial offsets in the income statement for the same year.

Other income in this context comprises where applicable net trading income, net income/(expense) from other financial instruments designated at
fair value, gains less losses from financial investments, dividend income, net insurance premium income and other operating income less net
insurance claims and benefits paid and movement in liabilities to policyholders.

Loan impairment charges and other credit risk provisions.

Share of profit in associates and joint ventures.

‘Investment distribution’ includes Investments, which comprises mutual funds (HSBC manufactured and third party), structured products and
securities trading, and Wealth Insurance distribution, consisting of HSBC manufactured and third-party life, pension and investment insurance
products.

‘Other personal lending’ includes personal non-residential closed-end loans and personal overdrafts.

‘Other’ mainly includes the distribution and manufacturing (where applicable) of retail and credit protection insurance.

‘Markets products, Insurance and Investments and Other’ includes revenue from Foreign Exchange, insurance manufacturing and distribution,
interest rate management and GCF products.

Net interest income includes the cost of internally funding trading assets, while the related revenues are reported in net trading income. In our global
business results, the total cost of funding trading assets is included within GB&M’s net trading income as an interest expense. In the statutory
presentation, internal interest income and expense are eliminated.

In 2015, Markets included a favourable fair value movement of $202m on the widening of credit spreads on structured liabilities (2014: adverse fair
value movement of S15m; 2013: adverse fair value movement of S66m).

‘Other’ in GB&M includes net interest earned on free capital held in the global business not assigned to products, allocated funding costs and gains
resulting from business disposals. Within the management view of total operating income, notional tax credits are allocated to the businesses to
reflect the economic benefit generated by certain activities which is not reflected within operating income, for example notional credits on income
earned from tax-exempt investments where the economic benefit of the activity is reflected in tax expense. In order to reflect the total operating
income on an IFRSs basis, the offset to these tax credits are included within ‘Other’.

‘Client assets’ are translated at the rates of exchange applicable for their respective period-ends, with the effects of currency translation reported
separately. The main components of client assets were funds under management (5261bn at 31 December 2015) which were not reported on the
Group’s balance sheet, and customer deposits (588bn at 31 December 2015), of which $80bn was reported on the Group’s balance sheet and S8bn
were off-balance sheet deposits.

Inter-segment elimination comprises (i) the costs of shared services and Group Service Centres included within ‘Other’ which are recovered from
global businesses, and (ii) the intra-segment funding costs of trading activities undertaken within GB&M. HSBC’s Balance Sheet Management
business, reported within GB&M, provides funding to the trading businesses. To report GB&M'’s ‘Net trading income’ on a fully funded basis, ‘Net
interest income’ and ‘Net interest income/(expense) on trading activities’ are grossed up to reflect internal funding transactions prior to their
elimination in the inter-segment column.

Net insurance claims and benefits paid and movement in liabilities to policyholders.

‘Employee expenses’ comprises costs directly incurred by each global business. The reallocation and recharging of employee and other expenses
directly incurred in the ‘Other’ category is shown in ‘Other operating expenses’.

RWASs are non-additive across geographical regions due to market risk diversification effects within the Group.

Funds under management and assets held in custody are not reported on the Group’s balance sheet, except where it is deemed that we are acting as
principal rather than agent in our role as investment manager, and these assets are consolidated as Structured entities (see Note 39 on the Financial
Statements).

Taxes paid by HSBC relate to HSBC’s own tax liabilities including tax on profits earned, employer taxes, bank levy and other duties/levies such as
stamp duty. Numbers are reported on a cash flow basis.

Following the release of the new GHG Protocol Scope 2 Guidance, we decided to use the state-specific eGRID emission factors for our US operations
until such time as we obtain supplier-specific emission factors. For 2014, therefore, our reported total carbon dioxide emissions have increased by
43,000 tonnes and our carbon dioxide emissions per FTE have increased by 0.16 tonnes.
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NP  Vanaging risk

All of our activities involve, to varying degrees, the

Managing risk 101 measurement, evaluation and management of risk =
. . . o)
Risk management framework 101 or combinations of risks. =
G d 102 H H H (e
overnance and structure Our conservative risk profile ©
R ibiliti 104 g
esponsibliities We maintain a conservative risk profile which %
Processes 105 encompasses the following: 5
Risk factors 108 . . .
Financial position
Risk governance 193
& e Strong capital position, defined by regulatory and
Risk appetite 194 internal capital ratios.
Top and emerging risks 110 e Liquidity and funding management for each operating
Externally driven 110 entity, on a stand-alone basis.
Internally driven 114 Operating model q;_)
3
Areas of special interest 116 e Returns generated in line with risk taken. 14
) o . ) ) " ) ) o T
Financial crime compliance and regulatory o Sustainable and diversified earnings mix, delivering =
compliance 116 consistent returns for shareholders. §
The Monitor 116 ir
Business practice
Regulatory stress tests 116
e Zer lerance for knowingly engaging in an in
Oil and gas prices 117 e .o_to erance _o : owingly engaging in any bus! ess,
activity or association where foreseeable reputational
Metals and mining 117 risk or damage has not been considered and/or
Mainland China exposures 117 mitigated.
o)
Credit risk 118 195 e No appetite for deliberately or knowingly causing e
detriment to consumers arising from our products and L
Liquidity and funding 154 204 services or incurring a breach of the letter or spirit of §
i o)
Market risk 166 210 regulatory requirements. 3
e No appetite for inappropriate market conduct by a L
Operational risk 176 217 PP pprop X \ ©
member of staff or by any Group business. S
Compliance risk 178 217 e
: o)
Legal risk 218 Risk management framework [8)
Global security and fraud risk 218 Managing risk effectively is fundamental to the delivery
. of our strategic priorities. In doing so, we employ a risk
Systems risk 219 .
management framework at all levels of the organisation and
Vendor risk management 219 across all risk types. It fosters the continuous monitoring of
. . . . . "
Risk management of insurance operations 180 219 the r|sk.er_1V|ronm_ent and an integrated evaluation of risks K
and their interactions. It also ensures that we have a [}
Other material risks 189 consistent approach to risk management across the Group. %
i ) ©
Reputational risk 189 224 Our enterprise risk management framework is O
Fiduciary risk 189 224 underpinned by our risk culture and is reinforced by Ic
(6]
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instrumental in aligning the behaviours of individuals with c
Sustainability risk 190 226 the Group’s attitude to assuming and managing risk and &
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Report of the Directors: Risk (continued)
Managing risk

HSBC Culture and Values

Role of Board and its Committees

The Board approves risk appetite, plans and performance targets
(page 256), which sets the ‘tone from the top’.

GRC advises on risk appetite, risk governance and other high-level
risk-related matters (page 266).

Group Risk Financial System |
Com:\ittee Vulnerabilities Zommittee Con:::’:ixtlleaeues FSVC advises on financial crime and financial systems abuse (page 268).
@ (‘GRC’) (‘FSVC’) (‘eve) CVC advises on polices and procedures to ensure we adhere to HSBC
S Values (page 272).
g
= Rolelof seniormanagement Formulate and implement strategy within risk appetite.
" Responsible for risk governance and controls
T
f=
: Risk appetite Describes the types and quantum of risks we are prepared to accept in
g PP achieving our medium- and long-term strategic goals (page 102).
g
= - . "
g R OveTna e T amework E_nsures appropriate oversight of and accountability for management of
risk (page 102).
o
(G
3 L Processes to identify, monitor and mitigate risks to ensure we remain
Enterprise-wide risk management tools A X "
within our risk appetite (page 103).
Risk map Top and emerging risks Stress testing

Our ‘Three lines of defence’ model defines roles and responsibilities

g for risk management (page 104).
= Three lines of defence Independent Risk Our risk culture empowers our people to do the right thing for our
= People A i :
s model function customers, reinforced by our approach to remuneration (page 104).
2 An independent Risk function ensures the necessary balance in
g_ risk/return decisions (page 104).
v
g Identificati itigati
entification Monitoring Mitigation/ Reporting Essential for the effective management of risk.
and Assessment Management
. . . Risks arising from our business activities that are measured,
Banking and insurance risks .
o monitored and managed (page 105).
2
8 ) . ) Set by Risk Stewards for each of our material banking and insurance
8 Risk Policies and Practices risks (page 105).
(-9

Internal Controls

The Operational Risk Management Framework defines minimum standards
and processes for operational risks and internal controls across the Group
(page 176).

Tools, Technology and Infrastructure

Governance and structure
Corporate and risk governance

Robust risk governance and accountability are embedded
throughout the Group through an established framework
that ensures appropriate oversight of and accountability
for the effective management of risk.

The Board has ultimate responsibility for the effective
management of risk and approves HSBC’s risk appetite.
The Board is advised on risk-related matters by the
following committees:

e The Group Risk Committee advises the Board on
risk appetite and its alignment with strategy, risk
governance and internal controls, and high-level risk
related matters.

e The Financial System Vulnerabilities Committee reports
to the Board on matters relating to financial crime and
financial system abuse and provides a forward-looking
perspective on financial crime risk.

e The Conduct & Values Committee oversees the design
and application of HSBC's policies, procedures and

standards to ensure that we conduct business responsibly
and consistently adhere to HSBC Values, and advises the

Board accordingly.

Executive accountability for the ongoing monitoring,
assessment and management of the risk environment and
the effectiveness of our risk management policies resides
with the RMM, the Risk Management Meeting of the
Group Management Board (‘GMB’). Day-to-day risk
management activities are the responsibility of senior
managers of individual businesses, supported by global
functions as described under ‘Three lines of defence’
below.

The consistency of governance structures across HSBC is
enforced through risk management committees, as set
out in our enterprise risk management framework, and
adherence to consistent standards and risk management
policies.

The executive and non-executive risk governance
structures and their interactions are set out on page 193,
with similar arrangements in place for major operating
subsidiaries.

The report of the Group Risk Committee is on page 266, of the
Financial System Vulnerabilities Committee is on page 268, and
of the Conduct & Values Committee is on page 272.

Risk appetite

The Group’s Risk Appetite Statement (‘RAS’) is the written
articulation of the aggregated level and types of risk that
we are willing to accept in our business activities in order
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to achieve our medium to long-term business objectives.
It is a key component of our management of risk and is
reviewed on an ongoing basis, with formal approval from
the Board every six months on the recommendation of the
Group Risk Committee.

The Group’s actual risk appetite profile is reported to the
RMM on a monthly basis to enable senior management to
monitor the risk profile and guide business activity in order
to balance risk and return, allowing risks to be promptly
identified and mitigated, and inform risk-adjusted
remuneration to drive a strong risk culture across the
Group.

The RAS is established and monitored as part of the Global
Risk Appetite Framework, which provides a globally
consistent and structured approach to the management,
measurement and control of risk by detailing the
processes, governance and other features of how risk
appetite is cascaded to drive day-to-day decision-making
through policies, limits and the control framework.

Risk appetite informs the strategic and financial planning

process, defining the desired forward-looking risk profile

of the Group. It is also embedded in other enterprise risk
tools such as top and emerging risks and stress testing, to
ensure consistency in risk management.

Global businesses, geographical regions and strategic
countries are required to have their own RASs, which are
subject to assurance to ensure they remain directionally
aligned to the Group’s. All RASs and business activities are
guided and underpinned by a set of qualitative principles,
outlined in the Appendix to Risk on page 194. Additionally,
quantitative metrics are defined along with appetite and
tolerance thresholds for 10 risk areas.

Enterprise-wide risk management tools

The following processes to identify, manage and mitigate
risks are integral to risk management at HSBC, helping to
ensure that we remain within our risk appetite.

Risk map

The risk map process provides a point-in-time view of the
risk profile of the Group across a suite of risk categories
including our material banking risks and insurance risks
(see page 105). It assesses the potential for these risks

to materially affect our financial results, reputation or
business sustainability on current and projected bases.

The risk categories presented on the risk map are regularly
assessed through our risk appetite profile, are stress tested
and, where thematic issues arise, are considered for
classification as top or emerging risks.

Top and emerging risks

Identifying, managing and monitoring risks are integral to
our approach to risk management. Our top and emerging
risks process provides a forward-looking view of those risks
which have the potential to threaten the execution of our
strategy and our global operations. Top and emerging risks
are generally described thematically, and may have an
impact across multiple risk map categories, global
businesses or regions.

We define a ‘top risk’ as a thematic issue arising across
any combination of risk map categories, regions or global
businesses which has the potential to have a material
effect on the Group’s financial results, reputation or long-
term business model, and which may form and crystallise
between six months and one year. The risk impact may
be well understood by senior management, with some
mitigating actions already in place. Stress tests of varying
granularity may also have been carried out to assess the
effect.

An ‘emerging risk’ is defined as a thematic issue that

has large unknown components which may form and
crystallise beyond a one-year time horizon. If it were to
materialise, it could have a significant material effect on a
combination of the Group’s long-term strategy, profitability
and reputation. Existing management action plans are
likely to be minimal, reflecting the uncertain nature of
these risks at this stage. Some high-level analysis and/or
stress testing may have been carried out to assess the
impact.

Our top and emerging risk framework enables us to identify
and manage current and forward-looking risks to ensure
our risk appetite remains appropriate. The ongoing
assessment of our top and emerging risks is informed by a
comprehensive suite of risk factors (see page 108) and the
results of our stress testing programme. When our top and
emerging risks result in our risk appetite being exceeded,
or have the potential to exceed, we take steps to mitigate
them, including reducing our exposure to areas of stress.

Our current top and emerging risks are discussed on page 110.

Stress testing

Our stress testing and scenario analysis programme
examines the sensitivities of our capital plans and
unplanned demand for regulatory capital under a number
of scenarios and ensures that top and emerging risks are
appropriately considered. These scenarios include, but

are not limited to, adverse macroeconomic events, failures
at country, sector and counterparty levels, geopolitical
occurrences and a variety of projected major operational
risk events.

At Board level, the Group Chief Risk Officer and the Group
Finance Director are the two executive Directors jointly
accountable for oversight of stress testing in HSBC. The
Stress Testing Management Board, which is chaired by the
Group Finance Director, is responsible for stress testing
strategy and stewardship. Updates on stress testing are
provided regularly to the RMM. The Group Risk Committee
is informed and consulted on the bank’s stress testing
activities, as appropriate, and approves the key elements
of the Bank of England concurrent stress test, including
final results.

The development of macroeconomic scenarios is a critical
part of the process. Potential scenarios are defined and
generated by a panel of economic experts from various
global teams, including Risk and Finance. Scenarios are
translated into financial impacts, such as on our forecast
profitability and RWAs, using a suite of stress testing
models and methodologies. Models are subject to
independent model review and go through a process of
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Report of the Directors: Risk (continued)
Managing risk

validation and approval. Model overlays may be considered
where necessary.

Stress testing results are subject to a review and challenge
process at regional, global business and Group levels and
action plans are developed to mitigate identified risks. The
extent to which these action plans would be implemented
in the event of particular scenarios occurring depends on
senior management’s evaluation of the risks and their
potential consequences, taking into account HSBC’s risk
appetite.

In addition to the Group-wide risk scenarios, each major
HSBC subsidiary conducts regular macroeconomic and
event-driven scenario analyses specific to their region.
They also participate in local regulatory stress testing
programmes, where required.

Stress testing is applied to risks such as operational risk,
including market risk, liquidity and funding risk, credit risk
and conduct to evaluate the potential effects of stress
scenarios on portfolio values, structural long-term funding
positions, income or capital.

Reverse stress testing is run annually on both Group and,
where required, subsidiary entity bases. This stress test is
conducted by assuming the business model is non-viable
and works backwards to identify a range of occurrences
that could bring that event about. Non-viability might occur
before the bank’s capital is depleted, and could result from
a variety of events, including idiosyncratic or systemic
events or combinations thereof. It could imply failure

of the Group’s holding company or one of its major
subsidiaries. Reverse stress testing is used to strengthen
our resilience by identifying potential stresses and
vulnerabilities which the Group might face and helping to
inform early-warning triggers, management actions and
contingency plans designed to mitigate their effect, were
they to occur.

HSBC participated in regulatory stress testing programmes
in a number of jurisdictions during 2015, as outlined on
page 116. In addition, we have conducted an internal stress
test, incorporating the latest portfolio developments and
business plan. For this exercise management considers
that the Bank of England 2015 scenario reflects key risks
which merit examination at this time. The results of this
exercise are used for internal risk and capital management
processes, including the Internal Capital Adequacy
Assessment Process (‘ICAAP’).

Responsibilities
Three lines of defence

We use the three lines of defence model to underpin
our approach to strong risk management. It defines
responsibilities for: identifying, assessing, measuring,
managing, monitoring and mitigating risks; encouraging
collaboration; and enabling efficient coordination of risk
and control activities.

For details of the three lines of defence model, see page 177.

People

All employees are required to identify, assess and manage
risk within the scope of their assigned responsibilities and,
as such, they are critical to the effectiveness of the three
lines of defence.

Clear and consistent employee communication on risk
conveys strategic messages and sets the tone from senior
leadership. We deploy a suite of mandatory training on
critical risk and compliance topics to embed skills and
understanding and strengthen the risk culture within HSBC.
It reinforces the attitude to risk in the behaviour expected
of employees, as described in our risk policies. The training
is updated regularly, describing technical aspects of the
various risks assumed by the Group and how they should
be managed effectively. A confidential disclosure line
enables staff to raise concerns (see page 179).

Our risk culture is reinforced by our approach to
remuneration. Individual awards, including those for
executives, are based on compliance with HSBC Values and
the achievement of financial and non-financial objectives
which are aligned to our risk appetite and global strategy.

For further information on risk and remuneration, see the Report
of the Group Remuneration Committee on page 270.

Independent Risk function

Global Risk, headed by the Group Chief Risk Officer,

is responsible for the enterprise risk management
framework. This includes establishing global policy,
monitoring risk profiles and forward-looking risk
identification and management. Global Risk also has
functional responsibility for risk management in support of
HSBC's global businesses and regions through its Risk sub-
functions, which are independent from the sales and trading
functions of the Group’s businesses. This independence
ensures the necessary balance in risk/return decisions.
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Processes
Banking and insurance risks

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

Description of risks — banking operations

Credit risk (page 118)

Measurement, monitoring a

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

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

Credit risk is:

L]

measured as the amount which could be lost if a customer or
counterparty fails to make repayments. In the case of derivatives,
the measurement of exposure takes into account the current
mark-to-market value to HSBC of the contract and the expected
potential change in that value over time caused by movements in
market rates;

monitored within limits approved by individuals within a
framework of delegated authorities. These limits represent the
peak exposure or loss to which HSBC could be subjected should the
customer or counterparty fail to perform its contractual
obligations; and

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

Liquidity and funding risk (page 154)

The risk that we do not have
sufficient financial resources to
meet our obligations as they fall
due or that we can only do so at
excessive cost.

Liquidity risk arises from
mismatches in the timing of
cash flows.

Funding risk arises when the
liquidity needed to fund
illiquid asset positions
cannot be obtained at the
expected terms and when
required.

Liquidity and funding risk is:

measured using internal metrics including stressed operational
cash flow projections, coverage ratios and advances to core
funding ratios;

monitored against the Group’s liquidity and funding risk
framework and overseen by regional Asset and Liability
Management Committees (‘ALCQO’s), Group ALCO and the RMM;
and

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

Market risk (page 166)

The risk that movements in
market factors, including foreign separated into two
exchange rates and commodity portfolios:
prices, interest rates, credit e trading portfolios
spreads and equity prices, will comprise positions
reduce our income or the value of arising from market-
our portfolios. making and warehousing
of customer-derived
positions.
e non-trading portfolios
comprise positions
that primarily arise
from the interest rate
management of our
retail and commercial
banking assets and
liabilities, financial
investments designated
as available for sale and
held to maturity, and
exposures arising from
our insurance operations
(page 180).

Exposure to market risk is

Market risk is:

measured in terms of value at risk, which is used to estimate
potential losses on risk positions as a result of movements in
market rates and prices over a specified time horizon and to a
given level of confidence, augmented with stress testing to
evaluate the potential impact on portfolio values of more extreme,
though plausible, events or movements in a set of financial
variables;

monitored using measures including the sensitivity of net interest
income and the sensitivity of structural foreign exchange which are
applied to the market risk positions within each risk type; and
managed using risk limits approved by the GMB for HSBC Holdings
and our various global businesses. These units are allocated across
business lines and to the Group’s legal entities.
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Report of the Directors: Risk (continued)

Managing risk

Arising from

Measurement, monitoring and management of risk

Operational risk (page 176)

The risk of loss resulting from
inadequate or failed internal
processes, people and systems or
from external events, including
legal risk.

Operational risk arises from
day to day operations or
external events, and is
relevant to every aspect of
our business.

Compliance risk and
Fiduciary risk are discussed
below. Other operational
risks are covered in the
Appendix to Risk (page 217).

Operational risk is:

measured using both the top risk analysis process and the risk
and control assessment process, which assess the level of risk and
effectiveness of controls;

monitored using key indicators and other internal control
activities; and

managed primarily by global business and functional managers.
They identify and assess risks, implement controls to manage
them and monitor the effectiveness of these controls utilising
the operational risk management framework. Global Operational
Risk is responsible for the framework and for overseeing the
management of operational risks within global businesses and
global functions.

Compliance risk (page 178)

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

Compliance risk is part of
operational risk, and arises
from rules, regulations,
other standards and Group
policies, including those
relating to anti-money
laundering, anti-bribery and
corruption, counter-terrorist
and proliferation financing,
sanctions compliance and
conduct of business.

The US DPA is discussed on
page 113 and the Monitor
on page 116.

Compliance risk is:

measured by reference to identified metrics, incident assessments
(whether affecting HSBC or the wider industry), regulatory
feedback and the judgement and assessment of compliance
officers in our global businesses, regions and functions;

monitored against our compliance risk assessments and metrics,
the results of the monitoring and control activities of the second
line of defence functions, including the Financial Crime Compliance
and Regulatory Compliance sub-functions, and the results of
internal and external audits and regulatory inspections; and

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

Other material risks

Reputational risk (page 189)

The risk of failure to meet
stakeholder expectations as a
result of any event, behaviour,
action or inaction, either by HSBC
itself, our employees or those
with whom we are associated,
that might cause stakeholders to
form a negative view of the
Group. This may result in financial
or non-financial impacts, loss of
confidence, or other
consequences.

Primary reputational risks
arise directly from an action
or inaction by HSBC, its
employees or associated
parties that are not the
consequence of another
type of risk. Secondary
reputational risks are those
arising indirectly and are a
result of another risk
caused either by HSBC, its
employees or associated
third parties.

Reputational risk is:

measured by reference to our reputation as indicated by our
dealings with all relevant stakeholders, including media, regulators,
customers and employees;

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

managed by every member of staff and is covered by a number of
policies and guidelines. There is a clear structure of committees
and individuals charged with mitigating reputational risk, including
the Group Reputational Risk Policy Committee, the Global Risk
Resolution Committee and reputational risk committees in the
regions and global businesses.

Fiduciary risk (page 189)

The risk of breaching our fiduciary
duties, defined as any duty where
HSBC holds, manages, oversees or
has responsibilities for assets for
a third party that involves a legal
and/or regulatory duty to act
with the highest standard of care
and with utmost good faith.

Fiduciary risk is part of
operational risk, and arises
from our business activities
where we act in a fiduciary
capacity (‘designated
businesses’) as Trustee,
Investment Manager or

as mandated by law or
regulation.

Fiduciary risk is:

measured by each designated business monitoring against their
own risk appetite statements and by the operational risk and
control assessment process, which assesses the level of risk and
the effectiveness of the key controls;

monitored through a combination of testing, key indicators and
other metrics such as client and regulatory feedback; and
managed within the designated businesses via established
governance frameworks, and comprehensive policies, procedures
and training programmes.
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Pension risk (page 189)

Measurement, monitoring and management of risk

The risk that contributions from
Group companies and members
fail to generate sufficient funds to
meet the cost of accruing benefits
for the future service of active
members, and the risk that

the performance of assets held

in pension funds is insufficient

to cover existing pension
liabilities.

Pension risk arises from
investments delivering an
inadequate return,
economic conditions leading
to corporate failures,
adverse changes in interest
rates or inflation, or
members living longer than
expected (longevity risk).
Pension risk includes
operational risks listed
above.

Pension risk is:

e measured in terms of the schemes’ ability to generate sufficient
funds to meet the cost of their accrued benefits;
monitored through the specific risk appetite that has been
developed at both Group and regional levels; and

e managed locally through the appropriate pension risk governance
structure and globally through the RMM.

Sustainability risk (page 190)

The risk that financial services
provided to customers by the
Group indirectly result in
unacceptable impacts on people
or on the environment.

Sustainability risk arises
from the provision of
financial services to
companies or projects
which indirectly result in
unacceptable impacts on
people or on the
environment.

Sustainability risk is:

e measured by assessing the potential sustainability effect of a
customer’s activities and assigning a Sustainability Risk Rating to
all high risk transactions;

e monitored quarterly by the RMM and monthly by Group
Sustainability Risk; and

e managed using sustainability risk policies covering project finance
lending and sector-based sustainability policies for sectors and
themes with potentially high environmental or social impacts.

Our insurance manufacturing subsidiaries are separately
regulated from our banking operations. Risks in the
insurance entities are managed using methodologies and
processes appropriate to insurance activities, but remain
subject to oversight at Group level. Our insurance

Description of risks — insurance manufacturing operations

Financial risks (page 183)

Arising from

operations are also subject to the operational risks and

the other material risk types presented above in relation to
the banking operations, and these are covered by the
Group’s risk management processes.

Measurement, monitoring and management of risk

Our ability to effectively match
the liabilities arising under
insurance contracts with the
asset portfolios that back

them is contingent on the
management of financial risks
such as market, credit and
liquidity risks, and the extent

to which these risks are borne by
the policyholders.

Liabilities to policyholders under
unit-linked contracts move in line
with the value of the underlying
assets, and as such the
policyholder bears the majority
of the financial risks.

Contracts with DPF share the
performance of the underlying
assets between policyholders and
the shareholder in line with the
type of contract and the specific
contract terms.

Exposure to financial risks
arises from:

e market risk of changes
in the fair values of
financial assets or their
future cash flows from
fluctuations in variables
such as interest rates,
foreign exchange rates
and equity prices;

e credit risk and the
potential for financial
loss following the default
of third parties in
meeting their
obligations; and

o liquidity risk of entities
not being able to
make payments to
policyholders as they
fall due as there are
insufficient assets that
can be realised as cash.

Financial risks are:
e measured separately for each type of risk:

— market risk is measured in terms of exposure to fluctuations in
key financial variables;

— credit risk is measured as the amount which could be lost if a
customer or counterparty fails to make repayments; and

— liquidity risk is measured using internal metrics including
stressed operational cash flow projections.

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

e managed through a robust risk control framework which outlines
clear and consistent policies, principles and guidance for risk
managers. Subsidiaries manufacturing products with guarantees
are usually exposed to falls in market interest rates and equity
prices to the extent that the market exposure cannot be managed
by utilising any discretionary participation (or bonus) features
within the policy contracts they issue.
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Report of the Directors: Risk (continued)
Risks managed by HSBC

Arising from

Measurement, monitoring and management of risk

Insurance risk (page 188)

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

The risk that, over time, the cost
of the contract, including claims
and benefits may exceed the total
amount of premiums and
investment income received.

Insurance risk is:

e measured in terms of life insurance liabilities;

e monitored by the RBWM Risk Management Committee, which
checks the risk profile of the insurance operations against a
risk appetite for insurance business agreed by the GMB; and

e managed both centrally and locally using product design,
underwriting, reinsurance and claims-handling procedures.

Risks incurred in our business activities

The chart below provides a high level guide to how our
business activities are reflected in our risk measures and
in the Group’s balance sheet. The third-party assets and

liabilities indicate the contribution each business makes to
the balance sheet, while RWAs illustrate the relative size of
the risks incurred in respect of each business.

Exposure to risks arising from the business activities of global businesses

Other
(including Holding Company)

Global GB&M
business
[ [ [ [
Business — Deposits — Deposits Deposits Deposits — HSBC holding
activities — Accounts services — Payments and cash Payments and cash Account services company and
— Credit and lending management management Credit and lending central operations
— Asset management — Credit and lending Balance sheet Investment
— Wealth solutions and International trade management management
financial planning and receivables Credit and lending Financial advisory
— Broking finance Asset and trade Broking
— Insurance — Insurance finance Corporate finance
(distribution; life (distribution; life Corporate finance (via GB&M)
manufacturing) manufacturing) Markets Alternative
Securities services investments
Trusts and estate
planning
Insurance
[ [ [ [ [
Balance S Sbn Shn Sbn Sbn
sheet! — Assets 473 — Assets 365 Assets 1,617 Assets 81 — Assets 147
— Customer — Customer Customer Customer — Customer
accounts 585 accounts 362 accounts 262 accounts 80 accounts 1
[ [ [ [ [
RWAs Sbn Sbn $bn Sbhn Sbhn
— Credit risk 154  — Creditrisk 390 Credit risk 285 Credit risk 16 — Credit risk 32
— Operational risk 36 = — Operational risk 31 Counterparty Operational risk 3 — Operational risk ~ —
credit risk 69
Operational risk 44
Market risk 43
Risk Liquidity and funding risk (page 154), Pension risk (page 189), Fiduciary risk (page 189), Reputational risk (page 189),
profile Compliance risk (page 178), Sustainability risk (page 190) and Insurance risk (page 180). The latter is predominantly in RBWM and CMB.

For footnote, see page 191.

Risk factors

We have identified a comprehensive suite of risk factors
which covers the broad range of risks our businesses are
exposed to.

A number of the risk factors have the potential to affect
the results of our operations or financial condition, but
may not necessarily be deemed as top or emerging risks.
However, they inform the ongoing assessment of our top
and emerging risks. The risk factors are:

Macroeconomic and geopolitical risk

e Current economic and market conditions may adversely
affect our results.

e We are subject to political and economic risks in the
countries in which we operate, including the risk of
government intervention.

e We may suffer adverse effects as a result of the
interaction between market perceptions surrounding
mainland China’s slowdown, the course of global
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monetary policies, economic conditions in the eurozone
and damage from plummeting oil prices, all of which may
result in further capital outflows from emerging markets.

Changes in foreign currency exchange rates may affect
our results.

Macro-prudential, regulatory and legal risks to our
business model

Failure to implement and adhere to our obligations under
the deferred prosecution agreements could have a
material adverse effect on our results and operations.

We may fail to effectively manage affiliate risk.

Failure to comply with certain regulatory requirements
could have a material adverse effect on our results and
operations.

We may fail to meet the requirements of regulatory
stress tests.

We are subject to a number of legal and regulatory
actions and investigations, the outcomes of which
are inherently difficult to predict.

We are subject to unfavourable legislative or regulatory
developments and changes in the policy of regulators or
governments.

We may fail to comply with all applicable regulations,
particularly any changes thereto.

We and our UK subsidiaries may become subject to
stabilisation provisions under the Banking Act 2009, as
amended, in certain significant stress situations.

Structural separation of banking and trading activities
proposed or enacted in a number of jurisdictions could
have a material adverse effect on us.

We are subject to tax-related risks in the countries in
which we operate.

Risks related to our business, business operations,
governance and internal control systems

The delivery of our strategic actions is subject to
execution risk.

We may not achieve any of the expected benefits of our
strategic initiatives.

We may fail to increase the cross-selling and/or business
synergies required to achieve our growth strategy.

We operate in markets that are highly competitive.

Our risk management measures may not be successful.

Operational risks are inherent in our business.

Our operations are subject to the threat of fraudulent
activity.

Our operations are subject to disruption from the
external environment.

Our operations utilise third-party suppliers and service
providers.

Our operations are highly dependent on our information
technology systems.

We may not be able to meet regulatory requests for data.
Our operations have inherent reputational risk.
We may suffer losses due to employee misconduct.

We rely on recruiting, retaining and developing
appropriate senior management and skilled personnel.

Our financial statements are based in part on
judgements, estimates and assumptions which are
subject to uncertainty.

We could incur losses or be required to hold additional
capital as a result of model limitations or failure.

Third parties may use us as a conduit for illegal activities
without our knowledge.

We have significant exposure to counterparty risk.

Market fluctuations may reduce our income or the value
of our portfolios.

Liquidity, or ready access to funds, is essential to our
businesses.

Any reduction in the credit rating assigned to HSBC
Holdings, any subsidiaries of HSBC Holdings or any of
their respective debt securities could increase the cost
or decrease the availability of our funding and adversely
affect our liquidity position and interest margin.

Risks concerning borrower credit quality are inherent
in our businesses.

Our insurance businesses are subject to risks relating
to insurance claim rates and changes in insurance
customer behaviour.

HSBC Holdings is a holding company and, as a result,
is dependent on loan payments and dividends from
its subsidiaries to meet its obligations, including
obligations with respect to its debt securities, and
to provide profits for payment of future dividends
to shareholders.

We may be required to make substantial contributions
to our pension plans.
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Report of the Directors: Risk (continued)
Top and emerging risks

Top and emerging risks

Our approach to identifying and monitoring top and
emerging risks is described on page 103. Our current
top and emerging risks are as follows:

Externally driven

e Economic outlook and capital flows
e Geopoalitical risk
e Turning of the credit cycle

e Regulatory developments with adverse impact on
business model and profitability

¢ Regulatory focus on conduct of business and
financial crime

e Dispute risk
e Regulatory commitments and consent orders

e Cyber threat and unauthorised access to systems

Economic outlook and capital flows

Economic growth remained subdued in 2015, with a number
of headwinds adversely affecting both developed and
emerging market countries.

The slowdown of the mainland Chinese economy has
dampened global trade flows and caused volatility in
currency and global stock markets. Market concerns persist
as to the scale of the slowdown and the potential for further
depreciation of the renminbi and emerging market
currencies.

Oil and gas prices fell further during 2015 and early 2016 as a
result of continuing global supply and demand imbalances,
raising the risk that any recovery in oil prices over the
medium term will be even more gradual than currently
expected. Although oil importers benefit from low prices,
low oil prices increase fiscal and financing challenges for
exporters and accentuate deflationary risks.

Emerging market economies have been affected by falling
commodity prices, the economic slowdown in mainland
China and a vulnerability to monetary policy normalisation
in the US. This has led to steep depreciation in several key
emerging market currencies against the US dollar and
substantial capital outflows.

The economic recovery in the eurozone remains fragile,
driven by a combination of low oil prices, a weak euro,
slowing growth and loose monetary policy. Populist parties
are in the ascendancy in several EU countries, helped by the
subdued economic backdrop as well as other issues such

as migration. A referendum on the UK’s EU membership

is expected to occur within the lifetime of the current
Parliament, and may be held as early as mid-2016 (see
‘Geopolitical risk’ below). While the risk of Greece exiting
the EU has faded, the implementation of required structural
reforms could prove politically challenging.

Potential impact on HSBC

e We earn a significant proportion of our profits from
our operations in Asia. Our results could be adversely

affected by a prolonged or severe slowdown in regional
economic growth or contraction in global trade and
capital flows as a consequence.

e HSBC's results could be impacted by a prolonged period
of low oil prices, particularly in conjunction with a low
inflation environment and/or low or negative interest
rates.

e The intensification of fragmentation risks in the EU could
have both political and economic consequences for
Europe.

Mitigating actions

e We closely monitor economic developments in key
markets and sectors with the aim of ensuring trends
are identified, the implications for specific customers,
customer segments or portfolios are assessed, and
appropriate mitigating action — which may include
revising key risk appetite metrics or limits —is taken
as circumstances evolve.

e We use internal stress testing and scenario analysis as
well as regulatory stress test programmes to evaluate
the impact of macroeconomic shocks on our businesses
and portfolios. Analyses undertaken on our oil and gas
portfolio and mainland China exposures are discussed
on page 117.

Geopolitical risk

Our operations and portfolios are exposed to risks arising
from political instability, civil unrest and military conflict in
many parts of the world.

In the Middle East, the intervention of Russia and the rise of
the terrorist group, Daesh, have added to an already complex
civil war in Syria and further destabilised Irag. These are
conflicts which show few signs of resolution. Daesh has
proved capable of carrying out attacks in neighbouring
countries and further afield. The lifting of sanctions following
a deal between Iran and the five permanent members of the
UN Security Council on the country’s nuclear programme has
done little to calm regional tensions.

Violence in Ukraine has abated but the conflict in the east of
the country has not been resolved. Sanctions imposed by the
US and EU against the Russian government, institutions and
individuals have damaged the Russian economy.

European states are experiencing heightened political
tension, reflecting concerns over migration, fears of
terrorism and the possibility that the UK may vote to exit the
EU following a referendum. An exit could have a significant
impact on UK, European and global macroeconomic
conditions, as well as substantial political ramifications.

In Asia, territorial disputes between Japan and China and
other states have strained diplomatic relations and are
testing the resolve of the US to defend freedom of
navigation.

Potential impact on HSBC

e QOur results are subject to the risk of loss from physical
conflicts or terrorist attacks, unfavourable political
developments, currency fluctuations, social instability
and changes in government policies in the jurisdictions
in which we operate.
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Physical conflicts or terrorist attacks could expose our
staff to physical risk and/or result in physical damage to
our assets and disruption to our operations.

The effect of a UK exit from the EU on HSBC would
depend on the manner in which the exit occurs.

A disorderly exit could force changes to HSBC's operating
model, affect our ability to access ECB and high value
euro payments, and affect our transaction volumes due
to possible disruption to global trade flows.

Mitigating actions

We continuously monitor the geopolitical outlook,
in particular in countries where we have material
exposures and/or a physical presence.

Our internal credit risk ratings of sovereign counterparties
take geopolitical factors into account and drive our
appetite for conducting business in those countries.
Where necessary, we adjust our country limits and
exposures to reflect our risk appetite and mitigate risks

as appropriate.

We run internal stress tests and scenario analyses,
including reverse stress tests, on our portfolios that take
into account geopolitical scenarios, such as conflicts in
countries where we have a significant presence, or
political developments that could disrupt our operations,
including the potential effect of a UK exit on our business

Mitigating actions

e We closely monitor economic developments in key
markets and sectors, taking portfolio actions where
necessary including enhanced monitoring or reducing
limits and exposures.

e We stress test those portfolios of particular concern to
identify sensitivity to loss, with management actions
taken to control appetite where necessary.

e Where customers are either individually or collectively
assessed, regular portfolio reviews are undertaken for
sensitive portfolios to ensure that individual customer
or portfolio risks are understood and that the level of
facilities offered and our ability to manage through any
downturn are appropriate.

Regulatory developments with adverse impact on
business model and profitability

Financial service providers continue to face stringent

and costly regulatory and supervisory requirements,
particularly in the areas of capital and liquidity management,
conduct of business, financial crime, operational structures
and the integrity of financial services delivery. Government
intervention and control over financial institutions both on a
sector-wide basis and individually, together with measures
to reduce systemic risk, may significantly affect the
competitive landscape locally, regionally and/or globally
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model. for some or all of the Group’s businesses. These measures §
may be introduced with different, potentially conflicting =
Turning of the credit cycle requirements and to differing timetables by different )
The long-anticipated move by the US Federal Reserve Board regulatory regimes. Regulatory changes may affect our é
(‘FRB’) to raise interest rates and the slowdown in mainland activities, both of the Group as a whole and of some or all o
China’s economy, which is expected to continue, have of our principal subsidiaries. These changes include: §
increased risk aversion in global markets. This tendency e the UK’s Financial Services (Banking Reform) Act 2013, g_
has deepened since the turn of 2016, with market volatility which requires the ring-fencing of our UK retail banking 8
increasing. In 2015, emerging markets experienced net activities from wholesale banking, together with the
capital outflows for the first time since 1988, with several structural separation of other activities required by
major currencies at decade-plus lows against the US dollar US legislation and rules (including the Volcker Rule
and global corporate defaults rose to the highest since 20009. implemented in December 2013 under the Dodd-Frank
2016 could see an intensification of these trends and the Act), and potential further changes under the European @
appearance of stress in a wide array of credit segments, Commission’s Banking Structural Reform Regulation o
particularly if monetary policy is tightened quickly, sentiment which proposes similar structural reform for larger EU £
regarding China worsens and oil prices fail to recover. The banks as well as structural changes in other jurisdictions; %
combination of these factors with substantial amounts of . . . . . N
external refinancing being due in emerging markets in * revisions in the regime for the operation 9f capital ©
2016-18 increases the risk of sharper and more protracted markets, notal\bly rlnand'atory central clearing of over. 2
volatility. the counter (‘OTC’) derivatives and mandatory margin <
requirements for non-cleared derivatives under the i
Potential impact on HSBC Dodd-Frank Act, the EU’s European Market Infrastructure
. . . Regulation (‘EMIR’) and similar local measures being
e Impairment allowances or losses could begin to rise from progressed in Hong Kong, Singapore and Canada;
their historical lows in 2014 and 2015 if the credit quality ’ ’
of our customers is affected by less favourable global c
economic conditions in some markets. -%
e There may be impacts on the delinquency and losses in §
some portfolios which may be impacted by worsening ‘*g
macroeconomic conditions and their possible effects on -
particular geographies or industry sectors. %
e Particular portfolios such as oil and gas may come under %
particular strain which is partly cyclical and partly driven =
by geopolitical concerns. 5
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Report of the Directors: Risk (continued)
Top and emerging risks

e those arising from the Markets in Financial Instruments Potential impact on HSBC

Regulation/Directive (‘MIFID II’), which includes
mandatory trading of derivatives on organised venues,
enhanced transparency and reporting requirements,
controls on high frequency and algorithmic trading,
changes to the use of dealing commissions and potential
future restrictions on the ability of non-EU Group
companies to provide certain services to EU based clients.
Aspects of MiFID Il also further enhance protections for
investors in line with many regulators’ focus on the wider
conduct of business and delivery of fair outcomes for
customers;

changes aimed at promoting effective competition in the
interests of consumers, including investigations ordered
by the UK Competition and Markets Authority and work
to increase competition more generally;

the recommendations arising out of the Final Report
on the Fair and Effective Financial Markets Review
undertaken by the Bank of England, which include
changes to market conduct rules and forward looking
supervision in the operation of wholesale financial
markets in the UK;

continued focus in the UK and elsewhere on matters
relating to management accountability, institutional
culture, employee conduct and increased obligations
on market abuse and whistleblowing. In the UK, this
includes implementing the individual accountability
regime and wider recommendations made by the
Parliamentary Commission on Banking Standards and
the activities of the Banking Standards Board;

the Basel Committee on Banking Supervision (‘Basel
Committee’) initiatives to enhance the risk sensitivity and
robustness of the standardised approaches, to minimise
reliance on internal models, and to incorporate capital
floors in the Basel capital framework;

the implementation of the Capital Requirements Directive
(‘CRD IV’), notably the UK application of the capital
framework and its interaction with Pillar 2;

proposals from the Financial Stability Board for global
systemically important banks (‘G-SIB’s) to hold minimum
levels of capital and debt as total loss absorbing

capacity (‘TLAC’), together with the Bank of England’s
consultation on UK implementation of MREL (for further
details, see ‘Capital’ on page 239);

requirements flowing from arrangements for the
resolution strategy of the Group and its individual
operating entities, which may have different effects
in different countries; and

the continued risk of further changes to regulation
relating to taxes affecting financial service providers,
including financial transaction taxes and ongoing
implementation of initiatives to share tax information
such as the Common Reporting Standard introduced
by the Organisation for Economic Co-operation and
Development (‘OECD’).

e Proposed changes in and/or the implementation of
regulations including mandatory central clearing of OTC
derivatives, EMIR, ring-fencing and similar requirements,
MIFID Il, the Volcker Rule, recovery and resolution plans,
tax information sharing initiatives and findings from
competition orientated enquiries and investigations may
affect the manner in which we conduct our activities and
how the Group is structured.

e Requirements for higher levels of capital or TLAC may
increase the funding costs for the Group and reduce our
return on equity.

e Mandatory central clearing of OTC derivatives also brings
new risks to HSBC in its role as a clearing member, as we
will be required to underwrite losses incurred by central
clearing counterparties from the default of other clearing
members and their clients. Hence central clearing brings
with it a new element of interconnectedness between
clearing members and clients which we believe may
increase rather than reduce our exposure to systemic risk.

e Increased regulatory scrutiny of conduct of business
and management accountability may affect the industry
in areas such as employee recruitment and retention,
product pricing and profitability in both retail and
wholesale markets. HSBC's businesses may be affected by
these developments.

e These measures have the potential to increase our cost
of doing business and curtail the types of business we
can carry out, which may adversely affect future
profitability.

Mitigating actions

e We are engaged closely with governments and regulators
in the countries in which we operate to help ensure that
the new requirements are considered properly and can
be implemented in an effective manner.

e We have enhanced our governance around central
clearing counterparties and appointed specialists to
manage the associated liquidity and collateral risks.

e We continue to enhance and strengthen governance and
resourcing more generally around regulatory change
management and the implementation of required
measures to actively address this ongoing and significant
agenda of regulatory change.

Regulatory focus on conduct of business and
financial crime

Financial service providers are at risk of regulatory sanctions
or fines related to conduct of business and financial crime.
The incidence of regulatory proceedings against financial
service firms has become more common-place and may
increase in frequency due to increased media attention and
higher expectations from prosecutors and the public, with a
consequent increase also in civil litigation arising from or
relating to issues which are subject to regulatory
investigation, sanction or fine.

Regulators in the UK and other countries have continued
to increase their focus on conduct matters relating to fair
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outcomes for customers and orderly and transparent
operations in financial markets. For further details, see
‘Compliance risk’ on page 178.

Potential impact on HSBC

e HSBC may face regulatory censure or sanctions including
fines and/or be exposed to legal proceedings and
litigation.

e Regulators in the UK and other countries may identify
future industry-wide mis-selling, market conduct or other
issues that could affect the Group. This may lead from
time to time to significant direct costs or liabilities
and/or changes in the practices of such businesses. Also,
decisions taken by the Financial Ombudsman Service in
the UK (or similar overseas bodies) could, if applied to a
wider class or grouping of customers, have a material
adverse effect on the operating results, financial
condition and prospects of the Group.

Mitigating actions

e We have taken a number of steps including introduction
of new global policies, enhancement to the product
governance processes, establishment of a global conduct
programme and review of sale processes and incentive
schemes (see ‘Compliance risk’ on page 178).

US deferred prosecution agreement and related
agreements and consent orders

An independent compliance monitor (‘the Monitor’) was
appointed in 2013 under the 2012 agreements entered

into with the US Department of Justice (‘DoJ’) and the UK
Financial Conduct Authority (‘FCA’) to produce annual
assessments of the effectiveness of our AML and sanctions
compliance programme. Additionally, the Monitor is serving
as HSBC's independent consultant under the consent order
of the FRB. HSBC Bank USA is also subject to an agreement
entered into with the Office of the Comptroller of the
Currency (‘OCC’) in December 2012, the Gramme-Leach-Bliley
Act Agreement and other consent orders. In January 2016,
the Monitor delivered his second annual follow-up review
report as required by the US DPA. The Monitor’s report is
discussed on page 116.

Potential impact on HSBC

e The design and execution of AML and sanctions
remediation plans are complex and require major
investments in people, systems and other infrastructure.
This complexity creates significant execution risk, which
could affect our ability to effectively identify and manage
financial crime risk and remedy AML and sanctions
compliance deficiencies in a timely manner. This could, in
turn, impact our ability to satisfy the Monitor or comply
with the terms of the US DPA and related agreements
and consent orders, and may require us to take additional
remedial measures in the future.

e Under the terms of the US DPA, upon notice and an
opportunity to be heard, the Dol has sole discretion to
determine whether HSBC has breached the US DPA.
Potential consequences of breaching the US DPA could
include the imposition of additional terms and conditions
on HSBC, an extension of the agreement, including its
monitorship, or the criminal prosecution of HSBC, which
could, in turn, entail further financial penalties and
collateral consequences.

e Breach of the US DPA or related agreements and consent
orders could have a material adverse effect on our
business, financial condition and results of operations,
including loss of business and withdrawal of funding,
restrictions on performing dollar-clearing functions
through HSBC Bank USA or revocation of bank licences.
Even if we are not determined to have breached these
agreements, but the agreements are amended or their
terms extended, our business, reputation and brand
could suffer materially.

Mitigating actions

e We are continuing to take concerted action to remedy
AML and sanctions compliance deficiencies and to
implement Global Standards. We are also working to
implement the agreed recommendations flowing
from the Monitor’s 2013 and 2014 reviews, and will
implement the agreed recommendations from the
2015 review.

e During 2015, we continued to make progress toward
putting in place a robust and sustainable AML and
sanctions compliance programme, including continuing
to build a strong Financial Crime Compliance sub-
function, rolling out improved systems and infrastructure
to manage financial crime risk and improve transaction
monitoring and enhancing internal audits.

Dispute risk

HSBC is party to legal proceedings and regulatory matters in
a number of jurisdictions arising out of its normal business
operations. Further details are provided in Note 40 on the
Financial Statements.

Potential impact on HSBC

e Dispute risk may give rise to potential financial loss as
well as significant reputational damage. This in turn could
adversely affect customer, investor and other stakeholder
confidence.

Mitigating actions

e We continue to focus on identifying emerging regulatory
and judicial trends, and sharing globally lessons learned in
an effort to avoid or limit future litigation exposure and
regulatory enforcement action.

e We continue to review and enhance our financial crime
and regulatory compliance controls and resources.
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Report of the Directors: Risk (continued)
Top and emerging risks

Cyber threat and unauthorised access to systems

Like other public and private organisations, we continue to
be a target of cyber attacks which, in some cases, disrupt
services including the availability of our external facing
websites, compromise organisational and customer
information or expose security weaknesses. Management of
cyber risks is coming under increased regulatory scrutiny.

Potential impact on HSBC

A major cyber attack, which could result from
unauthorised access to our systems, may result in
financial loss as well as significant reputational damage
which could adversely affect customer and investor
confidence in HSBC. Any loss of customer data would also
trigger regulatory breaches which could result in fines and
penalties being incurred.

Mitigating actions

The security of our information and technology
infrastructure is crucial for maintaining our banking
applications and processes and protecting our customers
and the HSBC brand. We continue to strengthen our
ability to prevent, detect and respond to the ever-
increasing and sophisticated threat of cyber attacks by
enhancing our governance and controls framework and
technology infrastructure, processes and controls.

We took part in the PRA‘s Cyber Vulnerability Testing
exercise during 2015 and are making further
enhancements to improve our resilience to, and
ability to recover from, cyber attacks.

We have realigned the responsibilities and
accountabilities for cyber and information risk
management to align with the operational risk lines of
defence operational model and instigated a number of
security improvement programmes within IT.

Internally driven

People risk

Execution risk

Third-party risk management
Model risk

Data management

People risk

Significant demands continue to be placed on our staff. The
cumulative workload arising from regulatory reform and
remediation programmes together with those related to the
delivery of our strategy is hugely consumptive of human
resources, placing increasingly complex and conflicting
demands on a workforce in a world where expertise is

often in short supply and globally mobile.

Potential impact on HSBC

Changes in remuneration policy and practice resulting
from CRD IV regulations, European Banking Authority
(‘EBA’) Guidelines and PRA remuneration rules apply on a
Group-wide basis for any material risk takers. This

presents significant challenges for HSBC because a
significant number of our material risk takers are based
outside the EU.

e The Senior Managers and Certification regimes and the

related Rules of Conduct, which come into force in 2017
for other employees, set clear expectations of the
accountabilities and behaviour of both senior and more
junior employees.

e QOrganisational changes to support the Group’s strategy
and/or implement regulatory reform programmes have
the potential to lead to increased staff turnover.

Mitigating actions

The changes in remuneration under the CRD IV
regulations, EBA guidelines and PRA remuneration rules
have necessitated a review of our remuneration policy,
especially the balance between fixed and variable pay, to
ensure we can remain globally competitive on a total
compensation basis and retain our key talent.

e We continue to increase the level of specialist resource in
key areas, and to engage with our regulators as they
finalise new regulations.

e Risks related to organisational change and disposals are
subject to close management oversight, especially in
those countries where staff turnover is particularly high.

Execution risk

Execution risk heightened during 2015 due to a number of
factors. Significant programmes are under way to deliver
nine business actions to capture value from our global
presence, announced at the Investor Update in June 2015.
These, along with the regulatory reform agenda and our
commitments under the US DPA require the management
of complex projects that are resource demanding and time
sensitive. In addition, the risks arising from the disposal of
our business in Brazil require careful management.

Potential impact on HSBC

e Risks arising from the number, magnitude and complexity
of projects underway to meet these demands may
include financial losses, reputational damage or
regulatory censure.

e The potential risks of disposals include regulatory
breaches, industrial action, loss of key personnel
and interruption to systems and processes during
business transformation. They can have both financial
and reputational implications.

Mitigating actions

e We have strengthened our prioritisation and governance
processes for significant projects, which are monitored by
the GMB.

e We have invested in our project implementation and
IT capabilities and increased our focus on resource
management.

e Risks relating to disposals are carefully assessed and
monitored and are subject to close management
oversight.
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Third-party risk management

HSBC, in common with peers in the financial services
industry, utilises third parties for the provision of a range of
goods and services. Global regulators have raised concerns
regarding the dependency on third parties, and expect firms
to be able to demonstrate adequate control over the
selection, governance and oversight of their third parties
(including affiliates). Risks arising from the use of third-party
service providers may be less transparent and therefore
more challenging to manage or influence.

Potential impact on HSBC

e Any deficiency in the management of third-party risk
could affect our ability to meet strategic, regulatory
and client expectations. This may lead to a range of
consequences including regulatory censure, civil
penalties or reputational damage.

Mitigating actions

e HSBCis undertaking a multi-year strategic plan to
enhance its third-party risk management capability. We
are implementing a programme that will provide a holistic
view of third-party risks. This will enable the consistent
risk assessment of any third-party service against key
criteria, along with the associated control monitoring,
testing and assurance throughout the third-party
lifecycle.

e The Group’s most critical third parties were identified and
subjected to enhanced risk assessment, with remediation
plans agreed where necessary. Plans are in place to
extend the assessment to a broader group of third
parties.

e In addition, the highest priority third-party vendors in the
US went through enhanced risk assessment with findings
remediated in 2015. A risk monitoring solution was
implemented for all vendors and a due diligence solution
is in the process of being implemented.

Model risk

We use models for a range of purposes in managing our
business, including regulatory and economic capital
calculations, stress testing, credit approvals, pricing, financial
crime and fraud risk management and financial reporting.
Model risk is the potential for adverse consequences as a
result of decisions based on incorrect model outputs and
reports or the use of such information for purposes for which
it was not designed. This risk can arise from models that

are poorly developed, implemented or used, or from the
modelled outcome being misunderstood and acted upon
inappropriately by management. The regulatory
environment and supervisory concerns over banks’ use

of internal models to determine regulatory capital is also
considerable, and further contributes to model risk.

Potential impact on HSBC

e HSBC could incur losses, be required to hold additional
capital, fail to meet regulatory standards or incur higher
operating expenses due to the use of inappropriate
models or poor model risk management.

e Supervisory concerns over the internal models and
assumptions used by banks in the calculation of
regulatory capital have led to the imposition of floors in
risk weight and model parameters such as the loss given
default. Such changes have the potential to increase our
capital requirement and/or make it more volatile.

e Our reputation may be questioned due to our inability
to comply with specific modelling and model risk
management requirements.

Mitigating actions

e We have strengthened our model risk governance
framework by establishing global model oversight
committees and implementing policies and standards in
accordance with key regulatory requirements.

e We have strengthened our governance over the
development, usage and validation of models including
the creation of centralised global analytical functions with
necessary subject-matter expertise.

e We have hired additional subject matter experts as
part of our independent model review function and
empowered the function to ensure appropriate challenge
and feedback are given to models prior to and as part of
their ongoing use.

Data management

Regulators require more frequent and granular data
submissions, which must be produced on a consistent,
accurate and timely basis. As a G-SIB, HSBC must comply
with the principles for effective risk data aggregation and risk
reporting set out by the Basel Committee.

Potential impact on HSBC

o |neffective data management capabilities could impact
our ability to aggregate and report complete, accurate
and consistent data to regulators, investors and senior
management on a timely basis.

e Financial institutions that fail to meet their Basel
Committee data obligations by the required deadline may
face supervisory measures.

Mitigating actions

e We have set a data strategy for the Group and defined
Group-level principles, standards and policies to enable
consistent data aggregation, reporting and management.
We continue to focus on enhancing data governance,
quality and architecture to support our objectives of
ensuring reliability of information used in support of
internal controls and external financial reporting.

e A number of key initiatives and projects to implement
our data strategy and work towards meeting our Basel
Committee data obligations are in progress.
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Report of the Directors: Risk (continued)
Areas of special interest

Areas of special interest

During 2015, we considered a number of particular
areas because of the effect they may have on the
Group. Whilst these areas may already have been
identified in top and emerging risks, further details of
the actions taken during the year are provided below.

Financial crime compliance and regulatory
compliance

We continued to experience increased levels of compliance
risk as regulators and other agencies pursued investigations
into historical activities. Examples include continued
engagement with respect to compliance with AML and
sanctions law (historical investigations gave rise to the US
DPA and related FCA Direction), on-going interaction with
regulators relating to mis-selling of the PPI policies and
allegations of pressure selling in the UK, investigations in
relation to conduct in the foreign exchange market, and
benchmark interest rate and commaodity price setting.
Details of these investigations and legal proceedings may
be found in Note 40 on the Financial Statements. The

work of the Monitor, who was appointed to assess

the effectiveness of our AML and sanctions compliance
programme, is discussed below.

The level of inherent compliance risk remained high in 2015
as the industry continued to experience greater regulatory
scrutiny and heightened levels of regulatory oversight and
supervision.

For further information about the Group’s compliance risk
management, see page 178.

The Monitor

Under the agreements entered into with the DoJ and the
FCA in 2012, including the five-year US DPA, the Monitor
was appointed to produce annual assessments of the
effectiveness of the Group’s AML and sanctions compliance
programme.

In January 2016, the Monitor delivered his second annual
follow-up review report based on various thematic and
country reviews he had conducted over the course of 2015.
In his report, the Monitor concluded that, in 2015, HSBC
made progress in developing an effective and sustainable
financial crime compliance programme. However, he
expressed significant concerns about the pace of that
progress, instances of potential financial crime and systems
and controls deficiencies, whether HSBC is on track to meet
its goal to the Monitor’s satisfaction within the five-year
period of the US DPA and, pending further review and
discussion with HSBC, did not certify as to HSBC's
implementation of and adherence to remedial measures
specified in the US DPA. The ‘US deferred prosecution
agreement and related agreements and consent orders’
are discussed in top and emerging risks on page 113.

Regulatory stress tests

Stress testing is an important tool for regulators to assess
vulnerabilities in the banking sector and in individual banks,
the results of which could have a significant effect on
minimum capital requirements, risk and capital management

practices and planned capital actions, including the payment
of dividends, going forward.

We are subject to regulatory stress testing in many
jurisdictions. These have increased both in frequency and in
the granularity of information required by supervisors. They
include the programmes of the Bank of England (‘BoE’), the
FRB, the OCC, the EBA and the Hong Kong Monetary
Authority and other regulators. Assessment by regulators

is on both quantitative and qualitative bases, the latter
focusing on portfolio quality, data provision, stress testing
capability, forward-looking capital management processes
and internal management processes.

In 2015, the Group took part in the BoE’s concurrent stress
test exercise involving major UK banks. The 2015 stress
scenario incorporates a global recession in which
disinflationary pressures and weakening expectations of
growth lead to diminished risk appetite, falling commodity
prices and lower market liquidity. Several emerging
economies are adversely affected, as is the eurozone,
where the rate of deflation increases. The UK experiences
a downturn as the global recession affects exports and as
financial linkages and weaker confidence affects other parts
of the economy.

Selected key economic variables for the BoE 2015 concurrent
stress test, as specified by the BoE

GDP Unemploy- House Equity

growth? ment? Price Index prices?
% % % %
Hong Kong (5.6) 5.8 40 65
China 1.7 - 35 -
UK (3.1) 9.2 20 36

1 Worst quarter (percentage quarter on quarter — year earlier).
2 Peak percentage.
3 Price fall percentage (start to trough).

The results were published by the BoE alongside the
Financial Stability Report on 1 December 2015. The stressed
CET1 capital ratio of HSBC was deemed by the BoE to fall

to a minimum of 7.7%, taking into account management
mitigating actions accepted by the BoE for this exercise. This
was above the hurdle ratio of 4.5% set for this exercise. The
leverage ratio fell to a minimum of 3.7% after management
actions, also above the minimum hurdle ratio of 3%.

HSBC North America Holdings Inc. (‘HNAH’) participated

in the 2015 Comprehensive Capital Analysis and Review
(‘CCAR’) and the annual Dodd-Frank Act Stress Test (‘DFAST’)
programmes as required by the FRB. In addition, HSBC Bank
USA N.A. (‘HSBC Bank USA’) participated in the OCC’s 2015
DFAST programme. The CCAR and DFAST submissions were
made on 5 January 2015 and their results publically disclosed
on 5 March 2015. On 11 March 2015, HNAH received notice
that the FRB did not object to its 2015 Capital Plan —a key
component of the CCAR submission. Under DFAST, HNAH is
also required to conduct a company-run mid-cycle stress
test, the results of which were disclosed on 16 July 2015.
Under this test HNAH maintained capital levels in excess of
regulatory minimums; specifically, the stressed common
equity tier 1 ratio fell to a minimum of 7.5% compared with
a required level of 4.5%.
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Other entities in the Group, including The Hongkong

and Shanghai Banking Corporation Limited and HSBC Bank
plc, continue to participate in regulatory stress tests
conducted at a subsidiary level by local regulators.

In October 2015, the BoE published details of its medium-
term approach to stress testing the UK banking system. Key
features of the approach include an annual cyclical stress
test and a biennial exploratory stress test, starting in 2017.

The EBA plan to conduct stress tests in 2016. Details of their
proposed approach were published by them in November
2015.

Oil and gas prices

Oil and commaodity prices have remained low since the
middle of 2014 as a result of existing global supply and
demand imbalances, with significant price declines in late
2015 and early 2016. Continued lower oil prices cause
increased credit risks within oil-related industries together
with fiscal and financing challenges for energy exporters.

The overall portfolio of exposures directly exposed to oil and
gas companies had drawn risk exposures amounting to
about $29bn (2014: $34bn) with sub-sectoral distributions as
follows: integrated producers 48%, service companies 28%,
pure producers 17% and infrastructure companies 7%.

The credit quality distribution of the oil and gas portfolio was
as follows: ‘strong’ and ‘good’ categories made up 56% of
the portfolio, ‘satisfactory’ 35%, ‘sub-standard’ 7% and
‘impaired’ 2%. The majority of the exposures were located in
North America, Asia and Europe.

Oil and gas related counterparties have responded rapidly to
the changing economic outlook, cutting back on capital
expenditure as well as reducing operating expenses in order
to manage cash flows and sustain profitability.

Large integrated producers remained resilient. Within the
pure producers sector, the higher cost entities such as shale
and oil sands producers showed more evidence of stress,
resulting in credit grade deterioration. Similarly, service
companies continued to be more vulnerable as producers
curtailed capital expenditures.

Individually assessed loan impairment charges in 2015
remained contained at approximately $0.3bn. Oil prices are
now predicted to remain lower for longer and the oil price
recovery is dependent on the removal of the excess supply
that currently exists in the market. In view of these factors
collective allowances for exposures related to oil and gas
were increased by $0.2bn at the end of the year. Total
allowances in respect of the oil and gas portfolio were
$0.6bn.

The sector remains under enhanced monitoring with risk
appetite and new lending has been significantly curtailed.

Metals and mining

Metals prices declined during 2015 although the pace and
extent of the price decline was more gradual than for oil
and gas.

Precious metals, copper, nickel and zinc prices are generally
forecast to improve slightly in 2016. The outlook for steel,
aluminium and bulk metals is more negative due to a
combination of oversupply and reduction in demand. The
low oil and gas prices benefit most metals and mining
customers given that they are large consumers of energy.

Our total drawn risk exposure to metals and mining was
$18bn (steel and aluminium $9bn, copper, nickel and zinc
S4bn, iron ore and metallurgical coal $3bn, precious metals
$2bn). Individually assessed loan impairments were $0.1bn.

Given the pressures in metals prices the metals and mining
sector is under heightened management review.

Mainland China exposures

Mainland China’s economic growth rate slowed in 2014 and
2015 with a gross domestic product of 6.9% in 2015
compared with 7.3% in 2014 (2013: 7.7%). China’s economic
growth rate remains very strong when compared with
developed western economies. Although the largest foreign
bank in China, HSBC's overall lending market share is very
small at about 0.2%. This allows us to be selective in our
lending to mainland China-related exposures, targeting high
quality lending centred around specific priority sectors.

The portfolio has continued to perform well with loan
impairment charges remaining at their existing low levels.

The total mainland China portfolio had drawn risk exposures
of $143bn, of which $77bn was booked onshore, with the
remainder mainly booked in Hong Kong. Retail lending
amounted to $8bn, focused primarily on residential
mortgages in selected geographical areas. Wholesale lending
amounted to $135bn. 51% of the wholesale portfolio was
corporate lending with 26% to banks and the remainder to
China sovereign. The lending to banks was 99% investment
grade. The corporate portfolio was also of high quality with
62% of the portfolio of investment grade. Only 2% of the
corporate portfolio was rated substandard which compares
favourably with the Group as a whole. The corporate
portfolio was well diversified with less than 40% of lending to
state owned enterprises. The corporate real estate portfolio
amounted to about $15bn. This portfolio which is primarily
focused on tier 1 and tier 2 cities and the Pearl River Delta,
was managed carefully under a series of caps ensuring that
the lending to this sector remained within our risk appetite.

Our resultant ability to be selective in our lending and apply
our traditionally strong underwriting standards means we
have a high quality portfolio which we would expect to be
resilient even in a situation where mainland China’s growth
rate slows further.
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Report of the Directors: Risk (continued)
Credit risk

Credit risk

Page App Tables Page
Credit risk 120 195 Summary of credit risk 120
Gross loans to customers and banks over five years 121
Loan impairment charge over five years 121
Loan impairment charges by geographical region 121
Loan impairment charges by industry 121
Loan impairment allowances over five years 121
Credit risk management 195
Assets held for sale 121 Loans and advances to customers and banks measured
at amortised cost 121
Gross loans and impairment allowances on loans and
advances to customers and banks reported in ‘Assets
held for sale’ 122
Loan impairment charges and other credit risk provisions 122
Credit exposure 122
Maximum exposure to credit risk 122
Other credit risk mitigants 122 Maximum exposure to credit risk 123
Loan and other credit-related commitments 123
Concentration of exposure 123 196
Financial investments 123
Trading assets 124
Derivatives 124
Loans and advances 124 Gross loans and advances by industry sector and by
geographical region 124
Credit quality of financial instruments 125 196
Credit quality classification 196 Distribution of financial instruments by credit quality 125
Past due but not impaired gross financial instruments 127 Past due but not impaired gross financial instruments by
geographical region 127
Ageing analysis of days for past due but not impaired
gross financial instruments 127
Impaired loans 128 Movement in impaired loans by geographical region 128
Renegotiated loans and forbearance 129 197 Renegotiated loans and advances to customers by
geographical region 130
Movement in renegotiated loans and advances to
customers by geographical region 131
Renegotiated loans by arrangement type:
corporate and commercial and financial 132
Renegotiated loans by arrangement type:
personal lending 132
Impairment of loans and advances 132 Loan impairment charge to the income statement by
industry sector 132
Loan impairment charge to the income statement by
assessment type 132
Charge for impairment losses as a percentage of
average gross loans and advances to customers
by geographical region 133
Movement in impairment allowances by industry sector
and geographical region 134
Movement in impairment allowances on loans and
advances to customers and banks 135
Impairment assessment 201
Wholesale lending 135 Total wholesale lending 136
Commercial real estate 137 Commercial real estate lending 137
Commercial real estate loans and advances maturity
analysis 138
Commercial real estate loans and advances including loan
commitments by level of collateral 139
Other corporate, commercial and non-bank financial
institutions loans and advances including loan
commitments by level of collateral rated CRR/EL8 to
10 only 140
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Page App’ Tables Page
Other credit risk exposures 141
Derivatives 141 Notional contract amounts and fair values of derivatives
by product type 142
OTC collateral agreements by type 142
Reverse repos — non-trading by geographical region 143 Reverse repos — non-trading by geographical region 143
Loan Management Unit 202
Personal lending 143 Total personal lending 143
Mortgage lending 144 UK interest-only mortgage loans 145
Other personal lending 145 HSBC Finance US Consumer and Mortgage Lending
residential mortgages 145
Trends in two months and over contractual delinquency
in the US 146
Gross loan portfolio of HSBC Finance real estate secured
balances 146
Number of renegotiated real estate secured accounts
remaining in HSBC Finance’s portfolio 146
HSBC Finance loan modifications and re-age
programmes 146
Collateral and other credit enhancements held 147 Residential mortgage loans including loan commitments
by level of collateral 147
Supplementary information 148 Gross loans and advances by industry sector over 5 years 148
Reconciliation of reported and constant currency impaired
loans, allowances and charges by geographical region 149
Reconciliation of reported and constant currency loan
impairment charges to the income statement 149
Loan impairment charges by industry sector over 5 years 150
Charge for impairment losses as a percentage of average
gross loans and advances to customers 150
Movement in impairment allowances over 5 years 150
Gross loans and advances to customers by country 151
Refinance risk 203
HSBC Holdings 152 HSBC Holdings — maximum exposure to credit risk 152
Securitisation exposures and other structured
products 152 203 Carrying amount of HSBC’s consolidated holdings of ABSs 153
Definitions and classifications of ABSs and CDOs 203

1 Appendix to Risk — risk policies and practices.
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Report of the Directors: Risk (continued)
Credit risk

Credit risk

Credit risk is the risk of financial loss if a customer

or counterparty fails to meet an obligation under a
contract. It arises principally from direct lending, trade
finance and leasing business, but also from other
products such as guarantees and credit derivatives
and from holding assets in the form of debt securities.

There have been no material changes to the policies and
practices for the management of credit risk in 2015.

A summary of our current policies and practices regarding credit
risk is provided in the Appendix to Risk on page 193.

Our maximum exposure to credit risk is presented on

page 122 and credit quality on page 125. While credit risk
arises across most of our balance sheet, losses have
typically been incurred on loans and advances and
securitisation exposures and other structured products. As
a result, our disclosures focus primarily on these two areas.

Our exposures to mainland China and the effects of the
decline in ‘metals and mining’ and ‘oil and gas’ prices are
provided in ‘Areas of special interest’ on page 116.

In 2015, reported gross loans and advances declined by
$75bn, mainly due to foreign exchange effects reducing
balances by $51bn and the reclassification of Brazilian
assets as ‘Assets held for sale’ reducing balances by a
further $31bn. Additional details relating to the Brazilian
reclassification are provided on page 121. Excluding foreign
exchange movements and the reclassification, both
wholesale and personal lending grew.

Loan impairment charges reduced by $0.5bn or 11%
compared with 2014 with notable decreases in Latin
America from favourable foreign exchange effects.

Information on constant currency movements is provided
on page 148. While tables are presented on a reported
basis, the commentary that follows in this summary section
excludes the effects of the Brazilian reclassification and is
on a constant currency basis.

Summary of credit risk

2015 2014 Page
Sbn Sbn
At year-end
Maximum exposure to credit risk
— total assets subject to
credit risk 2,234 2,434
— off-balance sheet
commitments subject
to credit risk? 713 699
2,947 3,133 123
Gross loans and advances
— personal lending 374 393 143
— wholesale lending 650 706 136
1,024 1,099 124
Impaired loans
— personal lending 12 15 128
—wholesale lending 12 14 128
24 29 128
Impaired loans as a % of
gross loans and advances
- personal lending 3.1% 3.9%
— wholesale lending 1.9% 2.0%
— total 2.3% 2.7%
Sbn Sbn
Impairment allowances
— personal lending 2.9 4.6 135
— wholesale lending 6.7 7.8 136
9.6 12.4 134
Loans and advances net of
impairment allowances 1,015 1,087
For year ended 31 December
Loan impairment charge 3.6 4.1 133
— personal lending 1.8 1.8 132
—wholesale lending 1.8 2.3 132
Other credit risk provisions 0.1 (0.2)
3.7 3.9

For footnote, see page 191.

In 2015, wholesale and personal gross loans and advances
grew by $0.5bn and $7bn, respectively.

In wholesale lending, Asia balances decreased by $9.6bn
and were partly offset by an increase of $7.5bn in North
America and $3.2bn in Europe. Middle East and North
Africa decreased $1.2bn and Latin America remained
relatively unchanged.

In personal lending, Asia balances grew by $7.4bn across
both its mortgage and other personal lending, and there
was a $1.9bn increase in the Premier mortgage portfolio
in the US and Canada. The increase was partly offset by a
$5.0bn reduction in the US CML portfolio as a result of the
ongoing run-off of the portfolio and continued loan sales.

Loan impairment charges increased by $0.2bn compared
with 2014, notably in Middle East and North Africa and
North America.
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Gross loans to customers and banks over five years (Sbn)

Impaired 15 is

W Not impaired
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Loan impairment charge over five years (Sbn)
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Loan impairment charges by geographical region (Sbn)
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Personal Wholesale

Assets held for sale

(Audited)

During 2015, gross loans and advances and related
impairment allowances arising in our Brazilian operations
were reclassified from ‘Loans and advances to customers’
and ‘Loans and advances to banks’ to ‘Assets held for sale’
in the balance sheet.

Disclosures relating to assets held for sale are provided in
the following credit risk management tables, primarily
where the disclosure is relevant to the measurement of
these financial assets:

e Maximum exposure to credit risk (page 122);

e Distribution of financial instruments by credit quality
(page 125);

e Past due but not impaired gross financial instruments by
geographical region (page 127); and

e Ageing analysis of days past due but not impaired gross
financial instruments (page 127).

Although there was a reclassification on the balance sheet,
there was no separate income statement reclassification.
As a result, charges for loan impairment losses shown in
the credit risk disclosures include loan impairment charges
relating to financial assets classified as ‘Assets held for sale’.

Loans and advances to customers and banks measured at
amortised cost

(Audited)
Impairment
Total gross allowances
loans and onloans and
advances advances
Sm Sm
As reported 1,024,428 (9,573)
Reported in ‘Assets held for sale’ 24,544 (1,454)
At 31 December 2015 1,048,972 (11,027)

At 31 December 2014, the gross loans and advances and
related impairment allowances of our Brazilian operations
were $31bn and $1.7bn, respectively. Gross loans and
advances reduced by $8.5bn, mainly as a result of foreign
exchange movements.

Lending balances held for sale continue to be measured

at amortised cost less allowances for impairment; such
carrying amounts may differ from fair value. Any difference
between the carrying amount and the sales price, which is
the fair value at the time of sale, would be recognised as a
gain or loss at the time of sale.

See Note 23 on the Financial Statements for the carrying amount

and the fair value at 31 December 2015 of loans and advances to
banks and customers classified as held for sale.
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Report of the Directors: Risk (continued)
Credit risk

Gross loans and impairment allowances on loans and advances to customers and banks reported in ‘Assets held for sale’

(Audited)

Gross loans
Loans and advances to customers
— personal
— corporate and commercial
Financial
— non-bank financial institutions
— banks

At 31 December 2015
Impairment allowances
Loans and advances to customers
— personal
— corporate and commercial
Financial
— non-bank financial institutions
— banks

At 31 December 2015

The table below analyses the amount of LICs arising from
assets held for sale. The held for sale assets primarily relate
to the Brazilian operations.

Loan impairment charges and other credit risk provisions
(Audited)

2015
Sm

LICs arising from:
— assets held for sale 965
— assets not held for sale 2,757
Year ended 31 December 3,722

Credit exposure

Maximum exposure to credit risk

(Audited)

The table on page 123 provides information on balance sheet
items, offsets and loan and other credit-related commitments.
Commentary on balance sheet movements is provided on page 62.

The offset in derivatives decreased in line with the
decrease in maximum exposure amounts.

The offset on corporate and commercial loans to customers
decreased by $15bn. This reduction was mainly related to
corporate overdraft balances where a small number of
clients benefited from the use of net interest arrangements
across overdrafts and deposits. As a result, while net risk
exposures are generally stable, gross balances can be
volatile.

Brazil Other Total
Sm Sm Sm
18,103 2,042 20,145
5,571 40 5,611
12,532 2,002 14,534
4,399 - 4,399
331 - 331
4,068 = 4,068
22,502 2,042 24,544
(1,433) (21) (1,454)
(664) - (664)
(769) (21) (790)
(1,433) (21) (1,454)

‘Maximum exposure to credit risk’ table (page 123)

The table presents our maximum exposure to credit risk from
balance sheet and off-balance sheet financial instruments
before taking account of any collateral held or other credit
enhancements (unless such enhancements meet accounting
offsetting requirements). For financial assets recognised on the
balance sheet, the maximum exposure to credit risk equals their
carrying amount; for financial guarantees and similar contracts
granted, it is the maximum amount that we would have to pay
if the guarantees were called upon. For loan commitments and
other credit-related commitments, it is generally the full amount
of the committed facilities.

The offset in the table relates to amounts where there is a legally
enforceable right of offset in the event of counterparty default
and where, as a result, there is a net exposure for credit risk
purposes. However, as there is no intention to settle these
balances on a net basis under normal circumstances, they do

not qualify for net presentation for accounting purposes. No
offset has been applied to off-balance sheet collateral. In the
case of derivatives the offset column also includes collateral
received in cash and other financial assets.

Other credit risk mitigants

While not disclosed as an offset in the ‘Maximum exposure
to credit risk’ table, other arrangements are in place which
reduce our maximum exposure to credit risk. These include
a charge over collateral over borrowers’ specific assets
such as residential properties. Other credit risk mitigants
include short positions in securities and financial assets
held as part of linked insurance/investment contracts
where the risk is predominantly borne by the policyholder.
In addition, we hold collateral in the form of financial
instruments that are not recognised on the balance sheet.
See Note 32 and from page 139 and page 147 respectively on the

Financial Statements for further details on collateral in respect of
certain loans and advances and derivatives.
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Maximum exposure to credit risk

(Audited)
2015 2014
Maximum Maximum +
exposure Offset Net exposure Offset Net 8_
$m $m $m Sm Sm Sm 2
Cash and balances at central banks 98,934 - 98,934 129,957 - 129,957 o
Items in the course of collection from other banks 5,768 - 5,768 4,927 - 4,927 ks
Hong Kong Government certificates of indebtedness 28,410 - 28,410 27,674 - 27,674 %
Trading assets 158,346 = 158,346 228,944 - 228,944 %
— Treasury and other eligible bills 7,829 - 7,829 16,170 - 16,170
— debt securities 99,038 - 99,038 141,532 - 141,532
—loans and advances to banks 22,303 - 22,303 27,581 - 27,581
—loans and advances to customers 29,176 - 29,176 43,661 - 43,661
Financial assets designated at fair value 4,857 - 4,857 9,031 - 9,031
— Treasury and other eligible bills 396 - 396 56 - 56
— debt securities 4,341 - 4,341 8,891 - 8,891
— loans and advances to banks 120 - 120 84 - 84 S
—loans and advances to customers - - - - - - q;')
Derivatives 288,476 (258,755) 29,721 345,008 (313,300) 31,708 2
Loans and advances to customers held at amortised cost 924,454 (52,190) 872,264 974,660 (67,094) 907,566 .‘_E
— personal 371,203 (5,373) 365,830 388,954 (4,412) 384,542 ‘é
— corporate and commercial 493,078 (44,260) 448,818 535,184 (59,197) 475,987 g
—non-bank financial institutions 60,173 (2,557) 57,616 50,522 (3,485) 47,037 iT
Loans and advances to banks held at amortised cost 90,401 (53) 90,348 112,149 (258) 111,891
Reverse repurchase agreements — non-trading 146,255 (900) 145,355 161,713 (5,750) 155,963
Financial investments 423,120 = 423,120 404,773 - 404,773
— Treasury and other similar bills 104,551 - 104,551 81,517 - 81,517
— debt securities 318,569 - 318,569 323,256 - 323,256
Assets held for sale 40,078 - 40,078 1,375 - 1,375 8
— disposal groups 38,097 - 38,097 889 - 889 %
—non-current assets held for sale 1,981 - 1,981 486 - 486 c
)
Other assets 25,310 - 25,310 33,889 - 33,889 g
—endorsements and acceptances 9,149 - 9,149 10,775 - 10,775 )
— other 16,161 = 16,161 23,114 - 23,114 o
et
©
Total balance sheet exposure to credit risk 2,234,409 (311,898) 1,922,511 2,434,100 (386,402) 2,047,698 6
Total off-balance sheet? 712,546 - 712,546 698,458 - 698,458 g‘
— financial guarantees and similar contracts 46,116 - 46,116 47,078 - 47,078 &)
—loan and other credit-related commitments? 666,430 - 666,430 651,380 - 651,380
At 31 December 2,946,955 (311,898) 2,635,057 3,132,558 (386,402) 2,746,156
For footnote, see page 191.
. . %)
Loan and other credit-related commitments? =
)
North Latin £
Europe Asia MENA America America Total 9
$m $m Sm $m $m Sm e
w
Personal 70,013 103,153 3,092 14,510 12,175 202,943 =
Corporate and commercial 105,303 159,947 20,139 102,369 18,155 405,913 'S
Financial 20,230 11,619 186 24,543 996 57,574 %
At 31 December 2015 195,546 274,719 23,417 141,422 31,326 666,430 L%
Personal 86,247 96,497 2,995 15,636 11,679 213,054
Corporate and commercial 98,045 138,366 20,141 102,911 17,540 377,003
Financial 26,605 9,355 711 23,559 1,093 61,323
At 31 December 2014 210,897 244,218 23,847 142,106 30,312 651,380 g
For footnote, see page 191. -%
S
Concentration of exposure Financial investments S
. . c
The geographical diversification of our lending portfolio Our holdings of available-for-sale government and -
and our broad range of global businesses and products government agency debt securities, corporate debt 3
ensured that we did not overly depend on a few markets securities, ABSs and other securities were spread across g
to generate growth in 2015. This diversification also a wide range of issuers and geographical regions in 2015, o
supported our strategy for growth in faster-growing with 14% invested in securities issued by banks and j:"
markets and those with international connectivity. other financial institutions and 75% in government or 2
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Report of the Directors: Risk (continued)
Credit risk

government agency debt securities. We also held assets
backing insurance and investment contracts.

For an analysis of financial investments, see Note 17 on the
Financial Statements.

Trading assets

Trading securities remained the largest concentration
within trading assets at 77% in 2015 and 2014. The largest
concentration within the trading securities portfolio was in
government and government agency debt securities. We
had significant exposures to US Treasury and government
agency debt securities (515bn) and UK (5$10bn) and Hong
Kong ($6.5bn) government debt securities.

For an analysis of debt and equity securities held for trading, see
Note 12 on the Financial Statements.

Derivatives

Derivative assets were $288bn at 31 December 2015 (2014:
$345bn). Details of derivative amounts cleared through an
exchange, central counterparty and non-central
counterparty are shown on page 142.

For an analysis of derivatives, see page 141 and Note 16 on the
Financial Statements.

Loans and advances

The following tables analyse loans by industry sector and
by the location of the principal operations of the lending
subsidiary or, in the case of the operations of The
Hongkong and Shanghai Banking Corporation, HSBC Bank,
HSBC Bank Middle East Limited and HSBC Bank USA, by the
location of the lending branch. Excluding the effect of the
classification of Brazilian assets as ‘Assets held for sale’,
the distribution of loans across geographical regions

and industries remained similar to last year.

For an analysis of loans and advances by country see page 151.

Gross loans and advances by industry sector and by geographical region

(Audited)
North Latin Asa %
Europe Asia MENA America America Total of total
Sm Sm Sm Sm Sm $Sm  gross loans
Personal 170,526 132,707 6,705 58,186 5,958 374,082 36.5
— first lien residential mortgages 125,544 94,606 2,258 50,117 1,986 274,511 26.8
— other personal® 44,982 38,101 4,447 8,069 3,972 99,571 9.7
Wholesale
Corporate and commercial 191,765 211,224 22,268 62,882 11,374 499,513 48.8
— manufacturing 39,003 34,272 2,504 17,507 2,572 95,858 9.4
—international trade and services 62,667 72,199 9,552 11,505 3,096 159,019 15.5
— commercial real estate 26,256 32,371 690 7,032 1,577 67,926 6.7
— other property-related 7,323 35,206 1,908 8,982 45 53,464 5.2
—government 3,653 1,132 1,695 203 772 7,455 0.7
— other commercial® 52,863 36,044 5,919 17,653 3,312 115,791 11.3
Financial 51,969 68,321 10,239 16,308 3,996 150,833 14.7
— non-bank financial institutions 33,621 13,969 2,321 9,822 681 60,414 5.9
— banks 18,348 54,352 7,918 6,486 3,315 90,419 8.8
Total wholesale 243,734 279,545 32,507 79,190 15,370 650,346 63.5
Total gross loans and advances
at 31 December 2015 414,260 412,252 39,212 137,376 21,328 1,024,428 100.0
Percentage of total gross loans and advances 40.4% 40.3% 3.8% 13.4% 2.1% 100.0%
Personal 178,531 129,515 6,571 65,400 13,537 393,554 35.8
— first lien residential mortgages 131,000 93,147 2,647 55,577 4,153 286,524 26.0
— other personal® 47,531 36,368 3,924 9,823 9,384 107,030 9.8
Wholesale
Corporate and commercial 212,523 220,799 20,588 57,993 30,722 542,625 49.4
— manufacturing 39,456 37,767 2,413 15,299 12,051 106,986 9.7
—international trade and services 76,629 72,814 9,675 13,484 8,189 180,791 16.4
— commercial real estate 28,187 35,678 579 6,558 2,291 73,293 6.7
— other property-related 7,126 34,379 1,667 8,934 281 52,387 4.8
—government 2,264 1,195 1,552 164 968 6,143 0.6
— other commercial* 58,861 38,966 4,702 13,554 6,942 123,025 11.2
Financial 45,081 76,957 13,786 16,439 10,753 163,016 14.8
—non-bank financial institutions 23,103 13,997 3,291 9,034 1,393 50,818 4.6
— banks 21,978 62,960 10,495 7,405 9,360 112,198 10.2
Total wholesale 257,604 297,756 34,374 74,432 41,475 705,641 64.2
Total gross loans and advances
at 31 December 2014 436,135 427,271 40,945 139,832 55,012 1,099,195 100.0
Percentage of total gross loans and advances 39.7% 38.9% 3.7% 12.7% 5.0% 100.0%

For footnotes, see page 191.
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Credit quality of financial instruments

(Audited)

We assess credit quality on all financial instruments
which are subject to credit risk. Additional credit quality
information in respect of our consolidated holdings of

ABSs is provided on page 153.

For the purpose of the following disclosure, retail loans

which are past due up to 90 days and are not otherwise

as past due but not impaired.

Distribution of financial instruments by credit quality

(Audited)

Cash and balances at central banks

Items in the course of collection from
other banks

Hong Kong Government certificates of
indebtedness

Trading assets®
—treasury and other eligible bills
— debt securities
—loans and advances:
to banks
to customers

Financial assets designated at fair
value®
—treasury and other eligible bills
— debt securities
—loans and advances:
to banks
to customers
Derivatives®
Loans and advances to customers held
at amortised cost’
— personal
— corporate and commercial
— non-bank financial institutions
Loans and advances to banks held
at amortised cost
Reverse repurchase agreements
—non-trading
Financial investments
— treasury and other similar bills
— debt securities

Assets held for sale
— disposal groups
— non-current assets held for sale
Other assets
—endorsements and acceptances
—accrued income and other

At 31 December 2015

Percentage of total gross amount

classified as impaired in accordance with our disclosure
convention are not disclosed within the expected loss
grade to which they relate, but are separately classified

Neither past due nor impaired Past due Total
Sub- but not gross Impairment

Strong Good Satisfactory standard impaired Impaired amount allowances® Total
$m $m $m $m $m Sm Sm $m $m
97,365 583 939 47 - - 98,934 98,934
5,318 32 416 2 - - 5,768 5,768
28,410 = = = = = 28,410 28,410
116,633 21,243 19,894 576 158,346 158,346
6,749 790 190 100 7,829 7,829
77,088 10,995 10,656 299 99,038 99,038
14,546 4,391 3,239 127 22,303 22,303
18,250 5,067 5,809 50 29,176 29,176
3,037 701 736 383 4,857 4,857
139 193 - 64 396 396
2,898 508 616 319 4,341 4,341
- - 120 - 120 120
248,101 32,056 7,209 1,110 288,476 288,476
472,691 214,152 194,393 16,836 12,179 23,758 934,009 (9,555) 924,454
309,720 29,322 15,021 944 7,568 11,507 || 374,082 (2,879)|| 371,203
127,673 || 168,772 171,466 || 15,379 4,274 || 11,949 || 499,513 (6,435)|| 493,078
35,298 16,058 7,906 513 337 302 60,414 (241) 60,173
73,226 11,929 4,836 407 1 20 90,419 (18) 90,401
108,238 16,552 20,931 46 - 488 146,255 - 146,255
382,328 18,600 16,341 4,525 - 1,326 423,120 423,120
93,562 3,963 4,756 2,270 = - |[ 104,551 104,551
288,766 14,637 11,585 2,255 - 1,326 || 318,569 318,569
10,177 9,605 17,279 1,635 703 2,133 41,532 (1,454) 40,078
10,149 8,815 16,213 1,567 701 2,085 39,530 (1,433) 38,097
28 790 1,066 68 2 48 2,002 (21) 1,981
8,306 5,688 10,204 632 147 333 25,310 - 25,310
1,084 3,850 3,798 343 22 52 9,149 9,149
7,222 1,338 6,406 289 125 281 || 16,161 16,161
1,553,830 331,141 293,178 26,199 13,030 28,058 2,245,436 (11,027) 2,234,409

% % % % % % %

69.2 14.7 13.1 1.2 0.6 1.2 100.0
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Report of the Directors: Risk (continued)

Credit risk

Distribution of financial instruments by credit quality (continued)

Cash and balances at central banks

Items in the course of collection from
other banks

Hong Kong Government certificates
of indebtedness

Trading assets®
—treasury and other eligible bills
— debt securities
—loans and advances:
to banks
to customers

Financial assets designated at fair
value®
—treasury and other eligible bills
— debt securities
—loans and advances:
to banks
to customers
Derivatives®
Loans and advances to customers held
at amortised cost’
— personal
— corporate and commercial
— non-bank financial institutions
Loans and advances to banks held
at amortised cost
Reverse repurchase agreements
—non-trading
Financial investments
— treasury and other similar bills
— debt securities

Assets held for sale
— disposal groups
—non-current assets held for sale

Other assets
—endorsements and acceptances
—accrued income and other

At 31 December 2014

Percentage of total gross amount

For footnotes, see page 191.

Neither past due nor impaired Past due Total
Sub- but not gross Impairment

Strong Good Satisfactory standard impaired Impaired amount  allowances® Total
$m $m $m $m $m Sm Sm $m $m
127,971 1,438 195 353 129,957 129,957
4,515 46 365 1 4,927 4,927
27,674 - - - 27,674 27,674
168,521 35,042 24,740 641 228,944 228,944
13,938 1,641 559 32 16,170 16,170
111,138 17,786 12,305 303 141,532 141,532
17,492 4,961 5,016 112 27,581 27,581
25,953 10,654 6,860 194 43,661 43,661
3,017 4,476 1,207 331 9,031 9,031
5 - - 51 56 56
3,011 4,476 1,124 280 8,891 8,891
1 - 83 - 84 84
269,490 58,596 15,962 960 345,008 345,008
487,734 239,136 196,685 20,802 13,357 29,283 986,997 (12,337) 974,660
320,678 32,601 15,109 1,130 8,876 15,160 393,554 (4,600)|| 388,954
141,375 192,799 171,748 18,986 3,922 13,795 542,625 (7,441)|| 535,184
25,681 13,736 9,828 686 559 328 50,818 (296) 50,522
83,766 19,525 7,945 914 1 a7 112,198 (49) 112,149
98,470 28,367 33,283 1,593 - - 161,713 - 161,713
347,218 27,373 22,600 5,304 - 2,278 404,773 404,773
68,966 6,294 4,431 1,826 - - 81,517 81,517
278,252 21,079 18,169 3,478 - 2,278 || 323,256 323,256
802 43 79 - 2 465 1,391 (16) 1,375
768 43 79 - - - 890 - 890
34 - - - 2 465 501 (16) 485
12,213 7,521 12,897 631 208 419 33,889 33,889
1,507 4,644 4,281 298 34 11 10,775 10,775
10,706 2,877 8,616 333 174 408 23,114 23,114
1,631,391 421,563 315,958 31,530 13,568 32,492 2,446,502 (12,402) 2,434,100

% % % % % % %

66.7 17.2 12.9 1.3 0.6 1.3 100.0
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Past due but not impaired gross financial instruments facilities, they have not met the impaired loan criteria
(Audited) described on page 128.

Past due but not impaired gross financial instruments are In personal lending, past due but not impaired balances

. +—
those Ioan.s whereéjalthoughhcuhstomers havel failed tofmhak.e decreased, mainly due to the Brazilian reclassification and g
payments in accordance with the contractual terms of their the continued run-off and loan sales in the CML portfolio. -
o
Past due but not impaired gross financial instruments by geographical region Is)
(Audited) 0
North Latin o
Europe Asia MENA America America Total 5
$m $m $m Sm Sm $m
Loans and advances to customers held at amortised cost 1,928 3,405 909 5,392 545 12,179
— personal 1,152 2,573 180 3,287 376 7,568
— corporate and commercial 762 790 710 1,843 169 4,274
— non-bank financial institutions 14 42 19 262 = 337
Assets held for sale = = = 2 701 703
— disposal group - - - - 701 701
— non-current assets held for sale - - - 2 - 2 %
Other financial instruments 10 39 15 80 4 148 .g
At 31 December 2015 1,938 3,444 924 5,474 1,250 13,030 E
]
Loans and advances to customers held at amortised cost 2,409 4,260 704 4,634 1,350 13,357 g
— personal 1,159 2,880 182 3,759 896 8,876 S
— corporate and commercial 1,244 1,102 508 623 445 3,922 L
— non-bank financial institutions 6 278 14 252 9 559
Assets held for sale - - - 2 - 2
— disposal group - - - - - -
— non-current assets held for sale - - - 2 - 2
Other financial instruments 6 52 31 95 25 209
O
At 31 December 2014 2,415 4,312 735 4,731 1,375 13,568 8
©
Ageing analysis of days for past due but not impaired gross financial instruments QEJ
(Audited) >
Up to 29 30-59 60-89 90-179 180 days 8
days days days days and over Total )
$m $m $m $m Sm Sm 5
Loans and advances to customers held at amortised cost 9,403 1,917 727 111 21 12,179 8_
— personal 5,665 1,401 502 - - 7,568 o
— corporate and commercial 3,432 505 225 93 19 4,274 )
— non-bank financial institutions 306 11 = 18 2 337
Assets held for sale 476 137 90 - - 703
— disposal group 476 136 89 - - 701
— non-current assets held for sale - 1 1 - - 2
Other financial instruments 80 35 14 10 9 148 ‘2
At 31 December 2015 9,959 2,089 831 121 30 13,030 GEJ
g
Loans and advances to customers held at amortised cost 10,427 2,057 801 54 18 13,357 S
— personal 6,477 1,717 676 5 1 8,876 wn
— corporate and commercial 3,417 328 114 48 15 3,922 E
—non-bank financial institutions 533 12 11 1 2 559 =
Assets held for sale - - - 1 1 2 E
— disposal group - - - - - - L
— non-current assets held for sale - - - 1 1 2
Other financial instruments 130 33 18 11 17 209
At 31 December 2014 10,557 2,090 819 66 36 13,568
c
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Report of the Directors: Risk (continued)
Credit risk

Impaired loans unless individually they have been assessed as not
(Audited) impaired.
Impaired loans and advances are those that meet any of

; - e renegotiated loans and advances that have been subject
the following criteria:

to a change in contractual cash flows as a result of a

¢ wholesale loans and advances classified as Customer concession which the lender would not otherwise
Risk Rating (‘CRR’) 9 or CRR 10. These grades are consider, and where it is probable that without the
assigned when the bank considers that either the concession the borrower would be unable to meet the
customer is unlikely to pay their credit obligations in full contractual payment obligations in full, unless the
without recourse to security, or when the customer is concession is insignificant and there are no other
more than 90 days past due on any material credit indicators of impairment. Renegotiated loans remain
obligation to HSBC. classified as impaired until there is sufficient evidence to

demonstrate a significant reduction in the risk of non-
payment of future cash flows, and there are no other
indicators of impairment.

e retail loans and advances classified as Expected Loss
(‘EL’) 9 or EL 10. These grades are typically assigned to
retail loans and advances more than 90 days past due

Movement in impaired loans by geographical region

North Latin
Europe Asia MENA America America Total
$m $m $m Sm Sm $m
Impaired loans at 1 January 2015 10,242 2,048 1,981 11,694 3,365 29,330
— personal 2,544 491 242 10,826 1,057 15,160
— corporate and commercial 7,385 1,545 1,696 862 2,307 13,795
— financial 313 12 43 6 1 375
Classified as impaired during the year 3,909 1,893 338 2,986 2,434 11,560
— personal 1,257 813 178 2,245 1,502 5,995
— corporate and commercial 2,567 1,079 159 740 924 5,469
— financial 85 1 1 1 8 96
Transferred from impaired to unimpaired during
the year (964) (204) (107) (1,786) (245) (3,306)
— personal (211) (169) (82) (1,699) (185) (2,346)
— corporate and commercial (734) (35) (6) (87) (60) (922)
— financial (19) - (19) - - (38)
Amounts written off (870) (595) (335) (589) (1,312) (3,701)
— personal (280) (416) (113) (493) (961) (2,263)
— corporate and commercial (577) (179) (222) (95) (351) (1,424)
— financial (13) - - (1) - (14)
Net repayments and other (2,640) (767) (111) (3,375) (3,212) (10,105)
— personal (780) (203) - (2,885) (1,171) (5,039)
— corporate and commercial (1,778) (562) (110) (486) (2,033) (4,969)
— financial (82) (2) (1) (4) (8) (97)
Impaired loans at 31 December 2015 9,677 2,375 1,766 8,930 1,030 23,778
- personal 2,530 516 225 7,994 242 11,507
— corporate and commercial 6,863 1,848 1,517 934 787 11,949
- financial 284 11 24 2 1 322
% % % % % %
Impaired loans as a percentage of gross loans 23 0.6 4.5 6.5 4.8 23
— personal 1.5 0.4 3.4 13.7 4.1 3.1
— corporate and commercial 3.6 0.9 6.8 1.5 6.9 24
— financial 0.5 0.0 0.2 0.0 0.0 0.2
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North Latin

Europe Asia MENA America America Total
$m $m Sm Sm $m $m
Impaired loans at 1 January 2014 13,228 1,623 2,285 15,123 4,244 36,503 e
— personal 2,938 526 317 13,669 1,348 18,798 8_
— corporate and commercial 9,714 1,082 1,765 1,427 2,889 16,877 é
—financial 576 15 203 27 7 828 ©
Classified as impaired during the year 3,367 1,970 346 4,724 3,342 13,749 g
- personal 1,168 857 193 4,360 1,958 8,536 §
— corporate and commercial 2,166 1,113 153 354 1,383 5,169 5
— financial 33 - - 10 1 44
Transferred from impaired to unimpaired during
the year (1,661) (230) (320) (2,609) (730) (5,550)
- personal (282) (184) (178) (2,551) (364) (3,559)
— corporate and commercial (1,319) (46) (53) (57) (366) (1,841)
— financial (60) - (89) (1) - (150)
Amounts written off (2,037) (617) (111) (1,369) (2,048) (6,182)
— personal (631) (470) (77) (1,007) (1,371) (3,556) %
— corporate and commercial (1,201) (147) (29) (356) (673) (2,406) S
— financial (205) - (5) (6) (4) (220) 2
Net repayments and other (2,655) (698) (219) (4,175) (1,443) (9,190) ©
— personal (649) (238) (13) (3,645) (514) (5,059) °
— corporate and commercial (1,975) (457) (140) (506) (926) (4,004) g
— financial (31) (3) (66) (24) (3) (127) ir
Impaired loans at 31 December 2014 10,242 2,048 1,981 11,694 3,365 29,330
- personal 2,544 491 242 10,826 1,057 15,160
— corporate and commercial 7,385 1,545 1,696 862 2,307 13,795
— financial 313 12 43 6 1 375
% % % % % % °
Impaired loans as a percentage of gross loans 2.3 0.5 4.8 8.4 6.1 2.7 8
— personal 1.4 0.4 3.7 16.6 7.8 3.9 2
— corporate and commercial 3.5 0.7 8.2 1.5 7.5 2.5 )
—financial 0.7 0.0 0.3 0.0 0.0 0.2 z
Q
At 31 December 2014, our Brazilian impaired loans were significant concerns about the borrowers’ ability to meet %
$1.4bn in corporate and commercial and $0.8bn in contractual payments when due. On renegotiation, where o)
personal. the existing agreement is cancelled and a new agreement g'
Excluding the Brazilian reclassification to ‘Assets held for is made.on. substantially different .tf.erms, or if the terms <
sale’, corporate and commercial impaired loans decreased ofan ex!Stmg agre.ement are _mOd'f'e.d such that th?
$0.4bn including the favourable effects of a $0.8bn foreign renegonated loan is substantially a dlffer'ent financial
exchange reduction. In personal, the continued run-off of mstrurﬁent, the loan would be derecqgnlsed and
the US CML portfolio reduced collectively assessed impaired recognised as a new loan fo.r accc.Juntlr?g purpose.s. . "
loan balances by a further $2.7bn. ‘Net repayments and However, the newly recognlls.ed fmanual ass.et will retain =
other’ included $2.1bn of CML portfolio assets that were the renegotiated loan C.|aSSIfIC3tIOI’l. Concessions on loans E
reclassified as held for sale or sold during the year. Whilst made to custom_ers which do not affect the _payment 3
there was a reduction in total personal impaired loans, s.tructl.Jre or ba5|s. of repayment, such as.walvers Of. g
there was a marginal increase in the UK resulting from f|nancna! or securl.ty covenants, do.not directly pr.owd.e. =
improved identification of impaired residential mortgages. concessionary relief to customers in terms of their ability (5
to service obligations as they fall due and are therefore =
Renegotiated loans and forbearance not included in this classification. L%
The contractual terms of a loan may be modified for The most significant portfolio of renegotiated loans
a number of reasons, including changes in market remained in North America, substantially all of which
conditions, customer retention and other factors not were retail loans held by HSBC Finance Corporation
related to the current or potential credit deterioration of (‘HSBC Finance’). =
a customer. ‘Forbearance’ describes concessions maFIe on The following tables show the gross carrying amounts of .g
the contractual terms of a loan in response to an obligor’s the Group’s holdings of renegotiated loans and advances g
financial difficulties. We classify and report loans on which to customers by industry sector, geography, credit quality .E
concessions have been granted under conditions of credit classification and by arrangement type. <
distress as ‘renegotiated loans’ when their contractual 5
payment terms have been modified because we have i)
2
<
2
@)
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Report of the Directors: Risk (continued)
Credit risk

Renegotiated loans and advances to customers by geographical region

North Latin
Europe Asia MENA America America Total
$m $m $m Sm Sm $m
First lien residential mortgages 1,461 68 36 10,680 37 12,282
— neither past due nor impaired 512 47 11 3,376 27 3,973
— past due but not impaired 174 5 4 1,567 3 1,753
— impaired 775 16 21 5,737 7 6,556
Other personal lending? 298 272 33 1,054 35 1,692
— neither past due nor impaired 131 141 24 410 10 716
— past due but not impaired 51 16 2 173 1 243
—impaired 116 115 7 471 24 733
Corporate and commercial 5,215 599 1,411 638 506 8,369
— neither past due nor impaired 1,467 119 343 93 130 2,152
— past due but not impaired 109 - 14 - - 123
—impaired 3,639 480 1,054 545 376 6,094
Non-bank financial institutions 340 4 272 - - 616
— neither past due nor impaired 143 - 248 - - 391
— past due but not impaired - - 24 - - 24
— impaired 197 4 = = = 201
Renegotiated loans at 31 December 2015 7,314 943 1,752 12,372 578 22,959
- neither past due nor impaired 2,253 307 626 3,879 167 7,232
- past due but not impaired 334 21 44 1,740 4 2,143
- impaired 4,727 615 1,082 6,753 407 13,584
Impairment allowances on renegotiated loans 1,402 193 575 1,014 155 3,339
— renegotiated loans as % of total gross loans 1.8% 0.3% 5.6% 9.5% 3.2% 2.5%
First lien residential mortgages 1,605 94 58 13,540 60 15,357
— neither past due nor impaired 529 63 19 3,695 32 4,338
— past due but not impaired 221 8 1 1,894 5 2,129
— impaired 855 23 38 7,951 23 8,890
Other personal lending? 324 292 27 1,267 326 2,236
— neither past due nor impaired 184 173 16 453 14 840
— past due but not impaired 40 22 5 214 1 282
—impaired 100 97 6 600 311 1,114
Corporate and commercial 5,469 501 1,439 427 1,324 9,160
— neither past due nor impaired 1,383 102 483 36 303 2,307
— past due but not impaired 68 - 31 1 1 101
—impaired 4,018 399 925 390 1,020 6,752
Non-bank financial institutions 413 4 323 1 1 742
— neither past due nor impaired 219 - 305 - - 524
— past due but not impaired - - - - - -
— impaired 194 4 18 1 1 218
Renegotiated loans at 31 December 2014 7,811 891 1,847 15,235 1,711 27,495
— neither past due nor impaired 2,315 338 823 4,184 349 8,009
— past due but not impaired 329 30 37 2,109 7 2,512
—impaired 5,167 523 987 8,942 1,355 16,974
Impairment allowances on renegotiated loans 1,458 170 458 1,499 704 4,289
—renegotiated loans as % of total gross loans 1.9% 0.2% 6.1% 11.5% 3.7% 2.8%

For footnote, see page 191.

The following table shows movements in renegotiated
loans during the year. Renegotiated loans decreased
by $4.5bn to $23bn in 2015, partly due to the Brazilian
reclassification of $1bn. Renegotiated loans in personal
lending reduced by $3.6bn. Included within ‘other’

movements is $2.1bn of CML portfolio assets that were
transferred to ‘Assets held for sale’. Write-offs reduced as
a result of improvements in US economic conditions and
housing market.
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Movement in renegotiated loans and advances to customers by geographical region

North Latin
Europe Asia MENA America America Total
$m $m $m $m Sm Sm *g
Renegotiated loans at 1 January 2015 7,811 891 1,847 15,235 1,711 27,495 %
— personal 1,929 386 85 14,807 386 17,593 o
— corporate and commercial 5,469 501 1,439 427 1,324 9,160 o
— non-bank financial institutions 413 4 323 1 1 742 g
Loans renegotiated in the year without derecognition 1,970 421 115 999 553 4,058 §
— personal 471 87 7 625 250 1,440 5
— corporate and commercial 1,494 334 89 374 303 2,594
— non-bank financial institutions 5 - 19 - - 24
Loans renegotiated in the year resulting in recognition
of a new loan 222 16 196 (1) 175 608
— personal 57 - - (1) 18 74
— corporate and commercial 156 16 4 - 157 333
— non-bank financial institutions 9 - 192 - - 201
Repayments (1,675) (351) (276) (1,304) (467) (4,073) 2
— personal (574) (88) (32) (1,166) (185) (2,045) )
— corporate and commercial (1,054) (263) (159) (138) (282) (1,896) >
— non-bank financial institutions (47) - (85) - - (132) &)
Amounts written off (294) (52) (11) (254) (290) (901) .‘_E
— personal (45) (24) (5) (241) (139) (454) ‘é
— corporate and commercial (249) (28) (6) (12) (150) (445) ©
— non-bank financial institutions - - - (1) (1) (2) uE_
Other (720) 18 (119) (2,303) (1,104) (4,228)
— personal (79) (21) 14 (2,290) (258) (2,634)
— corporate and commercial (601) 39 a4 (13) (846) (1,377)
— non-bank financial institutions (40) - (177) - - (217)
At 31 December 2015 7,314 943 1,752 12,372 578 22,959
— personal 1,759 340 69 11,734 72 13,974 o
— corporate and commercial 5,215 599 1,411 638 506 8,369 8
— non-bank financial institutions 340 4 272 = = 616 @®
c
o
Renegotiated loans at 1 January 2014 9,756 767 2,094 18,789 2,769 34,175 g
— personal 2,251 435 149 18,130 607 21,572 G)
— corporate and commercial 7,270 330 1,583 658 2,161 12,002 ()
— non-bank financial institutions 235 2 362 1 1 601 5
Loans renegotiated in the year without derecognition 1,543 371 296 862 725 3,797 8_
— personal 433 83 10 774 310 1,610 S
— corporate and commercial 939 288 286 78 415 2,006 o
— non-bank financial institutions 171 - - 10 - 181
Loans renegotiated in the year resulting in recognition
of a new loan 500 5 79 - 92 676
— personal 69 2 - - 28 99
— corporate and commercial 381 - 61 - 64 506
— non-bank financial institutions 50 3 18 - - 71 *2
Repayments (2,416) (246) (562) (1,518) (1,036) (5,778) g
— personal (635) (96) (47) (1,319) (288) (2,385) =
— corporate and commercial (1,757) (149) (445) (189) (747) (3,287) T
— non-bank financial institutions (24) (1) (70) (10) (1) (106) N
Amounts written off (828) (42) (23) (640) (510) (2,043) _T_cs
— personal (88) (28) (7) (568) (223) (914) 8
— corporate and commercial (740) (14) (16) (72) (286) (1,128) @©
— non-bank financial institutions - - - - (1) (1) L%
Other (744) 36 (37) (2,258) (329) (3,332)
— personal (101) (10) (20) (2,210) (48) (2,389)
— corporate and commercial (624) 46 (30) (48) (283) (939)
— non-bank financial institutions (19) - 13 - 2 (4)
At 31 December 2014 7,811 891 1,847 15,235 1,711 27,495 =
— personal 1,929 386 85 14,807 386 17,593 g
— corporate and commercial 5,469 501 1,439 427 1,324 9,160 ©
— non-bank financial institutions 413 4 323 1 1 742 §
£
=
A range of forbearance strategies are employed in order The table below shows the arrangement type as a percentage 3
to improve the management of customer relationships, of the total value of arrangements offered. Corporate %
maximise collection opportunities and, if possible, avoid renegotiated loans often require the granting of more than <
default, foreclosure or repossession. one arrangement type as part of an effective strategy. The =
<
w
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Credit risk

percentages reported in the table below includes the effect
of loans being reported in more than one arrangement

type.

Renegotiated loans by arrangement type: corporate and

commercial and financial

Maturity term extensions

Reductions in margin, principal forgiveness, debt
equity swaps and interest, fees or penalty
payment forgiveness

Other changes to repayment profile

Interest only conversion

Other

At 31 December 2015

In personal lending, renegotiated loans have been

%
42.4

19.6
14.1
13.9
10.0

100.0

allocated to the single most dominant arrangement type.

Renegotiated loans by arrangement type: personal lending
%

Personal
— interest rate and terms modifications 114
— payment concessions 6.0
- collection re-age® 35.0
- modification re-age® 42.9
— other 4.7
At 31 December 2015 100.0

For footnotes, see page 191.

Impairment of loans and advances

(Audited)

For an analysis of loan impairment charges and other credit risk
provisions by global business, see page 65.

The tables below analyse the loan impairment charges
for the year by industry sector, for impaired loans and
advances that are either individually or collectively
assessed, and collective impairment allowances on loans
and advances that are classified as not impaired.

Loan impairment charge to the income statement by industry sector

Personal
— first lien residential mortgages
— other personal®

Corporate and commercial
— manufacturing and international trade and services
—commercial real estate and other property-related
— other commercial®

Financial

Total loan impairment charge for the year ended
31 December 2015

Personal
— first lien residential mortgages
— other personal®

Corporate and commercial
— manufacturing and international trade and services
— commercial real estate and other property-related
— other commercial®

Financial

Total loan impairment charge for the year ended
31 December 2014

For footnotes, see page 191.

Loan impairment charge to the income statement by assessment type

Individually assessed impairment allowances
—new allowances
— release of allowances no longer required
— recoveries of amounts previously written off
Collectively assessed impairment allowances*®
—new allowances net of allowance releases
— recoveries of amounts previously written off

Total loan impairment charge for the year ended
31 December 2015

For footnote, see page 191.

North Latin
Europe Asia MENA America America Total
$m Sm $m $m $m $m
263 309 122 157 983 1,834
(7) (1) 49 70 41 152
270 310 73 87 942 1,682
432 372 195 319 451 1,769
158 250 107 26 305 846
33 18 49 24 47 171
241 104 39 269 99 752
14 - (18) (7) - (11)
709 681 299 469 1,434 3,592
245 321 25 117 1,095 1,803
(75) 6 (24) 26 15 (52)
320 315 49 91 1,080 1,855
790 327 6 196 937 2,256
520 197 36 116 382 1,251
78 29 (28) 27 176 282
192 101 (2) 53 379 723
44 (4) (32) (13) 1 (4)
1,079 644 (1) 300 2,033 4,055
North Latin
Europe Asia MENA America America Total
$m $m $m Sm Sm $m
495 300 161 227 322 1,505
991 518 216 290 401 2,416
(455) (2179) (52) (46) (93) (825)
(41) (39) (3) (17) 14 (86)
214 381 138 242 1,112 2,087
561 507 168 301 1,272 2,809
(347) (126) (30) (59) (160) (722)
709 681 299 469 1,434 3,592

HSBC HOLDINGS PLC

132




North Latin

Europe Asia MENA America America Total
$m $m $m Sm Sm $m
Individually assessed impairment allowances 617 351 32 190 590 1,780 yw
—new allowances 1,112 542 134 298 738 2,824 8_
— release of allowances no longer required (486) (171) (95) (88) (90) (930) é
— recoveries of amounts previously written off (9) (20) (7) (20) (58) (114) o
Collectively assessed impairment allowances'® 462 293 (33) 110 1,443 2,275 g
—new allowances net of allowance releases 757 426 2 205 1,726 3,116 §
— recoveries of amounts previously written off (295) (133) (35) (95) (283) (841) 5
Total loan impairment charge for the year ended
31 December 2014 1,079 644 (1) 300 2,033 4,055

For footnote, see page 191.

On a reported basis, loan impairment charges of $3.6bn
were $0.5bn lower than in 2014, primarily due to favourable
currency translation in Latin America and Europe.

The commentary that follows is on a constant currency basis,
while tables are presented on a reported basis.

Loan impairment charges increased by $219m compared
with 2014. Notably, in the fourth quarter of 2015, our loan
impairment charges increased compared with the third
quarter following a rise in individually assessed loan
impairment charges in a small number of countries. This was
reflective of specific circumstances associated with those
countries with no common underlying theme. In addition,
we increased our collectively assessed loan impairment

reflected an increase in allowances against our oil and
gas exposures in the regions. In our US CML portfolio,
loan impairment allowances on residential mortgages
were higher than in 2014 following lower favourable
market value adjustments of underlying properties as
improvements in housing market conditions were less
pronounced in 2015.

e in Europe, collectively assessed loan impairment
allowances were $192m lower as 2014 included
additional impairment charges from revisions to certain
estimates used in our corporate collective loan
impairment calculation.

Individually assessed loan impairment allowances were

3
.2
>
9
oc
°
3]
c
©
S
i

allowances on exposures related to the oil and gas industry broadly unchanged from 2014. This reflected decreases in o
by $0.2bn. This was primarily in North America, Middle East Latin America, Europe and Asia which were offset by S
and North Africa, and Asia. increases in Middle East and North Africa and in North g
The commentary that follows sets out in more detail the America. This included the following: S
factors that have contributed to movements in loan e in Latin America (down by $95m), Europe (down by o
impairment charges compared with 2014. $44m) and Asia (down by $44m), we saw reductions in ©
Collectively assessed loan impairment allowances rose by individually assessed loan impairment allowances as 2014 g_
$221m, mainly in Middle East and North Africa, North included significant impairment charges related to 8
America and Asia, partly offset in Europe. It arose from corporate and commercial exposures in our respective
the following: regions. In Asia, the reduction was partly offset by an
o ) ) increase in loan impairment allowances against a small
e in Mldqle East and North Africa (up by $16?m), .thIS was number of customers in Indonesia; and
mainly in the UAE and reflected increased impairment o )
allowances on our residential mortgage book following a ¢ n Mlc.idle Eastand Nort.h A.fr.|ca (up by $134m) and North *2
review of the quality and value of collateral. In addition, 'Amer'|ca (up by $47m), |.nd|V|dua||y assessed loan . g
loan impairment allowances increased on our corporate impairment allowances increased. In the former, this IS}
and commercial exposures, notably in the oil and primarily related to higher loan impairment allowances IS
foodstuffs industries: on food wholesalers, while in North America the rise was 2
] ) ) in the oil and gas sector. iU
e in North America (up by $132m) and Asia (up by $108m), =
the increase was in the ‘other commercial’ sector. This Ko
=
Charge for impairment losses as a percentage of average gross loans and advances to customers by geographical region
North Latin
Europe Asia MENA America America Total
% % % % % % -
New allowances net of allowance releases 0.31 0.23 1.07 0.41 5.37 0.48 g
Recoveries (0.11) (0.05) (0.11) (0.06) (0.50) (0.09) g
Total charge for impairment losses at 31 December 2015 0.20 0.18 0.96 0.35 4.87 0.39 5
Amount written off net of recoveries 0.25 0.12 0.97 0.45 3.94 0.37 E
New allowances net of allowance releases 0.37 0.22 0.14 0.32 5.00 0.53 o
Recoveries (0.08) (0.04) (0.14) (0.09) (0.72) (0.10) %
Total charge for impairment losses at 31 December 2014 0.29 0.18 - 0.23 4.28 0.43 %
Amount written off net of recoveries 0.49 0.13 0.58 0.97 3.59 0.58 E
%)
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Movement in impairment allowances by industry sector and by geographical region

Impairment allowances at 1 January 2015
Amounts written off
Personal
— first lien residential mortgages
— other personal®

Corporate and commercial
— manufacturing and international trade and services
— commercial real estate and other property-related
— other commercial®
Financial
Total amounts written off
Recoveries of amounts written off in previous years
Personal
— first lien residential mortgages
— other personal®
Corporate and commercial
— manufacturing and international trade and services
— commercial real estate and other property-related
— other commercial®

Financial
Total recoveries of amounts written off in previous years
Charge to income statement
Exchange and other movements*!
Impairment allowances at 31 December 2015

Impairment allowances against banks:
— individually assessed

Impairment allowances against customers:
— individually assessed
— collectively assessed®

Impairment allowances at 31 December 2015

Impairment allowances at 1 January 2014
Amounts written off
Personal
— first lien residential mortgages
— other personal®

Corporate and commercial
— manufacturing and international trade and services
— commercial real estate and other property-related
— other commercial®
Financial
Total amounts written off
Recoveries of amounts written off in previous years
Personal
— first lien residential mortgages
— other personal®
Corporate and commercial
— manufacturing and international trade and services
— commercial real estate and other property-related
— other commercial®
Financial
Total recoveries of amounts written off in previous years
Charge to income statement
Exchange and other movements'!
Impairment allowances at 31 December 2014
Impairment allowances against banks:
— individually assessed
Impairment allowances against customers:
— individually assessed
— collectively assessed®®

Impairment allowances at 31 December 2014

For footnotes, see page 191.

North Latin

Europe Asia MENA America America Total
Sm Sm Sm $m $m $m
4,455 1,356 1,406 2,640 2,529 12,386
(627) (416) (114) (554) (996) (2,707)
(12) (6) (1) (344) (24) (387)
(615) (410) (113) (210) (972) (2,320)
(657) (179) (222) (106) (309) (1,473)
(234) (149) (214) (28) (213) (838)
(244) (5) (8) (57) (30) (344)
(179) (25) - (21) (66) (291)
(12) - - (2) - (14)
(1,296) (595) (336) (662) (1,305) (4,194)
340 135 30 57 119 681

6 4 - 26 (17) 19

334 131 30 31 136 662
46 30 3 18 27 124

16 20 2 8 15 61

24 5 = 5 2 36

6 5 1 5 10 27

2 = = 1 = 3

388 165 33 76 146 808
709 681 299 469 1,434 3,592
(387) (82) 16 (482) (2,084) (3,019)
3,869 1,525 1,418 2,041 720 9,573
= = 18 = = 18
2,661 908 1,068 327 438 5,402
1,208 617 332 1,714 282 4,153
3,869 1,525 1,418 2,041 720 9,573
5,598 1,214 1,583 4,242 2,564 15,201
(724) (463) (157) (1,030) (1,359) (3,733)
(22) (17) (4) (731) (40) (813)
(703) (446) (153) (299) (1,319) (2,920)
(1,202) (146) (47) (346) (684) (2,425)
(732) (86) (41) (81) (428) (1,368)
(342) (53) (6) (153) (39) (593)
(128) (7) - (112) (217) (464)
(203) - (8) (6) (4) (221)
(2,129) (609) (212) (1,382) (2,047) (6,379)
271 143 35 86 283 818

3 3 - 40 33 79

268 140 35 46 250 739
29 9 7 25 58 128

19 7 7 6 46 85

11 - - 3 1 15

(1) 2 - 16 11 28

4 1 - 4 - 9

304 153 42 115 341 955
1,079 644 (1) 300 2,033 4,055
(397) (46) (6) (635) (362) (1,446)
4,455 1,356 1,406 2,640 2,529 12,386
31 - 18 - - 49
2,981 812 1,110 276 1,016 6,195
1,443 544 278 2,364 1,513 6,142
4,455 1,356 1,406 2,640 2,529 12,386
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Movement in impairment allowances on loans and advances to customers and banks

(Audited)

At 1 January 2015
Amounts written off
Recoveries of loans and advances previously written off
Charge to income statement
Exchange and other movements!?
At 31 December 2015
Impairment allowances:
on loans and advances to customers
— personal
— corporate and commercial
— non-bank financial institutions

as a percentage of loans and advances

At 1 January 2014

Amounts written off

Recoveries of loans and advances previously written off

Charge to income statement

Exchange and other movements!?

At 31 December 2014

Impairment allowances:

on loans and advances to customers

— personal
— corporate and commercial
— non-bank financial institutions

as a percentage of loans and advances

For footnotes, see page 191.

Wholesale lending

On a reported basis and excluding the effects of the
Brazilian reclassification of loans and advances to ‘Assets
held for sale’, gross loans decreased by $32bn, mainly due
to adverse foreign exchange effects.

The commentary that follows is on a constant currency
basis, while tables are presented on a reported basis.

Wholesale lending increased by $0.5bn in the year.
However, in Asia it fell by $9.6bn, mainly in Hong Kong and,
to a lesser extent, mainland China and Taiwan. In Asia, the
fourth quarter of 2015 saw lower than expected credit
growth with a continuation of the slowdown in trade, the
repayment of some existing corporate loans and slower
demand for new lending.

In Europe, lending increased by $3.2bn, mainly in the UK
and Germany. In the UK it rose by $1.9bn with increases in
‘financial’ partly offset by decreases in ‘corporate and
commercial’, mainly relating to corporate overdraft

Banks Customers
individually Individually Collectively

assessed assessed ass