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None of the websites referred to in this
Annual Report on Form 20-F for the year
ended December 31, 2015 (the “Form
20-F”), including where a link is provided,
nor any of the information contained on
such websites is incorporated by reference
in the Form 20-F.

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

B 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.

Strategic Report

An overview of how we are structured,
what we do and where, our strategic
actions, the principal risks we face, and
high-level performance information. The
section is introduced by both the Group
Chairman and Group Chief Executive,
and also explains the role of the Board.

This Strategic Report was approved by the
Board on 22 February 2016. Douglas Flint,
Group Chairman

Financial Review

Detailed reporting of our financial
performance, at Group level as well as
within our matrix structure. It also includes
our full risk report and reporting on how
we manage capital.

Corporate Governance

Details of our Board of Directors and
senior management, and our approach to
corporate governance and remuneration.

Financial Statements

Our financial statements and related
notes and reports.

— 323 31 December 2015
— 335 31 December 2014

Other Information

Important information for our
shareholders, including contact
information. Like any industry and
company, we have our set of
abbreviations and terminology.
Accordingly, we provide an explanation of
the abbreviations used and a glossary of
key terms.
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Cautionary statement regarding forward-looking statements

This Form 20-F contains certain forward-
looking statements with respect to
HSBC's financial condition, results of
operations, capital position and business.

Statements that are not historical facts,
including statements about HSBC'’s
beliefs and expectations, are forward-
looking statements. Words such as
‘expects’, ‘anticipates’, ‘intends’, ‘plans’,
‘believes’, ‘seeks’, ‘estimates’, ‘potential’
and ‘reasonably possible’, variations of
these words and similar expressions are
intended to identify forward-looking
statements. These statements are based
on current plans, estimates and
projections, and therefore undue reliance
should not be placed on them. Forward-
looking statements speak only as of the
date they are made. HSBC makes no
commitment to revise or update any
forward-looking statements to reflect
events or circumstances occurring or
existing after the date of any forward-
looking statements.

Written and/or oral forward-looking
statements may also be made in the
periodic reports to the US Securities and
Exchange Commission, summary
financial statements to shareholders,
proxy statements, offering circulars and
prospectuses, press releases and other
written materials, and in oral statements
made by HSBC'’s Directors, officers or
employees to third parties, including
financial analysts.

Forward-looking statements involve
inherent risks and uncertainties. Readers
are cautioned that a number of factors
could cause actual results to differ, in
some instances materially, from those
anticipated or implied in any forward-
looking statement. These include, but are
not limited to:

— changes in general economic
conditions in the markets in which we
operate, such as continuing or
deepening recessions and fluctuations
in employment beyond those factored
into consensus forecasts; changes in
foreign exchange rates and interest
rates; volatility in equity markets; lack
of liquidity in wholesale funding
markets; illiquidity and downward price
pressure in national real estate
markets; adverse changes in central
banks’ policies with respect to the
provision of liquidity support to
financial markets; heightened market
concerns over sovereign
creditworthiness in over-indebted
countries; adverse changes in the
funding status of public or private
defined benefit pensions; and
consumer perception as to the
continuing availability of credit and
price competition in the market
segments we serve;

— changes in government policy and
regulation, including the monetary,
interest rate and other policies of
central banks and other regulatory
authorities; initiatives to change the
size, scope of activities and
interconnectedness of financial
institutions in connection with the
implementation of stricter regulation of
financial institutions in key markets
worldwide; revised capital and liquidity
benchmarks which could serve to
deleverage bank balance sheets and
lower returns available from the
current business model and portfolio
mix; imposition of levies or taxes
designed to change business mix and
risk appetite; the practices, pricing or
responsibilities of financial institutions
serving their consumer markets;
expropriation, nationalisation,

confiscation of assets and changes in
legislation relating to foreign
ownership; changes in bankruptcy
legislation in the principal markets in
which we operate and the
consequences thereof; general
changes in government policy that
may significantly influence investor
decisions; extraordinary government
actions as a result of current market
turmoil; other unfavourable political or
diplomatic developments producing
social instability or legal uncertainty
which in turn may affect demand for
our products and services; the costs,
effects and outcomes of product
regulatory reviews, actions or
litigation, including any additional
compliance requirements; and the
effects of competition in the markets
where we operate including increased
competition from non bank financial
services companies, including
securities firms; and

factors specific to HSBC, including
discretionary RWA growth and our
success in adequately identifying the
risks we face, such as the incidence of
loan losses or delinquency, and
managing those risks (through
account management, hedging and
other techniques). Effective risk
management depends on, among
other things, our ability through stress
testing and other techniques to
prepare for events that cannot be
captured by the statistical models it
uses; and our success in addressing
operational, legal and regulatory, and
litigation challenges, notably
compliance with the DPA.
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Certain defined terms

Unless the context requires otherwise,
‘HSBC Holdings’ means HSBC Holdings
plc and ‘HSBC’, the ‘Group’, ‘we’, ‘us’
and ‘our’ refer to HSBC Holdings
together with its subsidiaries. Within this
document the Hong Kong Special

Administrative Region of the People’s
Republic of China is referred to as ‘Hong
Kong'. When used in the terms
‘shareholders’ equity’ and ‘total
shareholders’ equity’, ‘shareholders’
means holders of HSBC Holdings

ordinary shares and those preference
shares and capital securities issued by
HSBC Holdings classified as equity. The
abbreviations ‘$m’ and ‘$bn’ represent
millions and billions (thousands of
millions) of US dollars, respectively.
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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)

Global businesses

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

Retail Banking and
Wealth Management
(‘RBWM’)

Commercial Banking
(‘CMPB’)

Global Banking and
Markets (‘GB&M’)

Global Private Banking
(‘GPB’)

We help millions of
people across the

We support more than
two million business
customers in 55

We provide financial
services and products to

We help high net worth
individuals and their

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 (‘(RWASs’) by $124bn in 2015 and
therefore also the amount of capital we
are required to hold.

Adjusted profit before tax 4
(2014: $22.0bn)

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

world to manage their
finances, buy their
homes, and save and
invest for the future.
Our Insurance and

countries with banking
products and services to
help them operate and
grow. Our customers

companies, governments families to grow,

and institutions. Our manage and preserve
comprehensive range of their wealth.

products and solutions,

across capital financing, ~Further details on

Asset Management
businesses support all
our global businesses
in meeting their
customers’ needs.

range from small
enterprises focused
primarily on their
domestic markets,
through to large
companies operating

Further details on globally.

page 30
Further details on page 28

advisory and transaction
banking services, can be
combined and
customised to meet our
clients’ specific
objectives.

Further details on page 29

page 31

Reported profit
before tax

Adjusted profit before tax
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HSBC at a glance

Key metrics

Baturm o

Geographical regions 3 For further
det_ails on our

We operate in 71 countries and territories regions, see
page 32.

around the world. Our operating entities
represent HSBC to customers, regulators,
employees and other stakeholders.

Market presence

Priority markets:

Morth America Latin America Europe Middle East Asia
and Morth Africa
-Canada - Meaxico - UK - Egypt - Hong Kong
L8 - France - Saudi Arabia - Australia
- Garmany - LAE - MWainland China
- Switzerland ~India
~Indonesia
- halaysia
- Singapore

—- e . ~ Taiwan
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Strategic Report

Who we are

150 years

of helping customers

‘We seek to build trusting
and lasting relationships
with our many stakeholders'
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Qur values Our role in society

Connected
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150-year heritage
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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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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.

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
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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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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 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, 150 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.

e

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 to 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 Retalil
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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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 (‘(RWASs’) 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.

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.

&mnﬁr G‘“.LL(JM_

Stuart Gulliver
Group Chief Executive
22 February 2016
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Our strategy

Capturing value from our international network

Our ambition is to be recognised as the worl
most respected intemational bank. We:will achiev
focusing on the needs of our customers .
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Strategic Report

Value of the network

Unrivalled global presence

Our netwark of bus
and fastest-growing frade corfiders and
More than 40% of our clientrevented
husiness i individuals with'aninte

[ ————
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Access to opportunities
S ==

Qur market presence | Transaction banking products

Countries accounting for more than Transaction banking product revenus
anddl

amd capital

HSBC HOLDIMNGS PLC
L L]
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Services around the world Business synergies
Engaging in the global economy  Delivering the whole of HSBEC
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‘Our relationships reflect
the geographic reach
of our network’
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Strategic Report’

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

Ve dum 1o Capiunn valude fngim our
natwodk by adapbing to structural
Changas in aur oparalng emeionmant

@l and pursuing growth opportunities

In 2015, v took our firg steps

i toovcards acheeveng the tasgets we

sl out in June, Thase pages contan
additonal infermation on fnve sefecied

| actuors. For fusthed detai's on revenue
} groveth From our intemational nelvork,

e page 46

Reduce risk-weighted assets
Wo made urgJﬂlflcnn1 progress in maating
ol riak-wasghted azset [FWA)
rechschon targats in J0E We chd Thus
prirarily by exiting or disposing of low
ratuming portfclise; better managng
processas, calouations and positions
and boeng mong solectivo in the business
we undartake.

Exit/disposal of low
returning portfolios

learly S420n of our totel RAM,
reducton cama from the partsal sale
of cur wnvastent in Chana's Industnal
Bank, and the scoaborated soll-down
of our consumer martgage portfohio
in thir LS and our GBAM legacy
credit portfoSo.

Management of positions,
processes and calculations

W have refinod our VA caleulations,
andd implementod procoess Improvemonts
sl pxposura peclucions in GB&M

and CMEB. This reduced RVWAS by a
further 582ba, wwo-thads of wheek

was in GB&M

Group RWA reducticn
Chaonge from 2014

-10%

':LBHH riskawnighted assets
RGN

R ‘5161

US and Mexico

W aro strongthening our businesses in
hMesoon and the LS to rebuld prafitabiling.
Wea seok o oA reninLe from erass.
border banking oppod tunilies across the
Morth Amincan Froo Trade Agreemant
FHAFTA) atea

US growth

Wi grew revveriue from transaction
banking products, including a 9% increase
i Global Teade and Recenables Fnancs,
snd ncrensed colaboration Bebwean

our GREM and CHIB businesaes We
imprened cost affaciency by consaolidatng
diats conlres snd Mg 10 kvweoos]
office locations.

Mexico growth

W grow REVWR's adiusted revenue in
hMesoon by 7%, groveang Tastor than the
macket in cands, morigages and porsonal
toans. W increasad revenus from
budiniesd Symingeos in 2015, mehading

an 18% incieass i tevenos liom Globa
Trader and Recervablos Finonce products
piernded to GBAM chonts,

MAFTA area initiatives

Wa increased tha number of chents we
Laiwd Wihg conduet busehess acrosd tha
WAFTA wrea. Wo ane CavElonmng our
produsts to better serée customass and
gonnect supply chang, Our cross-border
resanue betwaen the UIS and Meoco
giird by mcd than 10% in 2015

NAFTA aren revenuo
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Cost savings

Wille continee to take action Lo manage
o costs bettar, Wea ara groawving ous
degital capablitios and realising alhiconsy
gaing theough automating and ra-
engnasnng processes. Ve ara

also simplifying our technology and
reshaping our giobal funclions.

Chur eoat saving plans ard tghter oo
controds have slowed cost growth in
2015, Costs in the second hallf of the
yoaas weang in ing wath the first half

Increased efficiency

We rermonvid this reduinesmdnt lor nvarty
3.000 roles by putcmating and elimirating
processes n 2015, Wa complated oaor
13% of cur target 1o remove 750 software
appicatons by the end of 2017, Wa are
optimising our branch netwaord, and wa
ehosad mone than 130 branches in 2015
in six of our largest ratal banking maskets.
Ve absgirtroduced & nenw IT opeating
madal that achioved a 4% cost mducton
in the IT ner rate cormpared with 2014,

Using technalogy to
enhance productivity

Ve inCreased prodictnaty in our LK
branches thiough onling custome:
Suppodt and appoinimant bookirg, In
CMWB, wa sampliiad oo processes and
ane using technology betier 1o open
el SECOENTS obaly. Ve significanthy
reduced the time taken to approve
el Boasres Trom an anaerisge af 20
dmys 1o teo deys, and in soma cases
ngtardly, in four of our prgdty markets.

Reduetion in manual paymaents
% rocuced theough sutomation]

25%

Investment in Asia

Wi ane in a leading position to captune
gronevth in Asia, Our prcritios includs
aecolaratng our busmass growthin
China’s Peatl River Delta ('PRD'), and
dennaloping our Assat Managamant
and Insurance businesses 1o beneli
Fram Ask’s geenwing midkdhe Glass. We
aleo B io giove O business in the
Assocation of Sautheast Asian Nations
FASEAN) regon as wade and imeestmant
Hlcrarg incradeso in iy rddons Such a5
Singapore and Malaysia, and we ara
Expandng ou IRConisian Dusingss,

Pearl River Delta

We ara dervvelopang owr business in the
PRD, n Guangdang, the Chinesa provintg
bordesing Hong Kong. The province’s
nErEnaEgly SOPNEHENE BEOnDEY nd
Enks with Hong Eong piovide us with a
UNGUE DPOrTUNETy T croan & hull-scale
banking businass thesa,

I 2005, we appointed a CEO for
Guangdong and continued to buid
nfrastruciung and recnel statl, We grawy
our RBVWiM morigage business and
eslabished a branch of HSBC Lite
Insyeanca in Guangrhou. We also agreed
o establish 3 rdionty-cenmed poin
vantune secuntes company in Oanhas,
Shirzhin, which, if appocd by
reguiantons, will potentialy allow us

L0 rgpige i i full Specium of the
secuitios business in maindand China

HSEE branches in Guangdang

Adjusted costs Guangdong loans
iShe] )
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Global Standards -
safeguarding against
financial crime

W ai comeritted to implomantng 1)
the mast effective global standands
10 conmbal financeal crimi Ve ao Y

theafore pusting in plasa robust controls 5
amruisd @7 enabing us o understand

e Shout Our CusImers, what they K
i, e wvheng and wity thiy do it This
comprahengive approach is designed
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financial crime

Enhancing infrastructure
and systams

Wia ane reling cut imphoved systams
o inlrastruciung 10 mansge findrcs
crim risk, and impaowod transacion
MANItNng and SANCTONS SEIBNING
capabithes

Expanding capabilities

Wi i strsngthaning our financial
crima detection and immeastigation
capabithos within our DuBingss wams,
ncluding delvering enhanced training
1o appropnate stafl
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Financial overview

Reported results

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

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.

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

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.
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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.

I3 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. Net operating income before loan income charges and other credit risk

These are discussed in more detail on the
following pages.

Adjusted results 2015 2014

$m $m
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 bafore tax compared with 2014

2015 (Em)
Riervenue 51765
LICs (3.721)

Operating expensas 136,182

Share of profits in associples
and panlvantunes

Profit before tax

2 556

20418

Change (Sm) %)

i

[1,558) {hn
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growth in GB&M,
CME and
Principal RBWM

Adjusted performance (continued)

Adjusted revenue *
Adjusted revenue rose by 1% in part due to

Movement in adjusted revenue compared with 2014 < p

2005 (Sm) Chamge (Sm) (%)
growth in GB&M, CMB and Principal RBWM
reflecting the following: Principal REVWM 22687 2
- Revenue of $18.0bn was $1.2bn or  FEWA U5 e portiolia 1.155 22
7% higher than in 2014. This was driven by - Ry l._| =
higher revenue in all client-facing Lo 5657 L £
businesses except Principal Investments. In g&";v;ﬁjay - 17.973 I 1,047 | 7
Equities, revenue increased by $0.5bn, it
reflecting higher client flows and increased =~ 2% &t ok =30
market volatility. Revenue from transaction  geg 2141 6l
banking products rose $0.4bn as volatility
drove higher client flows in Foreign Orthe 5,456 ]
Exchange, as assets under custody in Asia e -
rose in Securities Services, and as deposits = i
rose in Payments and Cash Management S| P iy

(‘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

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.

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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Financial overview

Adjusted performance (continued)

Adjusted LICs * Adjusted LICs b
Shn
— Our LICs were $0.6bn or 17% higher than in 2014 2015
2014, mainly in CMB ($0.5bn). This included 2200 £3.7bn St

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. 0z 1,645
g .14 0.3 hE
— LICs increased in RBWM by $0.3bn, mainly
in Brazil as delinquency rates increased; 1.011
while in the UAE, impairments on mortgages am 51?
rose, following a review of the quality and 480
value of collateral. !
— In GB&M, there was a reduction of $0.3bn in
specific impairments as 2014 included a 101‘* 201 014 A 1015 2015 3015 4015
small number of significant charges, notably :“;ﬁ : o e
. . ) — i lj!
in Brazil and Hong Kong. = “h?;; - = cummwﬁam Boes
W Other eradit risk provisions
. . }
Adjusted operating expenses Kl siacaig seins o
— Our adjusted operating expenses in 2015 Son 2015 5 /O
were up $1.6bn or 5% on 2014. £36.20n
. K Costs ar-0n-
— Run-the-bank costs rose by $_0.8br_1 or 2%. 5‘,‘;&“ s?;gn I?aﬁk ey year; nﬁ?;er.
This was mainly due to wage inflation in BMWJ‘ ey mAdiusted oparating costs excluding
Latin America and Asia. We also recruited expenses (exciuding  the bank levy were

bank lewy) broadly unchanged

additional staff across the Group to support
business growth. in the second half
of the year.
— 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 The quartarhy aned hall-yoarhy cpersting sxpense figues

investment and inflation, apd rgf[gctgd the m:m}cﬁgﬁﬁm I‘-‘s’““““““ L

initial effect of our cost-saving initiatives and

a strong focus on cost management. This

included a reduction in full-time equivalent I For further details on the categorisation Adjusted income from associates

staff in the second half of the year of 4,585  of run-the-bank and change-the-bank
and lower travel costs. costs, see page 58.

4014 IGIL‘; 2015 4015

— Our share of profit from associates 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
{Sbn)

AN e ———— | 2,410
i 2,534

Loans and advances to customers
{3bn}

S —— 924
i 975
I 932

Capital strength

Common equity tier 1 ratio lend point)
%)

i 1.5

1.1
i 10.9
Risk-weighted assets

(Eon)

fas ] 1,103
ED 1,220
j2oez. 1,003

Risk-weighted assets by global business
3ol

REAM | 1805
CME 4210
[ ceam | 4406
B cre 2.3
Other 326

$2 410bn

2014 1o 2015 movement
mncludes adverse currancy
effects of $133bn.

$924bn

2014 to 2015 movement includes
adverse currency effects of $52bn and
the reclassification 1o "held for sale’ of

217bn of assets relating 10 Brazil in 2015,

11.9%

Decrease of

$117bn

| Qrthegr = i RO 000 RACDHTY BCRNATIOS, undBoCatod naament Bctivithes,
ottty held natmant COMPATEes, And Mawemont in Eair valus of dwn oot

K Fir furthar ditsis on RWAS, 206 pago 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 to 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

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

Delivering on our Group financial targets

Retum on equity

(%)
N 7.2
j2ohg | 73

EiF ] 9.2

Adjusted jaws B
{2015 year to date)

2915
5% 12915

N
7%

10 Fie] 30 40

Kay
— R aanue groveth %
—Cost growih %

Understanding jaws

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

I 10,000
ENIE  9.583
i 8,180

Dividends per ordinary share

in respect of year (3
I 0.51
EIN .50
EE 0.49

Target:

>10%

Target:

Positive

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

2015 adjusted jaws:

-5.770

Targat:

Progressive

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

by dividends per crdinary share declared

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

less efficiently deployed capital. Actions

to address Lthese 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 to
$0.51 from $0.50 in 2014.
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Global businesses

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

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

Commercial Banking (‘CMB’)

W 1]

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 a rise 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 (‘RWAs’) of $23.0bn
or more than 75% of our 2015-2017 target.

Profit before tax (2bn)

2015 =204

Reponed I 80
TR ii- 8 3

Adusted NG 8.2

— | 8.6

Adjusted profit before tax »
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Best
Overall Global

Trade Finance
Bank

Trade Finarca

Most
Innovative
Investrnent
Bank

The Banker

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

Global Banking and Markets (‘GB&M’)

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 ¥

— 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 (Shn)

2015 w204

Reported I 7.8
] 5.9

Aduestad 8.7
E - | 1.7

Adjusted profit before tax »
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Retail Banking and Wealth Manag

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.

ement (‘RBWM’)

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 REWM (Sbn)

205 =204

Reported I 5.0
E = 5.6

Adusted NI 6.8

q ?EI

Adjusted profit before tax — total RBWM »
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nat new

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 (5bn)

2015 =2004

Reponed I 0.3
I Ti 0.6

Agusted I 0.5
E 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.
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Strong revenue growth in GB&M

VWa 20ng EI.LI\:JQNI'I chends varth &
broad rarga of serices and facilitate
innaBony! 1rade and invesIment,
Loncon is the strategic hub for our
GERAN busHass, Vi il creating A
ring=fenced bank based in Birmingham
o serve UK retis] ond Dusingss chents

Europe gemerated 52 4bn of adjusted
profit before tax F

- Adrted prefit badosn tax fald 51.0ha
o 3%, B8 devenun giowih of 30.1bn
o 1% wirs made than alisen by 8 narosse
woears (D by 51,500 or 8%, of whach
S0 Ak related 10 80 nCease = th Bank
Ty, Excluding the bank lavy. CoSt8 rope by
0 500 or 6% 25 regulaicny rOgIamMETES,
complance and stall costa ncroased

= Wip ncrensad e i GBEM by
S0, Ton o2 11%, enzendy an chont dneang
bunnesaas, 2uch as Eguities and Foemgn
Exchange, and i Balance Sheet
Bnrggempny, In CMB, revenun g
mmasginei®y by 50,100 o 1%, in past dud o
Eadanco shaot groswvth an tonm londang and
PCM. mibough fees from ovirdaits (ol
PRervara in AWM wes beoadly unchanged.
oareer, preencs fotl in GPR by 80 2bn
of 12%. raflecting th ongomg neposng
ol ik busingss, ‘Othee”, wehich includes
Fipelrpd nptating to-Cuntial fnencing
atvities, reporicd o foll in revenn
of §0.4bn

- The groph bol