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HSBC Canada Holdings (UK) Limited
Strategic Report for the year ended 31 December 2015

Principal activities

During the year ended 31 December 2015 HSBC Canada Holdings (UK) Limited (the ‘Company’)
continued to be an investment holding company.

Review of the Company’s business

The statement of comprehensive income and statement of financial position provide the key performance
indicators.

The reserves available for distribution at 31 December 2015 were US$2,658 million (2014: US$2,671 million).
Key performance indicators

As the Company is managed as part of a global bank, there are no key performance indicators that are specific
to the Company. The key performance indicators are included in the annual report of HSBC Bank plc. Ongoing
review of performance of the Company is carried out by comparing actual performance against annually set
budgets.

Financial performance

The performance and position of the Company for the year ended 31 December 2015 and the state of the
Company's financial affairs at that date are set out on pages 8 to 25.

The results of the Company show a profit before tax of US$266 million for the year (2014: US$366
million).

Dividend income of US$270 million was received from HSBC Bank Canada (2014: US$361 million).

Risk management

The principal risks and uncertainties facing the Company, together with its financial risk management
objectives and policies, and an analysis of the exposure to such risks, are set out in Note 13 on the
Financial Statements.

The Company's exposures to credit, liquidity and market risks are limited due to the nature of its
business, which is predominantly investing in or financing of Group companies. These transactions are
generally funded by way of equity from the parent companies.

h#Alf of the Board

R J Hennity
Director

28 September 2016

Registered Office
8 Canada Square
London

E14 5 HQ



HSBC Canada Holdings (UK) Limited
Directors’ Report for the year ended 31 December 2015

L

Directors

The Directors who served during the year were as follows:

Names Appointed Resigned

G A Francis 1 September 2014

R J Hennity 31 July 2012

{ MacKinnon 16 September 2011

B J S Mathews 8 July 2013

T Roland 3 October 2014 17 April 2015
A C G Stangroome (Alternate Director to T Roland) 16 October 2014 17 April 2015
I J Mackay 11 February 2011

B Pascoe ' 17 July 2015

The Articles of Association of the Company provide that in certain circumstances the Directors are
entitled to be indemnified out of the assets of the Company against claims from third parties in respect of
certain liabilities arising in connection with the performance of their functions, in accordance with the
provisions of the UK Companies Act 2006. Indemnity provisions of this nature have been in place during
the financial year but have not been utilised by the Directors. All Directors have the benefit of directors’
and officers’ liability insurance.

Dividends
Dividends of US$265 million were declared and paid during the year (2014: US$450 million).

Significant events since the end of the financial year

During 2016, dividend income of $122 million was received from HSBC Bank Canada and the Company
paid dividends of $80 million to its parent company.

Future developments

No change in the Company’s activities is expected.

Going concern basis

The financial statements are prepared on a going concern basis, as the Directors are satisfied that the
Company has the resources to continue in business for the foreseeable future. In making this
assessment, the Directors have considered a wide range of information relating to present and future
conditions.

Principal risks and uncertainties

The Company’s accounting policy for impairment of investments in subsidiaries is set out in Note 2(g) on
the Financial Statements.

Being an investment holding company, the Company is subject to the risks of the performance of its
subsidiaries which could result in impairment of these investments. No impairment charge was
recognised during 2015 (2014: US$nil).

Disclosure of information to auditors

Each person who is a Director at the date of approval of this report confirms that so far as the Director is
aware, there is no relevant audit information of which the Company’s auditors are unaware; and the
Director has taken all the steps that he or she ought to have taken as a Director in order to make himself
or herself aware of any relevant audit information and to establish that the Company’s auditors are aware
of that information. This confirmation is given pursuant to section 418 of the Companies Act 2006 and
should be interpreted in accordance therewith.



HSBC Canada Holdings (UK) Limited
Directors’ Report for the year ended 31 December 2015 (continued)

[

Independent auditors

Following a tender process for the audit of HSBC Holdings plc and its subsidiaries that took place in
2013, PricewaterhouseCoopers LLP was appointed as auditors for the HSBC Group entities effective for
periods ending on or after 1 January 2015.

Statement of Directors’ responsibilities

The following statement, which should be read in conjunction with the Auditor's statement of their
responsibilities set out in their report on page 7, is made with a view to distinguish the respective
responsibilities of the Directors and of the Auditor in relation to the financial statements.

The Directors are responsible for preparing, in accordance with applicable law and regulations, a
Strategic Report, a Directors’ Report and financial statements for each financial year.

The Directors are required to prepare the financial statements in accordance with International Financial
Reporting Standards (‘'IFRSs’) as adopted by the European Union (‘EU’) and have elected to prepare the
Company’s financial statements on the same basis.

Under company law the Directors must not approve the financial statements unless they are satisfied
that they give a true and fair view of the state of affairs of the Company and of the profit or loss of the
Company for that period.

In preparing these financial statements, the Directors are required to:

e select suitable accounting policies and then apply them consistently;
¢ make judgments and estimates that are reasonable and prudent; and
o state whether they have been prepared in accordance with IFRSs as adopted by the EU.

The Directors are required to prepare the financial statements on the going concern basis unless it is not
appropriate. Since the Directors are satisfied that the Company has the resources to continue in
business for the foreseeable future, the financial statements continue to be prepared on a going concern
basis.

The Directors have responsibility for ensuring that sufficient accounting records are kept that disclose
with reasonable accuracy at any time the financial position of the Company and enable them to ensure
that its financial statements comply with the Companies Act 2006.

The Directors have general responsibility for taking such steps as are reasonably open to them to
safeguard the assets of the Company and to prevent and detect fraud and other irregularities.

ehalf of the Board

Director

28 September 2016

Registered Office

8 Canada Square

London

E14 5HQ

Registered number: 4328242



HSBC Canada Holdings (UK) Limited
Independent Auditors’ Report to the Members of HSBC Canada Holdings (UK) Limited

L L

Report on the financial statements
Our opinion

In our opinion, HSBC Canada Holdings (UK) Limited’s financial statements (the “financial
statements”):

e give a true and fair view of the state of the Company’s affairs as at 31 December 2015 and of its
profits and cash flows for the year then ended;

e have been properly prepared in accordance with international Financial Reporting Standards
(“IFRSs") as adopted by the European Union; and '

e have been prepared in accordance with the requirements of the Companies Act 2006.
What we have audited

The financial statements, included within the Financial Statements (the “Annual Report”), comprise:

e the statement of financial position as at 31 December 2015;
. the statement of comprehensive income for the year then ended;

e the statement of cash flows for the year then ended;

. the statement of changes in equity for the year then ended; and

« the notes to the financial statements, which include a summary of significant accounting policies
and other explanatory information.

The financial reporting framework that has been applied in the preparation of the financial statements
is applicable law and IFRSs as adopted by the European Union.

In applying the financial reporting framework, the directors have made a number of subjective
judgements, for example in respect of significant accounting estimates. In making such estimates,
they have made assumptions and considered future events.

Opinion on other matter prescribed by the Companies Act 2006

In our opinion, the information given in the Strategic Report and the Directors’ Report for the financial
year for which the financial statements are prepared is consistent with the financial statements.

Other matters on which we are required to report by exception

Adequacy of accounting records and information and explanations received

Under the Companies Act 2006 we are required to report to you if, in our opinion:
e we have not received all the information and explanations we require for our audit; or

e adequate accdunting records have not been kept, or returns adequate for our audit have not
been received from branches not visited by us; or

+ The financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this résponsibility.

Directors’ remuneration

e Under the Companies Act 2006 we are required to report to you if, in our opinion, certain

disclosures of directors’ remuneration specified by law are not made. We have no exceptions to
report arising from this responsibility.



HSBC Canada Holdings (UK) Limited

Independent Auditors’ Report to the Members of HSBC Canada Holdings (UK) Limited
(continued)

Responsibilities for the financial statements and the audit

Our responsibilities and those of the directors

As explained more fully in the Statement of Directors’ responsibilities set out on page 5, the directors
are responsible for the preparation of the financial statements and for being satisfied that they give a
true and fair view.

Our responsibility is to audit and express an opinion on the financial statements in accordance with
applicable law and International Standards on Auditing (UK and Ireland) ("ISAs (UK & Ireland)”).
Those standards require us to comply with the Auditing Practices Board's Ethical Standards for
Auditors.

This report, including the opinions, has been prepared for and only for the Company’s member as a
body in accordance with Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose.
We do not, in giving these opinions, accept or assume responsibility for any other purpose or to any
other person to whom this report is shown or into whose hands it may come save where expressly
agreed by our prior consent in writing.

What an audit of financial statements involves

We conducted our audit in accordance with ISAs (UK & Ireland). An audit involves obtaining evidence
about the amounts and disclosures in the financial statements sufficient to give reasonable assurance
that the financial statements are free from material misstatement, whether caused by fraud or error.
This includes an assessment of:

e whether the accounting policies are appropriate to the Company’s circumstances and have been
consistently applied and adequately disclosed;

e the reasonableness of significant accounting estimates made by the directors; and

e the overall presentation of the financial statements.

We primarily focus our work in these areas by assessing the directors’ judgements against available
evidence, forming our own judgements, and evaluating the disclosures in the financial statements.

We test and examine information, using sampling and other auditing techniques, to the extent we
consider necessary to provide a reasonable basis for us to draw conclusions. We obtain audit
evidence through testing the effectiveness of controls, substantive procedures or a combination of
both.

In addition, we read all the financial and non-financial information in the Annual Report to identify
material inconsistencies with the audited financial statements and to identify any information that is
apparently materially incorrect based on, or materially inconsistent with, the knowledge acquired by
ing the audit. If we become aware of any apparent material misstatements
ncies we'consider the implications for our report.

atthew Falconer (Senior Statutory Auditor)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

ot 3 1/



HSBC Canada Holdings (UK) Limited
Financial Statements for the year ended 31 December 2015

Statement of comprehensive income for the year ended 31 December 2015

2015 2014

Note US$000 US$000

INtErest INCOME.......coviriiiice et 8,003 7,295
INtEreSt @XPENSE.......eeiivieeirii et e s (7,965) -
Dividend iNCOME.........coouiririenriieienricee et 269,735 361,323
Foreign exchange 10SS .........cccovecciociniinii it (3,765) (2,624)
Total operating iNComMe ..ot 266,008 365,994
Operating profit.............cccooiiiiiiciii e 266,008 365,994
Profit before tax..............cccoooiiiiiiiiner s 266,008 365,994
TAX @XPENSE....coeevierenitiieereree et etsesesesse st saesaers e esaesns e easesseans 5 . (13,901) (18,939)
Profit for the year attributable to the shareholder .................... 252,107 347,055
Total comprehensive income for the year attributable to 252,107 347,055

the shareholder ...

The accompanying notes on pages 11 to 23 form an integral part of these financial statements.



HSBC Canada Holdings (UK) Limited
Financial Statements for the year ended 31 December 2015 (continued)

Statement of financial position as at 31 December 2015

2015 2014

Notes US$000 'US$000
ASSETS
Cashatbankandinhand ... 6,929 21,726
Loans and advances to HSBC undertakings...........ccoccccoccienncnnnne 7 947,958 947,726
Currenttax @ssets ..........cccoeoeiiiiiincee s - -
Investments in SUDSIAIANES ..........ccooviiiiiiiiiieiene s 8 2,109,633 1,704,971
TOtAl @SSEES .....vviiiiieeiieieee e e 3,064,520 2,674,423
LIABILITIES AND EQUITY
Liabilities
Amounts owed to HSBC undertakings .............c.cccccconiiiiinnicinn. 9 1,004 2,331
Loans from HSBC undentakings .........cccooveemmerermecncenenecnnennennne 7 404,749 -
Current tax liabilities ... : 572 1,004
Total Habilifies .....ccoeeviiiiiiiiiieece et 406,325 3,335
Equity
Retained earnings ..........coocevemeeiiciiiiiin i ’ 2,658,195 2,671,088
TOtAl @QUILY ........coocverveieieeiietceeeeeer s senne e aesa s 2,658,195 2,671,088
Total equity and liabilities .................ccceiiiiiie 3,064,520 2,674,423

Called up share capital is US$204 (2014: US$204) (See Note 10) but has been rounded down to nil

above, as all balances in US$000s.

These financial statements were approved by the Board of Directors on 28 September 2016 and were
signed on its behalf by:

J Hennity
Director
Company Registration No: 04328242

The accompanying notes on pages 11 to 23 form an integral part of these financial statements.



HSBC Canada Holdings (UK) Limited

Financial Statements for the year ended 31 December 2015 (continued)

Statement of cash flows for the year ended 31 December 2015

Cash flows from operating activities

Profit DEfOre tax ...........cocoeeiiiiiiiciiiiee e e

Adjustments for:
— Income associated with investing activities..............c.c..........
— Change in operating assets .............cccceevevvnininnneviiniennee
— Change in operating liabilities ................cccooniiniiiis

= TaX PAI .ot

Net cash generated from operating activities...................c...looe

Cash flows from investing activitigs

Net cash outflow from addition to investments in subsidiaries.......

Net cash used in investing activities .............ccceevcveecinnnircncenc e

Cash flows from financing activities

DivIdends Paid...........ccooiiireieierieniieeee e s

Net cash used in financing activities ................ccccocoviiviiniinnnnns
Net decrease in cash and cash equivalents .............................
Cash and cash equivalents at 1 January ..............ccccceeeeiiinnnnn

Cash and cash equivalents at 31 December ...........ccccccovveeinenene

The accompanying notes on pages 11 to 23 form an integral part of these financial statements.

2015 2014
Notes US$000 US$000
266,008 365,994
11 - -
11 (232) 49
11 403,422 2,331
(14,333) (20,266)
654,865 348,108
7 (404,662) -
(404,662) -
(265,000) (450,000)
(265,000) (450,000)
(14,797) (101,892)
21,726 123,618
11 6,929 21,726




HSBC Canada Holdings (UK) Limited

Financial Statements for the year ended 31 December 2015 (continued)

Statement of changes in equity for the year ended 31 December 2015

Share Retained Total equity
premium earnings
US$000 US$000 Us$000
At 1.JaNUANY 2015, ..c.oeeiiccir et - 2,671,088 2,671,088
Profit for the year attributable to the shareholder.................. - 252,107 252,107
Total comprehensive income for the year attributable to - 252,107 252,107
the Shareholder .........c..covviiiriiiciince s
Ordinary dividends to shareholder...............cccooccocccininnnn - (265,000) (265,000)
At 31 December 2015. ... - 2,658,195 2,658,195
Share Retained Total equity
premium earnings
US$000 US$000 US$000
At 1January 2014 ...t 2,654,838 119,195 2,774,033
Profit for the year attributable to the shareholder..................... - 347,055 347,055
Total comprehensive income for the year attributable to the - 347,055 347,055
ShArEhOoIdEr.......c.eeveviiieeceie et
Conversion of share premium to retained earnings.................. (2,654,838) 2,654,838 -
Ordinary dividends to shareholder - (450,000) (450,000)
At 31 December 2014 .........ooeoiiiiiiciiii e - 2,671,088 2,671,088

Called up share capital is US$204 (2014: US$204) (See Note 10) but has been rounded down to nil in
above, as all balances are in US$000s.

On 12 December 2014, the Company's share premium account was reduced by US$2,655 million to
retained earnings”. In accordance with section 642-644 of the Companies Act 20086, the reduction
was approved by the Company's sole shareholder, HSBC Overseas Holdings (UK) Limited, by way of
a special resolution, supported by a solvency statement, statement of capital and statement of
confirmation signed by the Company'’s board of directors. The special resolution, together with the
signed statements was filed at Companies House on 12 December 2014.

The accompanying notes on pages 11 to 23 are an integral part of these financial statements.

10



HSBC Canada Holdings (UK) Limited
Notes on the Financial Statements

1 Basis of preparation

(a) Compliance with International Financial Reporting Standards

HSBC Canada Holdings (UK) Limited (the ‘Company’) has prepared its financial statements in
accordance with International Financial Reporting Standards ('IFRSs’) as endorsed by the European
Union (‘EU’).

IFRSs comprise accounting standards issued by the International Accounting Standards Board
('lIASB') and its predecessor body as well as interpretations issued by the IFRS Interpretations
Committee ('IFRIC’) and its predecessor body.

The Company is exempt from the requirement to prepare group consolidated financial statements by
virtue of section 400 of the Companies Act 2006. The financial statements present information about
the Company as an individual undertaking.

There were no new standards adopted during the year ended 31 December 2015.
(b) Basis of measurement

The financial statements are prepared on the historical cost basis except for financial assets and
financial liabilities which are measured in accordance with notes 2(f) and 2(h).

(c) Functional and presentation currency

The financial statements have been presented in US Dollars, which is the Company’s functional
currency.

All amounts have been rounded to the nearest thousand unless otherwise stated.
(d) Use of estimates and assumptions

The preparation of financial information requires the use of estimates and assumptions about future
conditions. The use of available information and the application of judgement are inherent in the
formation of estimates; actual results in the future may differ from estimates upon which financial
information is prepared. Management believes that the Company’s critical accounting policy where
judgement is necessarily applied is the impairment of investments in subsidiaries (Note 2(g)).

(e) General information

HSBC Canada Holdings (UK) Limited is a company domiciled and incorporated in England and Wales.
Details of its principal activities are included in the Strategic Report.

(f) Future accounting developments

Standards and amendments issued by the IASB but not endorsed by the EU but effective after 31
December 2016.

In May 2014, the IASB issued IFRS 15 ‘Revenue from Contracts with Customers’. The standard is
effective for annual periods beginning on or after 1 January 2017 with early adoption permitted. IFRS
15 provides a principles-based approach for revenue recognition, and introduces the concept of
recognising revenue for obligations as they are satisfied. The standard should be applied
retrospectively, with certain practical expedients available. The company is not impacted by this
standard.

In July 2015, the IASB issued IFRS 9 ‘Financial Instruments’, which is the comprehensive standard to
replace IAS 39 ‘Financial instruments: Recognition and Measurement’, and includes requirements for
classification and measurement of financial assets and liabilities, impairment of financial assets and
hedge accounting.

Classification and measurement

The classification and measurement of financial assets will depend on the entity’s business model for
their management and their contractual cash flow characteristics and result in financial assets being
at amortised cost, fair value through other comprehensive income (‘FVOCI’) or fair value through
profit or loss. In many instances, the classification and measurement outcomes will be similar to IAS
39, although differences will arise, for example, IFRS 9 does not apply embedded derivative
accounting to financial assets and equity securities will be measured at fair vaiue through profit or
loss or, in limited circumstances, at fair value through other comprehensive income (‘OCI’). The

11



HSBC Canada Holdings (UK) Limited
Notes on the Financial Statements (continued)

combined effect of the application of the business model and the contractual cash flow characteristics
tests may result in some differences in population of financial assets measured at amortised cost or
fair value compared with IAS 39. The classification of financial liabilities is essentially unchanged,
except that, for certain liabilities measured at fair value, gains or losses relating to changes in the
entity’s own credit risk are to be included in OCI

Impairment

The impairment requirements apply to financial assets measured at amortised cost and FVOCI, and
lease receivables and certain loan commitments and financial guarantee contracts. At initial
recognition, allowance (or provision in the case of commitments and guarantees) is required for
expected credit losses (‘ECL’) resulting from default events that are possible within the next 12
months (‘12 month ECL’). In the event of a significant increase in credit risk, allowance (or provision)
is required for ECL resulting from all possible default events over the expected life of the financial
instrument ('lifetime ECL’).

The assessment of whether credit risk has increased significantly since initial recognition is performed
for each reporting period by considering the probability of default occurring over the remaining life of
the financial instrument, rather than by considering an increase in ECL. The assessment of credit risk,
as well as the estimation of ECL, are required to be unbiased, probability-weighted and should
incorporate all available information which is relevant to the assessment, including information about
- past events, current conditions and reasonable and supportable forecasts of future events and
economic conditions at the reporting date. In addition, the estimation of ECL should take into account
the time value of money. As a result, the recognition and measurement of impairment is intended to
be more forward-looking than under IAS 39 and the resulting impairment charge will tend to be more
volatile. It will also tend to result in an increase in the total level of impairment allowances, since all
financial assets will be assessed for at least 12-month ECL and the population of financial assets to
which lifetime ECL applies is likely to be larger than the population for which there is objective
evidence of impairment in accordance with IAS 39.

Hedge accounting

The general hedge accounting requirements aim to simplify hedge accounting, creating a stronger
link between it and risk management strategy and permitting the former to be applied to a greater
variety of hedging instruments and risks. The standard does not explicitly address macro hedge
accounting strategies, which are being considered in a separate project. To remove the risk of any
conflict between existing macro hedge accounting practice and the new general hedge accounting
requirements, IFRS 9 includes an accounting policy choice to remain with IAS 39 hedge accounting.

The classification and measurement and impairment requirements are applied retrospectively by
adjusting the opening balance sheet at the 1 January 2018 with no requirement to restate
comparative periods. Hedge accounting is generally applied prospectively from that date.

The mandatory application date for the standard as a whole is 1 January 2018, but it is possible to
apply the revised presentation for certain liabilities measured at fair value from an earlier date. It is not
expected that IFRS 9 will have a material impact on this Company.

2 Summary of significant accounting policies

(a) Interest income and expense

Interest income and expense for all interest bearing financial instruments is recognised in ‘Interest
income’ and ‘Interest expense’ in the statement of comprehensive income using the effective interest
method. The effective interest method is a way of calculating the amortised cost of a financial asset or
a financial liability and of allocating the interest income or expense over the relevant period.

The effective interest rate is the rate that exactly discounts estimated future cash receipts or
payments through the expected life of the financial instrument or, where appropriate, a shorter period,
to the net carrying amount of the financial asset or financial liability. When calculating the effective
interest rate, the Company estimates cash flows considering all contractual terms of the financial
instrument but excluding future credit losses. The calculation includes all amounts paid or received by

12



HSBC Canada Holdings (UK) Limited
Notes on the Financial Statements (continued)

the Company that are an integral part of the effective interest rate of a financial instrument, including
transaction costs and all other premiums or discounts.

(b) Dividend income

Dividend income is recognised in the statement of comprehensive income when the right to receive
payment is established. This is the ex-dividend date for listed equity securities, and usually the date
when shareholders have approved the dividend for unlisted equity securities.

(c) Income tax

Income tax comprises current tax and deferred tax. Income tax is recognised in the statement of
comprehensive income except to the extent that it relates to items recognised directly in equity, in
which case it is recognised in the same statement in which the related item appears.

Current tax is the tax expected to be payable on the taxable profit for the year, calculated using tax
rates enacted or substantively enacted by the end of the reporting period, and any adjustment to tax
payable in respect of previous years. The Company provides for potential current tax liabilities that
may arise on the basis of the amounts expected to be paid to the tax authorities. Current tax assets
and liabilities are offset when the Company intends to settle on a net basis and the legal right to offset
exists.

Deferred tax is recognised on temporary differences between the carrying amounts of assets and
liabilities in the balance sheet and the amounts attributed to such assets and liabilities for tax
purposes. Deferred tax liabilities are generally recognised for all taxable temporary differences and
deferred tax assets are recognised to the extent that it is probable that future taxable profits will be
available against which deductible temporary differences can be utilised.

Deferred tax is calculated using the tax rates expected to apply in the periods in which the assets will
be realised or the liabilities settled, based on tax rates and laws enacted, or substantively enacted, by
the end of the reporting period. Deferred tax assets and liabilities are offset when they arise in the
same tax reporting group and relate to income taxes levied by the same taxation authority, and when
the Company has a legal right to offset.

Deferred tax relating to fair value re-measurements of available-for-sale investments and cash flow
hedging instruments which are charged or credited directly to other comprehensive income, is also charged
or credited to other comprehensive income and is subsequently recognised in the income statement when
the deferred fair value gain or loss is recognised in the income statement.

(d) Foreign currencies

Transactions in foreign currencies are recorded in the functional currency at the rate of exchange
prevailing on the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies are translated into the functional
currency at the rate of exchange ruling at the balance sheet date. Any resulting exchange differences
are included in the statement of comprehensive income.

Non-monetary assets and liabilities that are measured at historical cost in a foreign currency are
translated into the functional currency using the rate of exchange at the date of the initial transaction.
Non-monetary assets and liabilities measured at fair value in a foreign currency are translated into the
functional currency using the rate of exchange at the date the fair value was determined. Any
resulting exchange differences are recognised in the statement of comprehensive income.

(e) Subsidiaries
The Company classifies investments in entities which it controls as subsidiaries.

The Company's investments in subsidiaries are stated at cost less any impairment losses, as detailed
in (g) below.

(f) Financial assets and liabilities
Loans and advances to HSBC undertakings

Loans and advances to HSBC undertakings are those that have not been classified either as held-for-
trading or designated at fair value. These loans are recognised when cash is advanced and are

13



HSBC Canada Holdings (UK) Limited
Notes on the Financial Statements (continued)

derecognised when the undertakings repay their obligations, or the loans are sold or written off, or
substantially all the risks and rewards of ownership are transferred. They are initially recorded at fair
value plus any directly attributable transaction costs and are subsequently measured at amortised
cost using the effective interest method, less impairment losses.

Amounts owed to and loans from HSBC undertakings

Amounts owed to HSBC undertakings are recognised when cash is advanced or contractual arrangements
are entered into. These liabilities are initially measured at fair value less directly attributable transaction
costs. The Company derecognises the financial liability when the Company’s obligations specified in the
contract expire, are discharged or cancelled. Subsequent to initial recognition, financial liabilities are
measured at amortised cost using the effective interest rate method.

(g) Impairment of assets (other than financial assets)

The carrying amounts of the Company’s investments in subsidiaries are reviewed at each balance
sheet date to determine whether there is any indication of impairment. If any such indication exists,
the asset’s recoverable amount is estimated as the higher of the asset'’s fair value less costs to sell
and its value in use.

An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating
unit exceeds its recoverable amount. Impairment losses are recognised in the statement of
comprehensive income.

Any impairment loss recognised in prior periods shall be reversed through the statement of
comprehensive income if, and only if, there has been a change in the estimates used to determine the
recoverable amount since the last impairment loss was recognised. An impairment loss is reversed
only to the extent that the asset's carrying amount does not exceed the carrying amount that would
have been determined if no impairment loss had been recognised.

(h) Determination of fair value

All financial instruments are recognised initially at fair value. In the normal course of business, the fair
value of a financial instrument on initial recognition is the transaction price (that is, the fair value of the
consideration given or received).

Subsequent to initial recognition, the fair values of financial instruments measured at fair value that
are quoted in active markets are based on bid prices for assets held and offer prices for liabilities
issued. When independent prices are not available, fair values are determined by using valuation
techniques which refer to observable market data. These include comparison with similar instruments
where market observable prices exist, discounted cash flow analysis, option pricing models and other
valuation techniques commonly used by market participants. Fair values of financial instruments may
be determined in whole or in part using valuation techniques based on assumptions that are not
supported by prices from current market transactions or observable market data, where current prices
or observable market data are not available.

Valuation techniques incorporate assumptions that other market participants would use in their
valuations, including assumptions about interest rate yield curves, exchange rates, volatilities, and
prepayment and default rates. Additional factors such as bid-offer spread, credit profile and model
uncertainty are taken into account, as appropriate, when fair values are calculated using valuation
techniques. Where a financial instrument has a quoted price in an active market and is part of a
portfolio, the fair value of the portfolio is calculated as the product of the number of units and quoted
price and no block discounts are made.

(i) Share capital

Shares are classified as equity when there is no contractual obligation to transfer cash or other
financial assets. Incremental costs directly attributable to the issue of equity instruments are shown in
equity as a deduction from proceeds, net of tax.
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HSBC Canada Holdings (UK) Limited
Notes on the Financial Statements (continued)

3 Employee compensation and benefits

None of the Directors received any remuneration for their services to the Company during the year
(2014: US$nil) as they are deemed to be provided as part of their services to HSBC Bank pic.

The Company has no employees and hence no staff costs (2014: US$nil).

4 General and administrative expenses

Auditors’ remuneration

Certain expenses including auditors’ remuneration have been borne by HSBC Holdings plc and are
therefore not charged in arriving at profit before tax. Audit fees are disclosed in the financial
statements of HSBC Holdings plc. The amount incurred in respect of the audit of these financial
statements was US$9,742 (2014: US$9,742). There were no non-audit fees.

5 Tax expense

Current tax
UK Corporation tax
- oncurrentyear profit .............ooiiiiiiiiiii
Overseas tax

- oncurrent year profit ...

Total tax charged to the statement of comprehensive income.........

2015 2014
US$000 US$000
572 1,004
13,329 17,935
13,901 18,939

The UK corporation tax rate applying to the Company was 20.25 per cent (2014: 21.50 per cent).

The tax charged to the statement of comprehensive income differs to the tax charge that would apply

if all profits had been taxed at the UK corporation tax rate as follows:

2015 Percentage of 2014 Percentage of
profit before tax profit before tax
US$000 % US$00 %
Profit before tax 266,008 365,994
Tax at 20.25% (2014: 21.50%) .....cccoevevrermnranne 53,867 20.25 78,689 21.50
Adjustments in respect of prior period liabilities . 564 0.21 - -
Permanent disallowables.....................c.... 762 0.29
Non-taxable income and gains ........................... (54,621) (20.53) (77,685) (21.23)
Additional provision for tax on overseas dividend
............................................................................ - - 17,935 4.90
Local taxes and overseas withholding tax.......... 13,329 5.01 - -
Total tax charged to the statement of comprehensive
INCOME ...ttt e st 13,901 5.23 18,939 517

The main rate of corporation tax in the UK reduced from 21% to 20% on 1 April 2015. The UK
Government announced that the corporation tax rate will reduce from 20% to 19% for the year
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HSBC Canada Holdings (UK) Limited
Notes on the Financial Statements (continued)

beginning 1 April 2017 and a further reduction to 18% for the year beginning 1 April 2020. These
reductions in the corporation tax rate were enacted in the Finance (No.2) Act 2015.

The UK Government then announced in the 2016 Budget that the main rate of corporation tax will
reduce to 17% for the year beginning 1 April 2020. As this change has not been substantively
enacted at the reporting date its effect has not been included in these financial statements. It is not
expected that the future rate reduction will have a significant effect to the Company.

6 Analysis of financial assets and liabilities by measurement basis

The following tables analyse the carrying amount of financial assets and liabilities by category as
defined in IAS 39 and by balance sheet heading.

As at 31 December 2015 Loans and Other Total
receivables financial
assets and
liabilities at
amortised
cost
Us$000 US$000 US$000
Assets
Cashatbankandinhand............cooviiiiiiiiiiiiiiiiic s - 6,929 6,929
Loans and advances to HSBC undertakings................cccoocoeeeeet 947,958 - 947,958
Total financial @SSetS ......ccoviviiiiiiiii e 947,958 6,929 954,887
Total non-financial @Ssets .......ccoooviiiiiiiiiiiiiiiirneeeiaieaas ) 2,109,633
TOtal @SSEES ..eiutitiriiie i e a e a e 3,064,520
Liabilities
Amounts owed to HSBC undertakings ............ccocvivieiciiiinnnnann, - 1,004 1,004
Loans from HSBC undertakings ............cc..coooviiiiiiininninnnn. 404,749 - 404,749
Total financial liabilities .............ccceeiveiireiieiieireeceieeie e, 404,749 1,004 405,753
Total non-financial iabilities .........ccooveeieiiiiiiiiin i, 572
Total liADIlItIeS ...euenevierneniireieie e e er e e eens 406,325

As at 31 December 2014

Assets

Cashatbankandinhand..............cooviiiiiiiiiiiiiiini e - 21,726 21,726
Loans and advances to HSBC undertakings...................ocoeeee 947,726 - 947,726
Total financial @ssets ............occoveiviiiiiiiii 947,726 21,726 969,452
Total non-financial @ssets ..............cooiviiiiiiiiiiin 1,704,971
Total @SSets ......c.oviiniiiiiiiii e 2,674,423
Liabilities

Amounts owed to HSBC undertakings .............c..coeeveniiicennnnnnnn, - 2,331 2,331
Total financial liabilities ...........ccoooiiiiiiiiii e, - 2,331 2,331
Total non-financial liabilities ..............ccocooii i 1,004
Total Habilities .......ooiiiiiiiiii e 3,335
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7 HSBC undertakings loans and advances

Loans and advances to HSBC undertakings:

At 31 December 2015 At 31 December 2014
Nominal interest Maturity Carrying Fair value Carrying Fair value
rate date amount amount
US$000 UsS$000 US$000 US$000
HSBC Overseas Holdings (UK) Limited ... LIBOR + 0.56%  30/04/16 946,500 948,177 946,500 952,264
Accrued interest receivable....................... 1,458 ' 1,458 1,226 1,226

947,958 949,635 947,726 953,490

LIBOR is measured using 3 month US Dollar LIBOR.

The loans are denominated in US Dollars and the effective interest based on US Dollar LIBOR rates
is accrued. The loans are carried at amortised cost. The nominal rate is equal to the effective rate of
interest as there have been no fees charged on these loans.

Fair values were determined using valuation techniques with observable inputs (Level 2). The fair
value of loans and advances to from HSBC undertakings are estimated using a modelled security as
a proxy for the loan as well as various pricing inputs. Pricing inputs include nominal yield curve, credit
spread, and coupon information.

Loans and advances from HSBC undertakings:

At 31 December 2015 At 31 December 2014
Nominal interest  Maturity Carrying Fair value Carrying Fair value
rate date amount amount
. ] UsS$000 Us$000 US$000 US$000
HSBC Overseas Holdings (UK) Limited...  Fixed 3.83%  30/06/25 404,662 388,706 - -
Accrued interest payable.......................... 87 87 - -

404,749 388,793 - -

During 2015, a loan was received from the company’s parent, HSBC Overseas Holdings (UK) Limited
for $405m at a fixed rate of 3.83% maturing on 30 June 2025. This amount was then used to
subscribe to preference shares in the company's subsidiary, HSBC Bank Canada. This amount is
shown as additions to investment in subsidiaries in Note 8 of these financial statements.
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Notes on the Financial Statements (continued)

8 Investments in subsidiaries

Cost

AL T JANUATNY ...t te e st e s e n e e seaas e rbesenesas e

Additions...............
At 31 December

Net carrying amount at 31 December..................ccooirviiiiini e,

2015 2014
US$000 US$000
1,704,974 1,704,971
404,662 -
2,109,633 1,704,971
2,109,633 1,704,971

No impairment charge was recognised during 2015 (2014: US$nil).

In accordance with Section 409 of the Companies Act 2006 a list of the Company’s subsidiaries, the
country of incorporation and the effective percentage of equity owned at 31 December 2015 is

disclosed below.

Name of undertaking Security Country Direct% Total %

HSBC Bank Canada Ordinary shares Canada 100.00% 100.00%
HSBC Bank Canada Preference shares Canada 100.00% 100.00%
Bear Mountain Land Holdings Ltd. Ordinary shares Canada 100.00%
Bear Mountain Resorts Ltd. Ordinary shares Canada 100.00%
HSBC Capital (Canada) Inc. Ordinary shares Canada 100.00%
0866101 B.C. Ltd. Ordinary shares ~ Canada 100.00%
HSBC Capital Services Inc. Ordinary shares Canada 100.00%
HSBC Finance Mortgages Inc. Ordinary shares Canada 100.00%
H.SBC Global Asset Management (Canada) Ordinary shares Canada 100.00%
I;Ilrsngtce:dlnvestment Funds (Canada) Inc. Ordinary shares Canada 100.00%
HSBC Mortgage Corporation (Canada) Ordinary shares Canada 100.00%
HSBC Private Wealth Services (Canada) Inc. Ordinary shares Canada 100.00%
HSBC Securities (Canada) inc. Ordinary, Class A Canada 100.00%

and B shares

HSBC Bridgetown Investments (Barbados) LLC Ordinary shares United States 100.00%
HSBC Carlisle Il (Barbados), LP Parts shares Barbados 100.00%
HSBC Carlisle (Barbados) LP Parts shares Barbados 100.00%
HSBC Trident Capital (Barbados) Corporation Ordinary shares Barbados 100.00%
HSBC Trust Company (Canada) Ordinary shares Canada " 100.00%

9 Amounts owed to HSBC undertakings

At 31 December 2015, US$1.0 million (2014: US$2.3 million) was outstanding to HSBC undertakings.
These are non-interest bearing amounts and are repayable on demand.

The fair value of the amounts owed to HSBC undertakings is not significantly different to the carrying value

in the balance sheet.
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10 Share capital

2015 2014
uss Us$
Aliotted, called up and fully paid
Ordinary shares of §1 each ............ccoooiiiiiii 204 204
All shares rank equally with one vote attached to each fully paid share.
11 Notes on the statement of cash flows
2015 2014
US$000 US$000
Change in operating assets:
Change in loans and advances to HSBC undertakings ............c...c.ccoeeeeee. (232) 49
(232) 49
Change in operating liabilities:
Change in amounts owed to HSBC undertakings ..............c..cccocveviiinn (1,327) 2,331
Change in loans from HSBC undertakings ............cc..ocoiiiiiiiiiiiininnnn 404,749 -
403,422 2,331
Cash and cash equivalents comprise:
Cash at bank with HSBC undertakings ..........cccocooiiieniniieicccnirnceeecnee 6,929 21,726
6,929 21,726
Interest and dividends:
INEEFESE PAI ... ettt ettt s enaeeane (7,879) -
INEErESt FECEIVEA ... e 7,771 7,344
Dividends reCRIVEA ...ttt e 269,735 361,323
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12 Maturity analysis of assets and liabilities

The following is an analysis, by remaining contractual maturities at the reporting date, of asset and
liability line items that represent amounts expected to be recovered or settled within one year, and
after more than one year.

Due within one Due after more Total
year than one year
As at 31 December 2015 US$000 uSs$000 uSs$000
Assets
Cashatbankandinhand ...........c.ccvviviiiiviiceeeciiece e 6,929 - 6,929
Loans and advances to HSBC undertakings...........c..cccc...... 947,958 - 947,958
Total financial assets.......cccocvveevevriiviiierecreceeee e 954,887 - 954,887
Total non- financial assets - 2,109,633 2,109,633
TOtal @SSOLS ... 954,887 2,109,633 3,064,520
Liabilities
Loans from HSBC undertakings 87 404,662 404,749
Amounts owed to HSBC undertakings.............ccccccoev...... - 1,004 1,004
Total financial iabilities.....cccvvrvreriiireriierreinerenns 87 405,666 405,753
Total Non- AiNANCial labilities «..........veevesseeereenns. 572 - 572
Total liabilities.........coccverveereireee e 659 405,666 406,325
As at 31 December 2014
Assets ’
Cashatbankandinhand ..............ccoiieiininiiie e 21,726 - 21,726
Loans and advances to HSBC undertakings ... 947,726 - 947,726
Total financial assets..........cccoococeiiiiciiiiiiiiicree s 969,452 - 969,452
Total non- financial assets..........cccevvveriievieicce e - 1,704,971 1,704,971
Total @SSl ouvviiierieririrereeititnintencnransansansansans 969,452 1,704,971 2,674,423
Liabilities
Loans from HSBC undertakings ............ccccocoeevvveicennens - - -
Amounts owed to HSBC undertakings... 2,331 - 2,331
Total financial liabilities ............c.ccceoimieeiiiiiiiiieeee, 2,331 - 2,331
Total non- financial liabilities ..............cccccoovveviveviennnnen. - 1,004 1,004
Total liabilities ........covvreeiiriirecciier e 2,331 1,004 3,335
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13 Risk management

Systems and procedures are in place in the HSBC Group to identify, control and report on the major
risks associated with financial instruments which include credit, liquidity and market risk. A Risk
Management Meeting of the Group Management Board, chaired by the Group Chief Risk Officer, is
held each month (except August) to address asset, liability and risk management issues for the HSBC
Group. The Risk Management Meeting sets processes and limits to be applied by HSBC subsidiaries,
including HSBC Canada Holdings (UK) Limited. Exposure to these risks is monitored by HSBC
Holdings plc’s Asset and Liability Committee.

Credit Risk
Credit risk is the risk of financial loss if a counterparty fails to meet an obligation under a contract.

Maximum exposure to credit risk

2015 2014

USs$000 US$000

Cash atbank and iNhand..........ccccvviiiiiieiieecce e 6,929 21,726
Loans and advances to HSBC undertakings.............cccccoueeiiiininccicncnncnenne. 947,958 947,726
954,887 969,452

Liquidity Risk

Liquidity risk is the risk that the Company does not have sufficient financial resources to meet its
obligations as they fall due, or will have to do so at an excessive cost. This risk arises from
mismatches in the timing of cash flows.

Cash flows payable by the Company under financial liabilities by remaining contractual maturities

At 31 December 2015

Due within 3 Due between

Us$000 On demand months 3 and 12 months

Amounts owed to HSBC undertakings ..........cc.ccoevvieinieeccennns - - 1,004

TOMBI vttt ettt et st rnnens - - 1,004
At 31 December 2014

Due within 3 Due between

US$000 On demand months 3 and 12 months

Amounts owed to HSBC undertakings .............cocooorevveveiencnnee, - 2,331 -

TOMAI oottt sttt - 2,331 -

Market Risk

Market risk is the risk that movements in market risk factors, including foreign exchange rates and
interest rates will reduce income values. Exposure to these risks arises from short-term cash
balances and funding positions with HSBC undertakings.

The objective of the Company's risk management strategy is to reduce exposure to these risks and
minimise volatility in economic income, cash flows and distributable reserves. The principal tool for
managing this is sensitivity analysis of changes in profit before tax to future changes in the exchange
rates or interest rate.
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13 Risk management (continued)

Foreign currency risk

The Company has no significant exposure to foreign currency risk on assets and liabilities that are
denominated in a currency other than the US Dollar.

Interest rate sensitivity analysis

The Company held net assets of US$953 million (2014: US$968 million) that are sensitive to interest
rate movements. If all other variables are held constant the effect of a 100 basis points
increase/(decrease) in LIBOR on these net assets would be an increase/(decrease) of profit before
tax of US$9.5 million (2014; US$9.7 million) and after tax of US$7.6 million (2014: US$7.6 million).

14 Related party transactions

Balances with related parties

Notes 2015 2014
Us$000 US$000
Assets
Cashatbank andinhand' ............cooeiiiiiieiii e aes 6,929 21,726
Loans and advances to HSBC undertakings?................ccooeeemuiriieennnn. 7 947,958 947,726
Investment in SUDSIAIANES® ........cooiiuniiiie e 8 2,109,633 1,704,971
Total related party @sSets ........ccooiiiiieiiiiiiiiiiii e eeae 3,064,520 2,674,423
Liabilities
Loans from HSBC uUNdertakKings?...........ccovrverermrermeueies e ersesssenaessesssasesnesens 404,749 -
Amounts owed to HSBC undertakings® ...........cccovoiieiiiiiieeieeesereeceenee e 9 1,004 2,331
Total related party liabilities ..........c..cooverirriric 405,753 2,331

' These balances are with other related parties comprising of other HSBC Group Companies which
are neither a parent nor subsidiary of the Company.

2 These balances are with HSBC Overseas Holdings (UK) Ltd, the parent of the Company.
3 These balances are with subsidiaries of the Company.

* These balances are with HSBC Holdings plc, the ultimate parent of the Company.

The above outstanding balances arose in the ordinary course of business and are on substantially the
same terms, including interest rates and security, as for comparable transactions with third-party
counterparties. Further explanations of material related party balances are included elsewhere in the
Notes as referred to in above table.

Other related party transactions

Dividends received - During 2015, the Company received dividend income from HSBC Bank Canada
of US$270 million (2014: US$362 million).

Dividends paid - Dividends of US$265 million were paid during the year (2014: US$450 million).

Investments in subsidiaries - Details of changes in investments in subsidiaries are set out in Note 8.
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15 Contingent liabilities

There were no contingent liabilities at 31 December 2015 (2014: US$nil).

16 Events after the balance sheet date

During 2016, dividend income of $122 million was received from HSBC Bank Canada and the
Company paid dividends of $80 million to its parent company.

There were no other significant events after the balance sheet date.

17 Capital management

In line with HSBC Group policy, the Company maintains a strong capital base to support the
development of its business and to meet regulatory capital requirements at all times. The Company
recognises the impact on shareholder returns of the level of equity capital employed and seeks to
maintain a prudent balance between the advantages and flexibility afforded by a strong capital
position and the higher returns on equity. The Company is not subject to externally imposed capital
requirements. '

An annual Group capital plan is prepared and approved by the Board of HSBC Holdings plc. The
Company manages its own capital within the context of the plan, which determines an appropriate
amount and mix of capital required to support planned business growth. As part of HSBC's capital
management policy, capital generated in excess of planned requirements is returned to shareholders,
normally by way of dividends.

The Company defines capital as total equity, the components of which are set out in the balance
sheet.

18 Parent undertaking

The Company’'s immediate parent company is HSBC Overseas Holdings (UK) Limited. The
Company'’s ultimate parent company and controlling party is HSBC Holdings plc which is incorporated
in England with limited liability under the UK Companies Act.

The accounts of the Company are consolidated within the HSBC Holdings plc financial statements,
which are prepared in accordance with International Financial Reporting Standards. Copies of the
financial statements of HSBC Holdings plc may be obtained from its registered office as stated below,
or from the Group’s web site, www.hsbc.com.

HSBC Holdings plc

8 Canada Square
London, E14 5HQ
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