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e Profit attributable to common shareholders was C$191m for the quarter ended 30 June 2011, an increase
of 7.3% over the same period in 2010.

e Profit attributable to common shareholders was C$333m for the half-year ended 30 June 2011, an increase
of 7.1% over the same period in 2010.

e Return on average common equity was 21.3% for the quarter ended 30 June 2011 and 19.0% for the half-
year ended 30 June 2011 compared with 21.6% and 18.9% respectively for the same periods in 2010.

e The cost efficiency ratio was 50.9% for the quarter ended 30 June 2011 and 54.0% for the half-year ended
30 June 2011 compared with 48.7% and 50.3% respectively for the same periods in 2010.

e Total assets were C$81.5bn at 30 June 2011 compared with C$79.1bn at 30 June 2010.
e Total assets under administration increased to C$32.3bn at 30 June 2011 from C$29.4bn at 30 June 2010.

e Tier 1 capital ratio of 13.3% and a total capital ratio of 16.0% at 30 June 2011 compared to 13.0% and
15.6% respectively at 30 June 2010.
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Caution regarding forwar d-looking financial statements

This document may contain forward-looking information, including statements regarding the business and anticipated actions
of HSBC Bank Canada. These statements can be identified by the fact that they do not pertain strictly to historical or current
facts. Forward-looking statements often include words such as "anticipates," "estimates," "expects," "projects," "intends,"
"plans," "believes," and words and terms of similar substance in connection with discussions of future operating or financial
performance. These statements are subject to a number of risks and uncertainties that may cause actual results to differ
materially from those contemplated by the forward-looking statements. Some of the factors that could cause such differences
include legislative or regulatory developments, technological change, global capital market activity, changes in government
monetary and economic policies, changes in prevailing interest rates, inflation levels and general economic conditions in
geographic areas where HSBC Bank Canada operates. Canada is an extremely competitive banking environment and
pressures on the bank’s net interest margin may arise from actions taken by individual banks or other financial institutions
acting alone. Varying economic conditions may also affect equity and foreign exchange markets, which could also have an
impact on the bank’s revenues. The factors disclosed above are not exhaustive and there could be other uncertainties and
potential risk factors not considered here which may impact the bank’s results and financial condition. Any forward-looking
statements speak only as of the date of this document. The bank undertakes no obligation to, and expressly disclaims any
obligation to, update or alter our forward-looking statements, whether as a result of new information, subsequent events or
otherwise, except as required by law.



HSBC Bank Canada

Second Quarter 2011 Management’s Discussion and Analysis

HSBC Bank Canada (“the bank”, “we”, “our”) is an indirectly wholly owned subsidiary of HSBC Holdings plc (“HSBC
Holdings”). Throughout the Management’s Discussion and Analysis (“MD&A”), the HSBC Holdings Group is defined as the
“HSBC Group” or the “Group”. The MD&A for the bank for the second quarter of 2011 is dated 28 July 2011.

We prepare our consolidated financial statements in accordance with International Financial Reporting Standards (“IFRS”),
which we adopted on 1 January 2011. The information in this MD&A is derived from our unaudited consolidated financial
statements or from the information used to prepare them. The abbreviations "C$m" and "C$bn" represent millions and billions
of Canadian dollars, respectively. All tabular amounts are in millions of dollars except where otherwise stated. Prior to the
adoption of IFRS, our financial statements were prepared in accordance with Canadian generally accepted accounting
principles (“Canadian GAAP”). Prior period amounts have been restated on an IFRS basis and certain amounts have been
reclassified to conform to the presentation adopted in the current period. Our adoption of IFRS is described in more detail in
the “Transition to IFRS” section of this MD&A and in Notes 1 and 16 of the accompanying consolidated financial statements.

Financial Highlights

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2011 2010 2011 2011 2010
For the period (C$m)
Net operating income before loan impairment charges and other
credit riSK PrOVISIONS .....cveveievirieriieiiieerieieee et 619 690 630 1,249 1,303
Profit before income tax expense . 274 282 223 497 506
Profit attributable to common shareholders ............c.cccoveerevireninenne 191 178 142 333 311
At period-end (C$m)
Shareholders’” EQUILY .......c.ceereririereueiniririeiee et 4,637 4,404 4,414
Risk-weighted ASSCES| oo 34,633 35,963 33,531
Loans and advances to customers (net of impairment allowances) .... 45,548 50,016 45,959
CUSLOMET ACCOUNTS .evviuvitiiieiieeietienienietesee et eteseeeteeseeneeseeeenaensensenne 45,522 44,140 44,252
Capital ratios (%)*
THET 1 TATIO evieenieeeietetet ettt 133 13.0 13.4
Total capital TAtO ....eveveviereerieieieeetee e 16.0 15.6 16.2
Performance ratios (%)?
Return on average common eqUity ..........c.cccccocoererirerucueirenereeueneeenes 21.3 21.6 16.6 19.0 18.9
Post-tax return on average total assets . 0.92 0.88 0.72 0.82 0.77
Post-tax return on average risk-weighted assets ............c.cococeeccnnee. 2.2 2.0 1.7 20 1.7
Credit coverageratio (%)
Loan impairment charges as a percentage of total operating
INCOME ..ottt 5.0 10.4 7.8 6.4 10.8
Loan impairment charges as a percentage of average gross
customer advances and acCePLanCes ..........c.cccoveueueerererreuevererernenes 0.2 0.5 0.4 0.3 0.5
Total impairment allowances outstanding as a percentage of
impaired loans and acceptances at the period end ............c.ceuceeee 68.3 63.8 69.9 68.3 63.8
Efficiency and revenue mix ratios (% )32
Cost effiCIENCY TAtIO ..oovevieieiieieieeiieeeeeeeeee e 50.9 48.7 57.0 54.0 50.3
Adjusted cost efficiency ratio ...........ccccoeeieveininiicecenrceenens 47.9 46.0 53.7 50.8 47.0
As a percentage of total operating income:
- Nt INLETESt INCOIME ..ottt 63.0 59.4 60.6 61.8 61.7
= NEt fE€ INCOME ...cvvinieiiiieiiiieeete et 26.2 229 259 26.0 233
- Net trading INCOME .....cvevveuiniiieieieiiirete et 5.8 8.8 59 5.8 7.4
Financial ratios (%)?
Ratio of customer advances to customer accounts ............c.ccoeceeueeee. 100.1 1133 103.9
Average total shareholders’ equity to average total assets ................. 54 53 5.5
Total assetsunder administration (C$m)
Funds under management ...............cceeueirieeneereeeenieeieeseeseesenees 31,261 27,890 32,057
Custodial accounts ........ . 1,039 1,508 1,128
Total assets under adminiStration .............ccocceeveeereeeeeereesiereesesieenens 32,300 29,398 33,185

1 Calculated using guidelines issued by the Office of the Superintendent of Financial Institutions Canada (* OSFI") in accordance with the Basel 11
capital adequacy framework. Risk-weighted assets and ratios at 30 June 2010 have not been restated for the impact of the adoption of IFRSon 1
January 2011.

2 These are non-IFRS amounts or non-IFRS measures. Please refer to the discussion outlining the use of non-IFRS measures in this document in the
“|FRSand related non-IFRS measures used in the MD&A” section on page 7.
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Analysis of Financial Results

Overview

HSBC Bank Canada recorded profit for the period of C$208m for the second quarter of 2011, an increase of C$8m, or 4.0%
compared with C$200m for the second quarter of 2010, and an increase of C$48m, or 30%, compared with the first quarter of
2011. Profit for the first half of 2011 was C$368m, an increase of C$14m, or 4.0% compared with C$354m for the first half of
2010. Profit attributable to common shareholders was C$191m for the second quarter of 2011, and C$333m for the first half
of the year, increases of C$13m, or 7.3%, and C$22m, or 7.1%, respectively over the same periods in 2010, and C$49m, or
34.5%, higher than in the first quarter of 2011. This increase in profits in 2011 was primarily due to lower loan impairment
charges and higher fee income, partially offset by lower net interest income and increased operating expenses.

Commenting on the results, Lindsay Gordon, President and Chief Executive Officer of HSBC Bank Canada, said:

“Thanks to HSBC Bank Canada's strong business fundamentals, lower loan impairment charges and higher fee income we
continued to deliver solid operating results in the second quarter. Once again we focused on building on our global
capabilities through the HSBC Group to meet our customer needs, and maintaining strong capital and liquidity levels.”

Analysis of Consolidated Financial Resultsfor the Second Quarter of 2011

Net interest income for the second quarter of 2011 was C$390m, compared with C$410m for the second quarter of 2010, a
decrease of C$20m, or 4.9%, and was C$8m higher than the first quarter of 2011. On a year-to-date basis, net interest income
was C$772m in 2011, compared with C$804m in 2010, a decrease of C$32m, or 4.0%. The decrease compared with the same
periods in 2010 was primarily due to lower loan volumes, resulting from reduced commercial borrowings and consumer
finance receivables, and spread compression on deposits resulting from competitive pressures, partially offset by the benefit
from increases in Bank of Canada interest rates which impacted the bank’s prime rate-based assets.

Net feeincome. The components of net fee income are as follows:

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2011 2010 2011 2011 2010
Feeincome
Credit facilities ..........ccceveurnne. 56 51 52 108 97
Funds under management 42 36 40 82 68
Account SErvices .................... 22 23 21 43 45
Brokerage COMMISSIONS .....c.cevirirueueremerininieieieniinineetereseeseeseneseseesessenene 17 17 22 39 37
Credit CATAS ..uvoviiiiieiieie ettt ettt e sa e eaes 13 11 11 24 21
Corporate finance ... 10 9 9 19 22
Insurance ................ 5 11 6 11 17
REMILIANCES ...vovviiieiiieiieeeieeieteet ettt st eae e aaenaenes 6 5 5 11 9
Trade finance iIMPOTt/EXPOLT ......ccveerieirieirieirieirie e 2 3 4 6 5
Trustee fees ......cocvvvevvrreverrennnnnn 1 1 1 2 3
Other ............... 9 14 12 21 23
Fee income ..... 183 181 183 366 347
Less: fee expense ... (21) (23) (20) (41) (43)
Net fE€ INCOME ..ovivievieieiiieierieieeetee et 162 158 163 325 304

Net fee income for the second quarter of 2011 was C$162m, compared with C$158m for the second quarter of 2010, an
increase of C$4m, or 2.5%, and was C$1m lower than in the first quarter of 2011. On a year-to-date basis, net fee income was
C$325m in 2011, compared with C$304m in 2010, an increase of C$21m, or 6.9%. The increase compared to the same
periods in 2010 was primarily due to higher fees from credit facilities and funds under management, partially offset by lower
credit insurance income.
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Analysis of Financial Results (continued)

Net trading income for the second quarter of 2011 was C$36m, compared with C$61m for the second quarter of 2010, a
decrease of C$25m, or 41%, and was C$1m lower than in the first quarter of 2011. On a year-to-date basis, net trading income
was C$73m in 2011, compared with C$97m in 2010, a decrease of C$24m, or 24.7%. The main factor contributing to the
decrease compared to the same periods in the prior year was a C$21m recovery in the second quarter of 2010 of previously
recorded losses upon the disposal of substantially all of the bank’s non-bank Canadian asset-backed commercial paper
(“ABCP”) portfolio.

Net gain/(loss) from financial instruments designated at fair value. The bank records certain subordinated debentures,
deposits and liabilities at fair value. Credit spreads continued to narrow in the second quarter of 2011, resulting in an increase
in the fair value of these balances and a reduction to earnings. However, this was more than offset by a gain on the economic
hedge of the interest rate risk exposure on the debt, resulting in a net gain of C$2m in the period, compared with a gain of
C$13m in the same quarter in 2010. In comparison, narrowing credit spreads resulted in a loss of C$8m in the first quarter of
2011. In 2011, on a year-to-date basis, due primarily to the narrowing of credit spreads, financial instruments designated at
fair value incurred a loss of C$6m, compared with a gain of C$5m in the same period in 2010.

Gains less losses from financial investments for the second quarter of 2011 were C$4m, compared with C$5m for the second
quarter of 2010, and C$16m for the first quarter of 2011. On a year-to-date basis, gains less losses from financial investments
were C$20m in 2011, compared with C$8m in 2010, an increase of C$12m, or 150%. The increase compared with the same
periods in 2010 was due to the gains recognized in the first quarter of 2011 from the disposal of the bank’s available-for-sale
preferred share portfolio, combined with higher gains from the sale of certain government bonds and bank debt securities in
the first and second quarters of 2011.

Other operating income for the second quarter of 2011 was C$25m, compared with C$43m for the second quarter of 2010, a
decrease of C$18m, or 41.9%, and C$15m, or 37.5%, lower than the first quarter of 2011. On a year-to-date basis, other
operating income was C$65m in 2011, compared with C$85m in 2010, a decrease of C$20m, or 23.5%. The decrease was
primarily due to a C$17m charge in the current quarter resulting from a decrease in the fair value of certain investment
properties.

Loan impairment charges and other credit risk provisions of C$31m were recorded in the second quarter of 2011 compared
with C$72m for the second quarter of 2010, a decrease of C$41m, or 56.9%, and were C$18m, or 36.7%, lower than the first
quarter of 2011. On a year-to-date basis, loan impairment charges and other credit risk provisions were C$80m, compared
with C$141m in 2010, a decrease of C$61m, or 43.3%. The decrease in loan impairment charges in 2011 compared with 2010
was due to lower volumes in the bank’s commercial loan portfolio, reduced levels of individually assessed impairment
charges, primarily in the energy, wholesale and retail trade sectors, and a release of collective impairment provisions in the
retail banking, commercial and consumer finance portfolios due to improved credit quality and lower loan volumes.

Total operating expenses for the second quarter of 2011 were C$315m, compared with C$336m for the second quarter of
2010, a decrease of C$21m, or 6.3%, and were C$44m, or 12.3%, lower than the first quarter of 2011. On a year-to-date basis,
total operating expenses were C$674m in 2011, compared with C$656m in 2010, an increase of C$18m, or 2.7%. Employee
compensation and benefits increased by C$18m in the second quarter and C$46m in the year-to-date compared with the same
periods in 2010, partially due to an increase in the post-retirement benefits expense as a result of enhancements to certain of
the bank’s pension plans, combined with increases in commission expenses due to higher fee revenues, higher full-time
salaries and restructuring costs associated with certain efficiency-driven initiatives. Employee compensation and benefit costs
were unchanged from the first quarter of 2011. General and administrative expenses decreased by C$46m in the quarter and
C$36m in the year-to-date period, primarily due to a C$47m recovery of fees from an HSBC affiliate with respect to prior
years. Amortization and impairment of intangible assets increased by C$8m in the quarter and by C$9m in the year-to-date
period compared with the same periods in 2010 and was C$10m higher than in the first quarter of 2011 as a result of a write-
off of certain internally-developed software costs.

Income tax expense. The effective tax rate in the second quarter of 2011 was 24.1%, compared with 29.1% in the second
quarter of 2010 and 28.3% in the first quarter of 2011. For the year-to-date period in 2011, the effective tax rate was 26.0%,
compared with 30.0% in 2010. The decrease in the current quarter and the year-to-date period was largely due to a reduction
in statutory tax rates and the recovery of fees from an HSBC affiliate with respect to prior years which are not taxable.
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Analysis of Financial Results (continued)

Quarterly summary of condensed statements of income (unaudited)

The following table presents a summary of quarterly consolidated results for the last eight quarters. Because our IFRS
adoption is effective as of 1 January 2010, our 2009 quarterly information is presented on a Canadian GAAP basis.
Accordingly, our quarterly information for 2011 and 2010 is not comparable with the quarterly information for 2009.

Quarter ended

30 31 31 30 30 31 31 30

June March  December  September June March  December  September

2011 2011 2010 2010 2010 2010 2009 2009

Canadian Canadian

IFRS IFRS IFRS IFRS IFRS IFRS GAAP GAAP

Total revenue' .........ccocoeeevveeveeeeeereeeeennns 619 630 653 630 690 613 702 590

Profit for the period ..........ccoevcecvnnnns 208 160 118 146 200 154 171 122
Profit attributable to common

shareholders .........cccocovveeininineeecne. 191 142 96 124 178 133 148 101
Profit attributable to preferred

shareholders .........ccccovveccnninecccne. 15 15 15 16 15 15 16 15

Profit attributable to non-controlling
INEETESES .ouvveeenieeeneeieieieiee et 2 3 7 6 7 6 7 6
Basic earnings per common share 0.38 0.28 0.19 0.25 0.36 0.27 0.30 0.20

1 Total revenueisreported as “ net operating income before loan impairment charges and other credit risk provisions’ on the consolidated income
statement.

The quarterly trends in revenue and expenses for 2009 and 2010 were disclosed on page 13 of the 2010 Annual Report and
Accounts.

Statement of Financial Position

Total assets at 30 June 2011 were C$81.5bn, an increase of C$3.4bn from 31 December 2010, primarily due to a C$1.4bn
increase in trading assets and a C$1.8bn increase in financial investments. Liquidity remained strong, with C$28.4bn of cash
and balances at central banks, items in the course of collection from other banks, trading assets, loans and advances to banks
and financial investments at 30 June 2011, compared with C$26.1bn at 31 December 2010. Loans and advances to customers
increased to C$45.5bn from C$45.2bn at 31 December 2010, primarily due to an increase in the balance of reverse repurchase
agreements with customers. Excluding repurchase agreements, loans and advances to customers decreased by C$0.4bn, as our
commercial customers continued to deleverage their balance sheets.

Gross impaired loans were C$718m, a decrease of C$80m compared with C$798m at 31 December 2010, and were C$216m
lower than at 30 June 2010. Total impaired loans net of specific allowances for credit losses were C$515m at 30 June 2011,
compared with C$571m at 31 December 2010. Total impaired loans includes C$60m (31 December 2010 — C$117m) of
Consumer Finance loans, for which impairment is assessed collectively. The collective allowance applicable to Consumer
Finance loans was C$89m compared with C$148m at 31 December 2010. The total collective allowance was C$332m
compared with C$400m at 31 December 2010.

Total customer accounts of C$45.5bn at 30 June 2011 were unchanged from 31 December 2010.

Debt securities in issue increased to C$15.3bn at 30 June 2011 from C$14.8bn at 31 December 2010, primarily due to an
increase in wholesale term deposits.

Total assets under administration

Funds under management were C$31.3bn at 30 June 2011, a C$0.2bn decrease since 31 December 2010 and a C$3.4bn
increase compared with 30 June 2010. Including custody and administration balances, total assets under administration were
C$32.3bn compared with C$32.8bn at 31 December 2010 and C$29.4bn at 30 June 2010.
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Non-IFRS M easures

IFRS and related non-IFRS measures used in the MD& A

The bank uses both IFRS and certain non-IFRS financial measures to assess performance. Securities regulators require that
companies caution readers that earnings and other measures that have been adjusted to a basis other than IFRS do not have a
standardized meaning under IFRS and are therefore unlikely to be comparable to similar measures used by other companies.
The following outlines various non-IFRS measures that are regularly monitored by management:

Return on average common equity — Profit attributable to common shareholders on an annualized basis divided by average
common equity, which is calculated using month-end balances of common equity for the period.

Post-tax return on average assets — Profit attributable to common shareholders on an annualized basis divided by average
assets, which is calculated using average daily balances for the period.

Post-tax return on average risk weighted assets — Profit attributable to common shareholders on an annualized basis divided
by the average monthly balances of risk weighted assets for the period. Risk weighted assets are calculated using guidelines
issued by OSFI in accordance with the Basel II capital adequacy framework.

Cost efficiency ratio — Calculated as total operating expenses for the period divided by net operating income before loan
impairment charges and other credit risk provisions for the period.

Adjusted cost efficiency ratio — Cost efficiency ratio adjusted to exclude gains and losses from financial instruments
designated at fair value from net operating income before loan impairment charges and other credit risk provisions and intra-
group recoveries from HSBC Group entities from both net operating income before loan impairment charges and other credit
risk provisions and total operating expenses. For purposes of this adjusted ratio, intra-group revenues and expenses, which are
reported on a gross basis in “other operating income” and “general and administrative expenses” in our consolidated financial
statements, are reflected on a net basis, consistent with our reporting to our Parent.

Net interest income, net fee income and net trading income as a percentage of total operating income — Net interest income,
net fee income and net trading income for the period divided by net operating income before loan impairment charges and
other credit risk provisions for the period.

Ratio of customer advances to customer accounts — Loans and advances to customers divided by customer accounts, using
period-end balances.

Average total shareholders equity to average total assets — average shareholders’ equity is calculated using month-end
balances of total shareholders’ equity for the period and average total assets are calculated using average daily balances for the
period.
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Review of Customer Group Results

Profit beforeincometax expense

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2011 2010 2011 2011 2010
Retail Banking and Wealth Management .............cccccocoeurerecinnnecieerenneeneeneae 48 24 14 62 37
Commercial Banking ..........ccoceeiiiriririeeireeieec e 149 143 137 286 296
Global Banking and Markets . . 60 77 72 132 126
Consumer Finance............... . 15 25 8 23 42
OBRET ettt 2 13 (8) (6) 5
274 282 223 497 506

Retail Banking and Wealth Management®
Overview

The Retail Banking and Wealth Management business continued to focus on becoming the leading international premium
bank in Canada, offering our premium customers global connectivity through innovative products, providing them access to
emerging market exposure and deepening our relationships with them through proposition based product packages and
pricing.

Profit before income tax expense was C$48m for the second quarter of 2011, compared with C$24m for the second quarter of
2010 and C$14m in the first quarter of 2011. On a year-to-date basis, profit before income tax expense was C$62m in 2011,
compared with C$37m in 2010. The current quarter’s results include a recovery of fees from an HSBC Group affiliate with
respect to prior years of C$28m, partially offset by a C$7m write-off of internally-developed software costs, while the second
quarter 2010 results included a $7m recovery of previously recorded losses on non-bank ABCP. When excluding the impact
of these items, the increase in quarterly and year-to-date profit is mainly due to strong sales and higher client trading volumes
in the wealth management business, lower loan impairment charges due to a release of collective impairment provisions
resulting from improved credit quality, and higher net interest income resulting from a re-pricing initiative and higher loan
fees. These were partially offset by an increase in operating expenses resulting from higher pension and benefit costs,
combined with certain restructuring costs incurred.

Financial performance

Net interest income was C$107m, an increase of C$9m, or 9.2%, compared to the second quarter of 2010 and C$13m, or
13.8%, higher than the first quarter of 2011. On a year-to-date basis, net interest income was C$201m in 2011, an increase of
C$6m, or 3.1%, compared to 2010. The increases were primarily due to the re-pricing of High Rate and HSBC Advance
Savings Accounts, higher mortgage penalty fees and higher revenues related to customer balances in the securities business,
partially offset by lower volumes and higher funding costs.

Net fee income was C$66m, an increase of C$4m, or 6.5%, compared to the second quarter of 2010, primarily due to higher
revenues from the wealth management business resulting from stronger sales and an increase in the assets under management
portfolios, and lower interbank clearing fees. These were partially offset by a decrease in brokerage commissions due to lower
new issue trades and trading volumes, and lower net revenues from the Global Investor Immigration Services (“GIIS”)
program. Lower brokerage commissions and GIIS revenues, partially offset by higher fees from funds under management and
service charges, resulted in a decrease in net fee income of C$4m, or 5.7%, compared to the first quarter of 2011. On a year-
to-date basis, net fee income was C$136m in 2011, an increase of C$14m, or 11.5%, compared to 2010, primarily due to
higher revenues from the wealth management business, which were partially offset by a decrease in net revenues from GIIS,
and lower trustee fees and service charges.

1 In November 2010, our parent company announced that, with effect from March 2011, within the context of the customer group/global business
view of HSBC Group’s performance, Retail Banking and Wealth Management would be managed as a single customer group. The business
comprises the former Personal Financial Services, together with Global Asset Management being transferred from Global Banking and Markets to
this new single business. Commentary in this MD&A related to Retail Banking and Wealth Management reflects the change in structure, and all
prior periods presented have been restated on that basis.
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Review of Customer Group Results (continued)

Net trading income was C$4m, a decrease of C$9m, or 69.2%, compared to the second quarter of 2010, and C$2m, or 33.3%,
lower than the first quarter of 2011. On a year-to-date basis, net trading income was C$10m, a decrease of C$9m, or 47.4%,
compared to 2010. When compared to the prior year, the primary reason for the variances was the C$7m recovery of
previously recorded losses on ABCP that was recorded in 2010.

Loan impairment charges and other credit risk provisions of C$4m were C$3m, or 42.9%, lower compared to the second
quarter of 2010, and C$2m higher than the first quarter of 2011. On a year-to-date basis, loan impairment charges and other
credit risk provisions were C$6m in 2011, a decrease of C$9m, or 60%, compared to 2010 due to a release of collective
impairment provisions as a result of lower volumes and delinquencies and improved credit quality.

Total operating expenses were C$127m, a decrease of C$18m, or 12.4% compared to the second quarter of 2010, mainly due
to the above-noted fee recovery from an HSBC Group affiliate, partially offset by the software write-off. Excluding these
items, total operating expenses were C$3m higher than the same period in 2010, primarily due to certain restructuring costs
incurred, but were C$8m lower than in the first quarter of 2011 primarily due to lower staff costs and commission expenses.
On a year-to-date basis, total operating expenses were C$283m in 2011, a decrease of C$6m, or 2.1%, compared to 2010.
Excluding the fee recovery and software write-off, total operating expenses increased by C$15m compared to the prior year-
to-date period, primarily due to higher staff costs related to pension and benefits and the restructuring costs incurred.

Commercial Banking
Overview

The Commercial Banking business continued to focus on its position as the Best Bank for Small Business through our
Business Direct strategy and as the Leading International Bank for business by continuing to strengthen our cross border
capabilities, particularly through our investment to grow our presence in Central and Eastern Canada.

Profit before income tax expense was C$149m for the second quarter of 2011, compared with C$143m for the second quarter
of 2010 and C$137m in the first quarter of 2011. On year-to-date basis, profit before income tax expense was C$286m,
compared with C$296m in 2010. The current quarter’s results include a recovery of fees from an HSBC Group affiliate with
respect to prior years of C$17m, partially offset by a C$1m write-off of internally-developed software costs, while the second
quarter 2010 results included a C$7m recovery of previously recorded losses on non-bank ABCP. When excluding the impact
of these items, the decrease in quarterly profit is mainly due to a charge for a decline in the fair value of certain investment
properties of C$17m in the second quarter of 2011 and lower loan volumes, partially offset by a decrease in loan impairment
charges. In addition to the C$17m charge related to investment properties, the decrease in profit on a year-to-date basis was
due to lower loan volumes resulting from the slow pace of the global economic recovery and continued client deleveraging,
and higher operating expenses resulting from investments in our business and certain restructuring costs. These were partially
offset by lower loan impairment charges due to lower individually assessed impairment charges and a release of the collective
impairment resulting from improved credit quality and lower loan volumes.

Financial performance

Net interest income was C$177m, a decrease of C$13m, or 6.8%, compared to the second quarter of 2010. Net interest
income decreased as loan volumes declined by 7.2% due to client deleveraging, partially offset by growth in deposits. Net
interest income was C$4m, or 2.3%, higher than the first quarter of 2011, primarily due to a recovery of unpaid interest. On a
year-to-date basis, net interest income was C$350m in 2011, a decrease of C$34m, or 8.9%, compared to 2010, primarily due
to decreased loan volumes resulting from reduced customer demand, lower margins on deposits and increased term funding
costs.

Net fee income was C$67m for the second quarter of 2011, an increase of C$4m, or 6.3%, compared to the second quarter of
2010. Net fee income decreased by C$2m, or 2.9%, compared to the first quarter of 2011 due to lower income from banker’s
acceptances and letters of guarantee. On a year-to-date basis, net fee income was C$136m in 2011, an increase of C$16m, or
13.3%, compared to 2010. The increases in net fee income compared to the same periods in 2010 were primarily due to higher
income from banker’s acceptances, letters of guarantee and stand-by commitments, due to increased volumes, partially offset
by lower account service charges due to lower customer account activity.

Other operating income for the second quarter of 2011 includes a C$17m charge resulting from a decrease in the fair value of
certain investment properties.
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Review of Customer Group Results (continued)

Loan impairment charges and other credit risk provisions decreased by C$32m, or 84.2%, to C$6m compared to the second
quarter of 2010 and decreased by C$11m, or 64.7%, compared to the first quarter of 2011. On a year-to-date basis, loan
impairment charges and other credit risk provisions were C$23m in 2011, a decrease of C$46m, or 66.7%, compared to 2010.
A decrease in the loan portfolio, improved credit quality, and a reduction in non-performing loans resulted in reduced levels of
individually assessed impairment charges, primarily in the energy, wholesale and retail trade sectors and a release of
collectively assessed impairments due to improvements in credit quality and lower loan volumes.

Total operating expenses were C$80m, a decrease of C$6m, or 7.0%, compared with the second quarter of 2010, primarily
due to the fee recovery noted above. On a year-to-date basis, total operating expenses were C$176m in 2011, an increase of
C$12m, or 7.3%, compared to 2010. Excluding the fee recovery, total operating expenses for the quarter increased by C$11m
compared to the second quarter of 2010, by C$1m compared to the first quarter of 2011 and by C$29m on a year-to-date
basis. The increases were primarily due to investments in our business in Central and Eastern Canada, including personnel and
marketing, and certain restructuring costs incurred.

Global Banking and Markets’
Overview

The Global Banking and Markets business continued to focus on becoming the International Bank of choice by building a
client-driven franchise serving the global needs of our core clients, delivering global products to Canadian clients and
Canadian products to global clients.

Profit before income tax expense was C$60m for the second quarter of 2011, compared with C$77m for the second quarter of
2010 and C$72m in the first quarter of 2011. On a year-to-date basis, profit before income tax expense was C$132m in 2011,
compared with C$126m in 2010. The current quarter’s results include a C$2m recovery of fees from an HSBC Group affiliate
with respect to prior years, while the second quarter 2010 results included a C$7m recovery of previously recorded losses on
non-bank ABCP. When excluding the impact of these items, the decrease in quarterly profit was due to lower mark-to-market
accounting gains related to hedging activities and an increase in operating expenses. The increase in year-to-date profit was
mainly attributable to higher net interest income from the positive impact from increases in Bank of Canada interest rates, an
increase in foreign exchange trading revenue, and gains from the disposal of certain financial investments, partially offset by
decreases in advisory fees and mark-to-market accounting gains.

Financial performance

Net interest income was C$40m, a decrease of C$2m, or 4.8%, from the second quarter of 2010, and C$9m, or 18.4% lower
than the first quarter of 2011. On a year-to-date basis, net interest income was C$89m in 2011, an increase of C$26m, or
41.3%, compared to 2010. This reflects the increase in the Bank of Canada interest rates, the benefit of higher available-for-
sale asset balances and higher client spreads related to wholesale deposits, enhanced pricing on maturing loans and increased
yields on assets.

Net fee income was C$19m, an increase of C$1m, or 5.6%, compared to the second quarter of 2010, due to an increase in
capital markets fees. Net fee income was C$5m, or 35.7% higher than the first quarter of 2011, mainly due to an increase in
capital market transactions and credit fees from increased client activities. On a year-to-date basis, net fee income was C$33m
in 2011, a decrease of C$6m, or 15.4%, compared to 2010, reflecting lower advisory fees, which were partially offset by an
increase in capital markets fees.

Net trading income was C$23m, a decrease of C$10m, or 30.3%, compared to the second quarter of 2010. The decrease was
attributable to lower mark-to-market accounting gains related to hedge ineffectiveness and non-qualifying hedge valuation
variances in the current period and the C$7m recovery, in the second quarter of 2010, of previously recorded losses on non-
bank ABCP. Net trading income was C$2m, or 9.5%, higher than the first quarter of 2011, mainly due to increases in foreign
exchange revenues due to strong customer activities. On a year-to-date basis, net trading income was C$44m in 2011, a
decrease of C$12m, or 21.4%, compared to 2010 due to the recovery of non-bank ABCP losses in 2010 and lower mark-to-
market accounting gains in 2011, partially offset by an increase in foreign exchange trading revenues.

2 The prior period results for Global Banking and Markets have been restated to reflect the transfer of the Global Asset Management business, as
discussed in the Retail Banking and Wealth Management section.
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Review of Customer Group Results (continued)

Gains from financial investments of C$4m from the disposal of assets held as available-for-sale were realized in the second
quarter of 2011, which was a C$1m decrease from the second quarter of 2010 and C$12m, or 75.0%, lower than the first
quarter of 2011. On a year-to-date basis, gains from financial investments were C$20m in 2011, compared to C$8m in 2010.
As a result of favourable market conditions, in the first quarter of 2011 a portfolio of preferred shares was sold for a gain of
C$6m and, in addition, gains of C$14m were recognized on the sale of certain government and bank debt securities in the first
and second quarters of 2011.

Loan impairment charges and other credit risk provisions were nil in the current quarter, prior quarter and the year-to-date
period. A net recovery of C$1m was recorded in the second quarter of 2010 and C$3m for the year-to-date period, due to a
release of collective impairment charges in those periods as a result of improved credit quality.

Total operating expenses were C$27m, an increase of C$4m, or 17.4%, compared to the second quarter of 2010, and C$2m,
or 6.9%, lower than the first quarter of 2011. On a year-to-date basis, total operating expenses were C$56m in 2011, an
increase of C$11m, or 24.4%, compared to 2010. The increase reflects certain restructuring costs incurred and an increase in
branch operating cost allocations.

Consumer Finance
Overview

The primary focus of the Consumer Finance business continues to be the improvement of the sales force’s productivity and
managing risk and credit quality.

Profit before income tax expense was C$15m for the second quarter of 2011, compared with C$25m for the second quarter of
2010 and C$8m in the first quarter of 2011. On a year-to-date basis, profit before income tax expense was C$23m in 2011,
compared to C$42m in 2010. The decline in quarterly and year-to-date profit was primarily due to a decrease in net interest
income as a result of lower average receivables and a C$1m write-off of internally-developed software costs, partially offset
by a decrease in loan impairment charges and a C$3m reversal of an impairment loss on available-for-sale investments
recorded in the second quarter of 2011. In addition, the 2010 results included C$5m in income from the sale of certain
insurance annuities in the second quarter.

Financial performance

Net interest income was C$69m, a decrease of C$12m, or 14.8%, compared with C$81m for the second quarter of 2010 and
C$1m lower than the first quarter of 2011. On a year-to-date basis, net interest income was C$139m in 2011, a decrease of
C$25m, or 15.2% compared to 2010. Average receivables declined by approximately C$0.5bn, or 15.8%, resulting in lower
net interest income in the second quarter of 2011 and on a year-to-date basis compared with the same periods in 2010. The
decline is primarily due to lower private label credit card and consumer lending receivables and the run-off from certain
liquidating portfolios.

Net fee income was C$10m, a decrease of C$5m, or 33.3%, compared to the second quarter of 2010, mainly due to the
insurance annuity income in 2010, as noted above. Net fee income was unchanged compared to the first quarter of 2011. On a
year-to-date basis, net fee income was C$20m in 2011, a decrease of C$3m, or 13.0%, compared to 2010, also due to the
insurance annuity income in 2010, partially offset by higher credit card interchange income, emanating from higher credit
card transaction volumes in 2011.

Loan impairment charges and other credit risk provisions were C$21m, a decrease of C$7m, or 25%, compared to the
second quarter of 2010 and C$9m, or 30.0%, lower than the first quarter of 2011. On a year-to-date basis, loan impairment
charges and other credit risk provisions were C$51m in 2011, a decrease of C$9m, or 15.0%, compared to 2010. The decrease
in loan impairment charges was primarily due to lower receivables and delinquencies as a result of improved market
conditions and a continued focus on improving the credit quality of the portfolios. In addition, the second quarter 2011 results
include a C$3m reversal of a previously recorded impairment loss relating to credit risk on certain available-for-sale
investments.

Total operating expenses were C$44m, an increase of C$1m, or 2.3%, compared to the second quarter of 2010, and C$1m, or
2.3%, higher than the first quarter of 2011. On a year-to-date basis, total operating expenses were C$87m in 2011, an increase
of C$2m, or 2.4%, compared to 2010. The increase in total operating expenses was primarily due to higher marketing costs
and the write-off of internally-developed software costs, partially offset by lower staff costs.
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Review of Customer Group Results (continued)

Other

Activities or transactions which do not relate directly to the above business segments are reported in Other. The main items
reported under Other include gains and losses from financial instruments designated at fair value and revenue and expense
recoveries related to information technology activities performed on behalf of the HSBC Group companies. Profit before
income tax expense of C$2m was recorded in Other in the second quarter of 2011, compared to profit of C$13m in the second
quarter of 2010 and a loss of C$8m in the first quarter of 2011. On a year-to-date basis, a loss before income tax expense of
C$6m was recorded in 2011, compared to income of C$5m in 2010. The variances are due to the impact of changes in the fair
value of financial instruments designated at fair value.

12



HSBC Bank Canada

Risk Management

All of our business activities involve the measurement, evaluation, acceptance and management of some degree of risk, or
combinations of risks. Risk management is the identification, analysis, evaluation and management of the factors that could
adversely affect our resources, operations, reputation and financial results. The most important risk categories that we are
exposed to include capital management, credit, liquidity and funding, market, structural, and operational risks. A discussion of
our risk management activities including both quantitative and qualitative factors is included on pages 26 to 47 of our 2010
Annual Report and Accounts. Unless stated, there have been no changes in our processes and no material changes in

quantitative factors during the first half of 2011.

Capital Management

30 June 31 December
2011 2010’

TOtal TIEE 1 CAPILAl ...eoviuiiieiiiiiieiieeeeee ettt ettt ettt ss et et e et et e b et eseseenessene et eneesenene 4,605 4,544
TOLAl THEE 2 .ottt ettt ettt ettt et et s et b et e b ese e s e st es e st et ess et e s eseeseseesaseesaseesessesensese s enessenaesesaesesane 919 934
Total Tier 1and Tier 2 capital available for regulatory pUrpoSES .........cccccoevivieieiereeieinieieeeeeeere e 5,524 5,478
Total FiSK-WEIGNTEA GSSELS .....oooveveveiieiiieieictc ettt bbb bbb s st eb b sesess s b esesesnas 34,633 34,152
Actual regulatory capital ratios
THEE 1 CAPIEAL .oeeiiiiiieete ettt bbbttt bbbttt ettt bbbttt 13.3% 13.3%
Total capital ... 16.0% 16.0%
Actual assetsto capital MUITIPIE ...ttt eseas 13.8x 13.3x
Minimum regulatory capital ratiosrequired
THEE 1 CAPILAL ...t ettt sttt 70 % 7.0 %
TOtal CAPTLAL ... 10.0 % 10.0 %

1 Calculated based on Canadian GAAP. See “ Transition to IFRS’ on page 16 for a discussion of the impact of IFRS on the bank's regulatory

capital.

Impaired loans

The following table provides details of the impaired loan portfolio:

30June 31 December
2011 2010
Per sonal

Residential MOTEZAZES ....c.eueuiririiteieiiirieieiet ettt ettt sttt sttt sttt et b e bt seten 111 116
ONET PEISONAL ...ttt ettt ettt et es et et et et et ese s e st sseneesese et ensesensesessenesseneesenensenene 41 35
152 151
COoNSUMES FINANCETOANS .......uviiiiii ettt 60 117
COrporate and COMMET CIAl ........ccooveieveueuieiieieieteteett ettt ettt b et es s e s be s s esesessssssssesesesnssssanesas 506 530
Acceptances and [Eter S Of Cradit ..........ooveiiiieieieieccee ettt eb bbbt esnas 65 60
Total impaired 10ans and ACCEPLANCES ......c.cvueirueririiieiiietertei ettt sttt ettt s ese et nesaenene 783 858

Impair ment allowance
INAIVIAUALLY @SSESSEA ...vivveviieiiiieiieieiieiee ettt ettt ettt sse st e b ese b e s s s et ese s esesseneeseneesenene 203 227
COLLECHIVELY ASSESSEA ....vevvuiniairieteieieisietete ittt ettt ettt be st e et s et e s et et s e s e bese st s ea et esenen e s etebesenensaneas 332 400
Total iMPaIrMent ALIOWANCE ......c.oveuiviririieiiieiiiietei ettt sttt ettt 535 627
Net impaired 10aNS aNd aCCEPLANCES ..........ceeviiieirieteteette ettt sttt s s s sesessssesesesassssssesesens 248 231
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Risk Management (continued)

Credit Ratings

Standard & Poor’s (“S&P”) and DBRS" maintain credit ratings of our debt and securities. The ratings are made within the
rating agencies’ normal classification system for each type of debt or security. Our credit ratings influence our ability to
secure cost-efficient wholesale funding.

Investment grade ratings are unchanged from 2010 and remain among the highest assigned to the Canadian banks.

The bank’s current ratings are as follows:

S&P DBRS
ShOTt-term INSLIUMENES ......ccuieriiiieitieieeteeteeie et e ettt et et e bt et e saeesseensesseenseeneenes A-1+ R-1 (high)
Deposits and senior debt ... AA AA
Subordinated debt ...... AA- AA (low)
Preferred ShAares .......oc.oeoieieiiee et P-1 (Low)' Pfd-2 (high)
HSBC Canada Asset Trust Securities (HSBC HaTS™) P-1 (Low)' A (low)

1 Based on S&P's Canadian national preferred share scale. Ratingsare ‘A’ on S&P’'s global preferred share scale.

Valueat Risk (“VaR”)

VaR is a technique that estimates the potential losses that could occur on risk positions as a result of movements in market
rates and prices over a specified time horizon and to a given level of confidence. Information in connection with VaR is
included in our 2010 Annual Report and Accounts on pages 44 and 45.

VaR disclosed in the table and graph below is the bank’s total VaR for both trading and non-trading financial instruments and
is within the bank’s limits.

Quarter ended

30June 31 December

2011 2010

ENA O QUATTET .ttt ettt bbbttt bttt ettt ee 12 12

Average 11 12

IMIDITIUITL <ottt etttk e bt e b e b e s s ea e e s s e s e s et et s et e b enen et esebeseneneasesebeneneas 10 9

IMEAXIIMIUINL oottt ettt bbbtk b et et b b sttt b b bttt b bbb ebebebe s et etebenenens 12 16
Daily VaR

20

g

g

S

1%
6 - —
4
2
0

Q22010 Q32010 Q42010 Q12011 Q22011
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Transition to International Financial Reporting Standards (“IFRS’)

The Canadian Accounting Standards Board previously announced that for fiscal years commencing on or after 1 January
2011, all publicly accountable enterprises will be required to report financial results in accordance with IFRS. The purpose of
adopting IFRS is to promote the comparability of world-wide financial reporting. Accordingly, all interim and annual
financial reporting, including comparative figures for the bank, will be prepared in accordance with IFRS from 1 January
2011 onwards.

Pages 18 to 22 of our 2010 Annual Report and Accounts contained a discussion of the key elements of our implementation
plan including: our project governance structure, implementation strategy, and the expected impact on our financial reporting
and accounting policies. HSBC Holdings plc, our ultimate parent, adopted IFRS in 2005. Accordingly, for a number of years
we have reported our results on an IFRS basis for inclusion in the HSBC Group’s consolidated financial results, and, as a
result, the impact on our business activities, financial processes and information systems, and internal controls was not
significant.

Upon transition to IFRS, we have, where possible, adopted the accounting policies used by entities reporting under IFRS
within the HSBC Group. These policies were disclosed in note 2 and 3 to the consolidated financial statements included in the
First Quarter 2011 Interim Report. We have also changed our reporting format to be similar to other entities reporting under
IFRS within the HSBC Group. Note 16 to the accompanying consolidated financial statements contains an explanation of the
significant presentational reclassifications and reconciliations between the new reporting format and the previous format
under Canadian GAAP for the quarter and the half-year ended 30 June 2010.

The transition to IFRS has not affected the bank’s net cash flows or the underlying economics of the business, though the
presentation of certain items in the statement of financial position and income statement are now changed. An explanation of
how the transition to IFRS has affected our reported financial position, equity and financial performance was provided in note
17 to the consolidated financial statements included in the First Quarter 2011 Interim Report. This included a discussion of the
transitional elections and exemptions under IFRS 1 and the following reconciliations as at the date of transition, 1 January
2010, and for the comparative periods of 31 March 2010 and 31 December 2010:

- net income as previously reported under Canadian GAAP to profit for the period reported under IFRS;

- total comprehensive income as previously reported under Canadian GAAP to total comprehensive income for the
period reported under IFRS;

- total shareholders’ equity as previously reported under Canadian GAAP to total equity under IFRS;

- reconciliations from Canadian GAAP to IFRS, including a reconciliation to the new presentation format under IFRS
of the income statements and statements of financial position.

Note 16 to the accompanying consolidated financial statements includes the above reconciliations for the current comparative
periods at 30 June 2010.

The net impact of the adoption of IFRS on our opening shareholders’ equity at the transition date of 1 January 2010 was a
decrease of C$146m, primarily resulting from changes in accounting for securitized mortgages and employee defined benefit
plans. In addition, non-controlling interests of C$430m, which was presented outside of shareholders’ equity under Canadian
GAAP has been reclassified as a component of total equity under IFRS. Total assets were C$7.4bn higher, primarily due to
the recognition of securitized mortgages that were derecognized from the balance sheet under Canadian GAAP.

The restated profit for the period for the second quarter of 2010 was C$200m on an IFRS basis, which is an increase of
C$33m compared to the net income previously reported under Canadian GAAP of C$167m. For the half-year ended 30 June
2010, the restated profit for the period was C$354m, an increase of C$88m compared to the net income previously reported
under Canadian GAAP of C$266m. The most significant differences between Canadian GAAP and IFRS affecting the profit
for the restated and future periods are related to the change in accounting for securitized mortgages and the associated swap
transactions, which were marked-to-market under Canadian GAAP but are not required to be recognized under IFRS because
the assets and risk are consolidated within our financial results, and foreign exchange translation gains and losses on
available-for-sale financial assets, which were recorded in other comprehensive income under Canadian GAAP but are
recorded in income under IFRS.
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Transition to International Financial Reporting Standards (“IFRS’) (continued)

Impact of IFRS on our capital adequacy requirements

The transition to IFRS did not have a material effect on the bank’s regulatory capital. The regulatory capital ratios at 31
December 2010 presented on page 13 were calculated on a Canadian GAAP basis. On an IFRS basis, the bank’s Tier 1
regulatory capital ratio at 31 December 2010 would have declined from 13.3% on a Canadian GAAP basis to 13.0% on an
IFRS basis and the total regulatory capital ratio would have declined from 16.0% to 15.8%. We have decided not take
advantage of OSFI’s relief provisions to phase in the impact of IFRS in the calculation of regulatory capital on a straight-line
basis over eight quarters from 1 January 2011 to 31 December 2012, as the transition did not have a material impact on our
regulatory capital.

OSFTI has also provided transitional provisions for the asset-to-capital multiple (“ACM?”), which allows for the exclusion of
assets securitized and sold through Canada Mortgage and Housing Corporation sponsored programs prior to 1 April 2010
from the calculation of ACM. We have decided to take advantage of this relief provision. As at 31 December 2010, including
the impact of the transitional provision, the ACM would have increased from 13.3 on a Canadian GAAP basis to 13.6 on an
IFRS basis (14.8 excluding the impact of the transitional provision). As at 30 June 2011, the ACM was 13.8 including the
impact of the transitional provision and would have been 15.1 excluding the impact of the transitional provision.
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Significant Accounting Policiesand Critical Accounting Estimates

Accounting policiesand critical accounting estimates

These unaudited interim consolidated financial statements have been prepared in accordance with IFRS. For a summary of the
bank’s significant accounting policies under IFRS, refer to note 2 of the consolidated financial statements included in the First
Quarter 2011 Interim Report. The key assumptions and bases for estimates that are made under IFRS, and their impact on the
amounts reported in the unaudited interim consolidated financial statements and notes, are summarized in note 3 of the
consolidated financial statements included in the First Quarter 2011 Interim Report.

Future changesin accounting policies
At 30 June 2011, a number of standards and interpretations, and amendments thereto, had been issued by the IASB, which are
effective for annual periods beginning on or after 1 January 2012. Those which are expected to have a significant effect on the

bank’s consolidated financial statements are discussed in note 1(f) of the accompanying consolidated financial statements. We
do not expect the IASB to issue any new or revised accounting standards requiring adoption during 2011.
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Other Information

Related party transactions

Related party transaction policies and practices are unchanged from those outlined on pages 24 and 25 of the 2010 Annual
Report and Accounts. All transactions with related parties continue to be priced and accounted for as if they were provided in
an open market on an arm’s length basis or, where no market exists, at fair value. Transactions with related parties are detailed
in note 14 to the accompanying consolidated financial statements.

Financial instruments, including arrangements not reflected on the Statement of Financial Position (“ off-balance sheet
arrangements”)

During the normal course of business, the bank makes extensive use of financial instruments including funding loans,
purchasing securities and other investments, accepting deposits and entering into various derivative instrument contracts. The
most significant off-balance sheet arrangements are guarantees and letters of credit, and derivatives, which were described on
page 23 of the 2010 Annual Report and Accounts. Although the notional values of these financial instruments are not
recorded on the statement of financial position, derivatives, guarantees and letters of credit are recorded at fair value. In
addition, in certain circumstances, the bank provides guarantees and letters of credit facilities to borrowers. There have been
no changes in the basis of calculating the fair value of financial instruments from 31 December 2010, and there have been no
significant changes in the fair value of financial instruments that arose from factors other than normal economic, industry and
market conditions. For financial instruments, including derivatives, valued using significant non-observable market inputs
(level 3), assumptions and methodologies used in our models are continually reviewed and revised to arrive at better estimates
of fair value.

Outstanding shares and securities
At 28 July 2011

Number Amount
HSBC Canada Asset Trust Securities (HSBC HaTS™)"
2 SEIICS 20157 oottt eeaes 200,000 200
Preferred Shares — Class 1
S SEIHES 2 oottt 7,000,000 175
S SEIHES D oot 7,000,000 175
S SETIES B oo 10,000,000 250
Preferred Shares — Class 2
S SEIIES BY oottt 86,450,000 346
946
Common shares
HSBC BanK Canada ........c.ceviiieieieiiiiiieieieteeeiietesete st sese e sessssese et sess s sesesessssssssesesesasessesesessssssssesesesassnsssses 498,668,000 1,225

Reported in non-controlling interest in trust and subsidiary in the Consolidated Satement of Financial Position.
Cash distributions are non-cumulative and are payable semi-annually in an amount of C$25.75 per unit.

Cash dividends are non-cumulative and are payable quarterly in an amount of C$0.31875 per share.

Cash dividends are non-cumulative and are payable quarterly in an amount of C$0.3125 per share.

Cash dividends are non-cumulative and are payable quarterly in an amount of C$0.4125 per share.

Cash dividends are non-cumulative and are payable quarterly in an amount of C$0.0775 per share.

AN L AW N =

During the second quarter of 2011, the bank declared and paid C$75m in dividends on HSBC Bank Canada common shares,
compared with C$65m in the same period in 2010. The bank declared and paid C$150m in common share dividends during
the half-year ended 30 June 2011 compared with C$140m in the same period in 2010.

Regular quarterly dividends of 31.875 cents per share have been declared on HSBC Bank Canada Class 1 Preferred Shares —
Series C, 31.25 cents per share on Class 1 Preferred Shares — Series D, 41.25 cents per share on Class 1 Preferred Shares —
Series E and 7.75 cents per share on Class 2 Preferred Shares — Series B. Dividends will be paid on 30 September 2011, for
shareholders of record on 15 September 2011.
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Other Information (continued)

Further details regarding features of the bank’s securities and shares, including certain restrictions regarding distributions
payable for HSBC HaTs, are disclosed in notes 10 and 12 of the 2010 Annual Report and Accounts.

Dividend record and payable dates for the bank’s preferred shares for the remainder of 2011, subject to approval by the Board,
are:

2011
Record Date Payable Date
15 September 30 September
15 December 31 December

The payable dates for HSBC HaTS distributions in 2011 is 31 December 201 1.
M anagement’ s responsibility for financial information

A rigorous and comprehensive financial governance framework is in place at the bank and its subsidiaries at both the
management and board levels. Each year, the Annual Report and Accounts contains a statement signed by the Chief Executive
Officer (CEO) and Chief Financial Officer (CFO) outlining management’s responsibility for financial information contained
in the report. Certifications, signed by the CEO and CFO, were filed with the Canadian Securities Administrators in March
2011 when the Annual Report and Accounts and other annual disclosure documents were filed. In those filings, the CEO and
CFO certify, as required in Canada by National Instrument 52-109 (Certification of Disclosure in Issuers’ Annual and Interim
Filings), the appropriateness of the financial disclosures in the annual filings, the design and effectiveness of disclosure
controls and procedures as well as the design and effectiveness of internal controls over financial reporting to provide
reasonable assurance regarding the reliability of financial reporting in accordance with IFRS. The CEO and CFO have signed
certifications relating to the appropriateness of the financial disclosures in interim filings with securities regulators, including
this MD&A and the accompanying unaudited interim consolidated financial statements for the quarter ended 30 June 2011,
and their responsibility for the design and maintenance of disclosure controls and procedures and internal controls over
financial reporting to provide reasonable assurance regarding the reliability of financial reporting in accordance with IFRS.
There have been no changes in internal controls over financial reporting during the quarter ended 30 June 2011 that have
materially affected or are reasonably likely to affect internal control over financial reporting.

As in prior quarters, the bank’s Audit Committee reviewed this document, including the attached unaudited interim
consolidated financial statements, and approved the document prior to its release.

A comprehensive discussion of the bank’s businesses, strategies and objectives can be found in the Management’s Discussion
and Analysis in the 2010 Annual Report and Accounts, which can be accessed on the bank’s web site at www.hsbc.ca.
Readers are also encouraged to visit the site to view other quarterly financial information.

Regulatory filings

The bank’s continuous disclosure materials, including interim and annual filings, are available on the bank’s web site at
www.hsbc.ca, and on the Canadian Securities Administrators’ web site at www.sedar.com.
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Consolidated income statement (Unaudited)

Notes

INEErESt INCOME ..ottt
INLErESt EXPENSE.....cvveveeretiree sttt

NEt iNtErESt INCOME.......oceeveiiieieeeeeceetee e

Trading income excluding net interest inCOMe..........cccoeveeene.
Net interest income on trading actiVities .........ccccvvveveecerirenieees

Net trading iNCOME.......ccovovvveiereerereee e seeeens
Net gain/(loss) from financial instruments designated at fair

Gains less|osses from financia investments..........c.cocoveeviennn.
Other operating iNCOME........coveueerrerreeeeereseses e seeesse e

Net operating income before loan impair ment charges and
other credit risk provisions.........cccoeeeennnnscncnesneeenns

Loan impairment charges and other credit risk provisions......... 3
Net Operating iNCOME........c.ceevrriririeeereree s

Employee compensation and benefits...........ccccoevvrieccnnneeens
General and administrative expenses.............
Depreciation of property, plant and equipment....
Amortization and impairment of intangible assets....................

Total Operating EXPENSES .......cceveveeeerererieeieere e
OPErating Profit.....cccccciereeeresesee s
Share of profitin assOCIateS.......cccvvvvveeeieerirere e,
Profit beforeincome tax expense.......cocoveecverveseeeeeseresinens

INCOME taX EXPENSE.....ccovieieeiereie s
Profit for the period ...

Profit attributable to common shareholders.........ccooveeenireninee,
Profit attributable to preferred shareholders..........cccooeeeenenninee.
Profit attributable to shareholders...........cocoeeeennncecienieies
Profit attributable to non-controlling interests.........c.coeveevvrerieees

Average number of common shares outstanding (000's)...........
Basic earnings per COMMON SNAre.........ccceueurerirerececereeeererennnnns
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Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2011 2010 2011 2011 2010
$m $m $m $m $m
595 576 607 1,202 1,146
(205) (166) (225) (430) (342)
390 410 382 772 804
183 181 183 366 347
(22), (23) (20) (42) (43)
162 158 163 325 304
30 59 36 66 90
6 2 1 7 7
36 61 37 73 97
2 13 8) (6) 5
4 5 16 20 8
25 43 40 65 85
619 690 630 1,249 1,303
(31) (72) (49) (80) (1412)
588 618 581 1,169 1,162
(208) (190) (208) (416) (370)
(84) (230) (237) (221) (257)
©) (10) (10) (19) (20)
(14) (6 4 (18) €)
(315) (336) (359) (674) (656)
273 282 222 495 506
1 — 1 2 —
274 282 223 497 506
(66) (82) (63) (129) (152)
208 200 160 368 354
191 178 142 333 311
15 15 15 30 30
206 193 157 363 341
2 7 3 5 13
498,668 498,668 498,668 498,668 498,668
$ 038 $ 036 $ 028 $ 0.67 $ 062




HSBC Bank Canada

Consolidated Financial Statements (Unaudited) (continued)

Consolidated statement of comprehensive income (Unaudited)

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2011 2010 2011 2011 2010
$m $m $m $m $m

Profit for the Period ... 208 200 160 368 354

Other compr ehensive income/(expense)

Available-for-sale iINVESIMENES ........coccieiceerieec e 43 44 (31) 12 26
—fair value gaing/(0SSES) .....ccoevirerirerieiiriririnie s 63 67 (26) 37 45
—fair value gains transferred to income statement on disposal . (4) (5) (16) (20) (8)
—INCOME LAXES ... veveveeeireeietere sttt sas et sese e e sesese e seenened (16) (18) 11 (5) (12)

Cash FlIOW NEAGES ..o 72 54 (56) 16 22
—fair value gaing/(losses) . . 99 7 (80) 19 31
—INCOME TAXES ...t (27) (23) 24 3) (9)

Actuaria gaing/(losses) on defined benefit plans .......occccveevivceeienisenenns (8) (25) 6 (2) (40)
—beforeincometaxes ..........coovvvevccicecnnnnnns (10) (34) 13 3 (54)
—INCOME LBXES ....eevieieireeie ettt ettt 2 9 (7) (5) 14

Other comprehensive income/(expense) for the period, net of tax ............ 107 73 (81) 26 8

Total comprehensive income for the period ... 315 273 79 394 362

Total comprehensive income for the period attributable to:

— SNAFENOIAENS ...t 313 266 76 389 349
—NON-CONLrONTNG INEEMESES ...t 2 7 3 5 13
315 273 79 394 362
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Consolidated Financial Statements (Unaudited) (continued)

Consolidated statement of financial position (Unaudited)

Notes

ASSETS

Cash and balances at central Dank ...........ccceevrreciiineee e
Items in the course of collection from other banks ............cccoeveeeveciiccecccicens
Trading assets
DENVALIVES ...ttt ettt a bbb s a et a b e s sesnene s 6
Loans and advanCesto DAnKS ..........cccceveviierinireeisees s

Loans and advances to customers
Financial investments ...

Prepayments and acCrued iINCOME..........coverurirreuereriresieesesesesssesesseseesssessesesenenes
Customers' liability under aCCEPtaNCES .........cervuvririiiecirieee e
Interest in assoCiates.........vveveeerererenennas

Property, plant and equipment
Goodwill and intangible assets

TOLAl @SSELS ...ovcueieeieteeeeteee ettt st b et st aeeaenebenene

LIABILITIESAND EQUITY

Liabilities

DePOSItS DY DANKS .......cveiiiirecicee s
CUSLOMEY 8CCOUNES ...c.vveeeeeieerie et
Items in the course of transmission to other banks ..
Trading [1EDIlITIES .....cccovveieieeeieree s 8
Financial liabilities designated at fair Value ........cccvvveeveeerinesseeeccnesseeee e 9
DENVALIVES ..ot .. 6
Debt securitiesin issue .
Other liabilities ..........
ACCEPEAINCES. ...ttt r ettt ne et b e n e
Accruals and deferred INCOME..........cuoeereiereierer e
Retirement benefit liahilities....
Subordinated lHahilItIES .........ccceiieeieeceeee e

Total HabilitieS ......cccveiiiiccc s

Equity

Preferred Shares ..ot
Common shares..
Other reserves ....
RELAINE BAIMINGS ..ottt

Total sharehOlders’ EQUILY .......cccoerrerieurerirerieieee st
NON-CONLIOHING INLEIESES .....cuvececieieirerieee s

Tota equity

Total equity and lHaDIlItIES .....ccverreeere e
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30 June 30 June 31 December
2011 2010 2010
$m $m $m
66 78 79
187 123 84
5,336 4,000 3,947
1,510 1,343 1,363
4,873 3,928 5,792
45,548 50,016 45,218
17,928 14,268 16,149
607 314 567
206 184 186
4,954 4,593 4,372
45 41 43
114 126 123
85 99 94
81,459 79,113 78,017
1,056 1,152 999
45,522 44,140 45,460
232 142 101
4,254 3,457 2,764
1,001 915 983
1,304 873 1,161
15,280 16,556 14,816
1,890 1,329 1,531
4,954 4,593 4,372
517 519 583
261 270 267
321 333 324
76,592 74,279 73,361
946 946 946
1,225 1,225 1,225
225 252 197
2,241 1,981 2,058
4,637 4,404 4,426
230 430 230
4,867 4,834 4,656
81,459 79,113 78,017




HSBC Bank Canada

Consolidated Financial Statements (Unaudited) (continued)

Consolidated statement of cash flows (Unaudited)

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2011 2010 2011 2011 2010
Notes $m $m $m $m $m
Cash flows from operating activities
Profit DEFOIE 18X ....c.viveeeeeeerecirerieireeteesee e 274 282 223 497 506
Adjustmentsfor:
—non-cash items included in profit beforetax ..........ccoveeevcnniccens 11 63 91 71 134 176
—Change in OPErating ASSELS .....covveeeeeererereeereereses s ssressseseeaesens 11 789 (393) (1,010) (221) (470)
—changein operating liabilitieS ........coveerirrreeire e 11 1,203 (29) 256 1,459 (309)
A PAIT v (73) (90) (65) (138) (204)
Net cash from/(used in) operating aCtiVities ..........cccoevreeeierreneecnenes 2,256 (129) (525) 1,731 (296)
Cash flows from investing activities
Purchase of financial iINVESIMENtS ..o (5,234) (66) (4,507) (9,741) (1,575)
Proceeds from the sale and maturity of financial investments . 3,042 222 4,932 7,974 365
Purchase of property, plant and equipment ...........coeeeveeiceenenenneneees (9) 8 (10) (19) (11)
Net cash (used in)/from investing actiVities ..........cccvvreeienrnececenenes (2,201) 164 415 (1,786) (1,221)
Cash flows from financing activities
Subordinated liabilitieS repaid .........cooeverrereerneeeeee s - - - - (100)
Dividends paid to sharehOlders ..........cocoveererirreeeierensee s (90) (80) (90) (180) (a70)
Distributions to Non-controlling iNtErests.........cooeeeverrerieeienereseseeeens (2) (7) 3) (5) (13)
Net cash used in financing activities ... (92) (87) (93) (185) (283)
Net decrease in cash and cash equivalents ... 37 (52) (203) (240) (1,800)
Cash and cash equivalents at the beginning of the period ..........ccoceeueene 6,477 4,223 6,680 6,680 5,971
Cash and cash equivalents at the end of the pefiod...........ccocevvinicecenee 11 6,440 4,171 6,477 6,440 4,171
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Consolidated Financial Statements (Unaudited) (continued)

Consolidated statement of changes in equity for the half-year ended 30 June 2011 (Unaudited)

Other reserves

Available-
for-sale Cash flow Total Non-

Share Retained fair value hedging Total Other shareholders’ controlling Total

capital earnings reserve reserve Reserves equity interests equity

$m $m $m $m $m $m $m $m

AL LIANUBIY ..o esenes 2,171 2,058 81 116 197 4,426 230 4,656
Profit for the period - 363 - - - 363 5 368
Other comprehensive income (net of tax) .......c.cccoeeeeeeennens - (2 12 16 28 26 - 26
Available-for-sale investments ................ - - 12 - 12 12 - 12
Cash flow hedges ... - - - 16 16 16 - 16
Actuarial gaing/(losses) on defined benefit plans ................. - (2) — — — (2) — (2
Total comprehensiveincome for the period .........ccccevvveeeee. - 361 12 16 28 389 5 394
Dividends to shareholders ...........coveiivicicicnnincecce - (180) - - - (180) - (180)
Distributions to unit holders.. - - - - - - 5) (5)
Other MOVEMENES ....c.c.cuiuiiieiirirereeceeiee ettt - 2 - — - 2 - 2
AL B0 JUNE..coeeeeieeeeiree ettt 2,171 2,241 93 132 225 4,637 230 4,867
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Consolidated Financial Statements (Unaudited) (continued)

Consolidated statement of changes in equity for the half-year ended 30 June 2010 (Unaudited)

Other reserves

Available-
for-sale Cash flow Total Non-

Share Retained fair vaue hedging Total Other shareholders controlling Total

capital earnings reserve reserve Reserves equity interests equity

$m $m $m $m $m $m $m $m

AL LIANUAIY ..o, 2,171 1,842 59 146 205 4,218 430 4,648
Profit for the period ..., - 341 - - - 341 13 354
Other comprehensive income (net of tax) .........ccceeverenene. - (40) 26 22 48 8 — 8
Available-for-sale investments ................ - - 26 - 26 26 - 26
Cash floW hedges ..o - - - 22 22 22 - 22
Actuarial gaing/(losses) on defined benefit plans ............. - (40) — — — (40) - (40)
Total comprehensiveincome for the period .........cccceveene, - 301 26 22 48 349 13 362
Dividends to shareholders ..........cccovvnvinicicceeine, - (170) - - - (170) - (170)
Distributions to unit holders.............cccoviviciiciiiinne, - - - - - - (13) (13)
Other MOVEMENES ......c.cvevriiirieeeieeieee e - 8 (1) - (1) 7 — 7
AL B0 JUNE ..., 2,171 1,981 84 168 252 4,404 430 4,834
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HSBC Bank Canada

Notes on the Consolidated Financial Statements (Unaudited)

1

Basis of preparation

@)

(b)

(©

(d)

Compliance with International Financial Reporting Standards

HSBC Bank Canada (“the bank”, “we”, “our”) is an indirectly wholly owned subsidiary of HSBC Holdings plc (“the
Parent”, “HSBC”). In these consolidated financia statements, HSBC Group means the Parent and its subsidiary
companies. From 1 January 2011, the bank has prepared its consolidated financial statements in accordance with
International Financial Reporting Standards (“IFRSS”).

IFRSs comprise accounting standards issued by the International Accounting Standards Board (“IASB”) and its
predecessor body as well as interpretationsissued by the IFRS Interpretations Committee and its predecessor body.

These consolidated financial statements of the bank and its subsidiaries have been prepared in accordance with
International Accounting Standard (“1AS’) 34 ‘Interim Financial Reporting’ and IFRS 1 ‘First-Time Adoption of
International Financial Reporting Standards’ (“1FRS 1") has been applied.

In accordance with IFRSs, the bank has:

e provided comparative financial information;

o retrospectively applied all IFRSs, other than in respect of elections taken under IFRS 1;
e applied al mandatory exceptions as applicable for first-time adopters of IFRSs; and

o elected to align our reporting under |FRSs with the reporting to our Parent for consolidation purposes, as permitted
by IFRS 1.

Prior to 2011, the bank’s annual consolidated financial statements were prepared in accordance with accounting
principles generally accepted in Canada (“Canadian GAAP"). Canadian GAAP differs in some areas from IFRSs. To
comply with IFRSs, management has amended certain accounting, measurement and consolidation methods previously
applied in the Canadian GAAP financia statements. Note 16 contains reconciliations and descriptions of the effect of the
transition from Canadian GAAP to IFRS on equity, earnings and comprehensive income along with line-by-line
reconciliations of the statement of financial position and income statement.

These interim financial statements should be read in conjunction with the bank’s 2010 annual financia statements and the
transitional disclosures in the bank’s financial statements as at and for the three months ended 31 March 2011 including
the opening balance sheet and related transitional disclosures.

Presentation of information

The bank’s consolidated financial statements are presented in Canadian dollars which is also its functional currency. The
abbreviations “$m” represents millions of dollars. All tabular amounts are in millions of dollars except where otherwise
noted.

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 resultsin the
future may differ from estimates upon which financial information is prepared. Management believes that the bank’s
critical accounting policies where judgement is necessarily applied are those which relate to impairment of loans and
advances, and the valuation of financial instruments as described in Note 3 of the interim financial statements as at and
for the three months ended 31 March 2011.

Consolidation

The consolidated financial statements of the bank comprise the financia statements of the bank and its subsidiaries as at
30 June 2011. Subsidiaries are consolidated from the date the bank gains control. The acquisition method of accounting is
used when subsidiaries are acquired by the bank. The cost of an acquisition is measured at the fair value of the
consideration, including contingent consideration, given at the date of exchange. Acquisition-related costs are recognized
as an expense in the income statement in the period in which they are incurred. The acquired identifiable assets, liabilities
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Notes on the Consolidated Financial Statements (Unaudited) (continued)

(e)

and contingent liabilities are measured at their fair values at the date of acquisition. Goodwill is measured as the excess of
the aggregation of the consideration transferred, the amount on non-controlling interest and the fair value of the
acquirer’s previously held equity interest, if any, over the net of the amounts of identifiable assets acquired and liabilities
assumed. The amount of non-controlling interest is measured either at fair value or at the non-controlling interest’'s
proportionate share of the acquiree’s identifiable net assets. Changes in a parent’s ownership interest in a subsidiary that
do not result in aloss of control are treated as transactions between equity holders and are reported in equity.

Entities that are controlled by the bank are consolidated until the date that control ceases.

In the context of Special Purpose Entities (* SPE’), the following circumstances may indicate a relationship which, in
substance, the bank controls and consequently consolidates a SPE:

e the activities of the SPE are being conducted on behalf of the bank according to its specific business needs so
that the bank obtains the benefits from the SPE’ s operation;

o the bank has the decision-making powers to obtain the majority of the benefits of the activities of the SPE or, by
setting up an ‘autopilot’ mechanism, the bank has delegated these decision-making powers,

o the bank has rights to obtain the majority of the benefits of the SPE and therefore may be exposed to risks
incident to the activities of the SPE; or

e thebank retains the majority of the residual or ownership risks related to the SPE or its assets in order to obtain
benefits from its activities.

The bank performs a re-assessment of consolidation whenever there is a change in the substance of the relationship
between the bank and a SPE.

All inter-company transactions and balances are eliminated on consolidation.

The consolidated financial statements of the bank also include the attributable share of the results and reserves of
associates.

In accordance with IFRS 1, the bank has chosen not to restate business combinations that took place prior to 1 January
2004, the date of transition to IFRS of its Parent.
Changes in accounting policy during 2010

The bank adopted the revised IFRS 3 *Business Combinations' (“IFRS 3") and amendments to IAS 27 * Consolidated and
Separate Financial Statements (“1AS 27”). The main changes under the standards are that:

e acquisition-related costs are recognized as an expense in the income statement in the period in which they are
incurred;

e all consideration transferred, including contingent consideration, is recognized and measured at fair value at the
acquisition date;

e equity interests held prior to control being obtained are re-measured to fair value a the date of obtaining
control, and any gain or lossis recognized in the income statement;

e anoption isavailable, on atransaction-by-transaction basis, to measure any non-controlling (previously referred
to as minority) interests in the entity acquired either at fair value, or a the non-controlling interests
proportionate share of the net identifiable assets of the entity acquired; and

e changesin a parent’s ownership interest in a subsidiary that do not result in a change of control are treated as
transactions between equity holders and are reported in equity.

In terms of their application to the bank, the revised IFRS 3 and amendments to IAS 27 apply prospectively to
acquisitions and transactions taking place on or after 1 January 2010, and have had no significant effect on the
consolidated financial statements as there have been no acquisitions subsequent to 1 January 2010.
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(f) Future accounting developments

At 30 June 2011, a number of standards and interpretations, and amendments thereto, had been issued by the IASB which
are not yet effective for these consolidated financial statements, the most significant of which are described below. The
IASB is continuing to work on projects on revenue recognition and lease accounting, which together with IFRS 9 and the
standards described below, represent wide spread and significant changes to accounting requirements over the period
from 2013.

IFRS 9 ‘Financial Instruments (“IFRS9")

IFRS 9 ‘Financial Instruments was described on pages 27 and 28 of the First Quarter 2011 Interim Report, including the
second and third phases in the IASB’s project to replace IAS 39, which address the impairment of financial assets
measured at amortized cost and hedge accounting. The IASB no longer expects to finalize the replacement of 1AS 39 by
June 2011 since the IASB and the US Financial Accounting Standards Board have agreed to extend the timetable beyond
this date to permit further work and consultation with stakeholders. As a consequence, the IASB is consulting on its
proposal to change the effective date of IFRS 9 to 1 January 2015 to facilitate the adoption of the entire replacement of
IAS 39. Therefore, the bank remains unable to provide a date by which it plans to apply IFRS 9 globally and it remains
impracticable to quantity the impact of IFRS 9 as at the date of publication of these financial statements.

IFRS 10 ‘Consolidated Financial Statements and IFRS 12 ‘Disclosures of Interestsin Other Entities’

In May 2011, the IASB issued IFRS 10 ‘Consolidated Financial Statements (‘IFRS 10') and IFRS 12 ‘Disclosures of
Interests in Other Entities' (‘IFRS 12'). The standards are effective for annua periods beginning on or after 1 January
2013 with early adoption permitted, and are to be applied retrospectively.

Under IFRS 10, there will be one approach for determining consolidation for all entities, based on the concept of power,
variability of returns and their linkage. Thiswill replace the current approach which emphasises legal control or exposure
to risks and rewards, depending on the nature of the entity. IFRS 12 includes the disclosure requirements for subsidiaries
and associates and introduces new requirements for unconsolidated structured entities.

The bank is currently assessing the impact of these new IFRSs, but it is impracticable to quantify their impact as at the
date of publication of these financial statements.

IFRS 13 ‘Fair Value Measurement’ (“1FRS 13")

In May 2011, the IASB aso issued IFRS 13 ‘Fair Value Measurement’ (‘IFRS 13'). The standard is effective for annual
periods beginning on or after 1 January 2013 with early adoption permitted. IFRS 13 is required to be applied
prospectively from the beginning of the first annual period in which it is applied. The disclosure requirements of IFRS 13
do not require comparative information to be provided for periods prior to initial application.

IFRS 13 establishes a single source of guidance for al fair value measurements required or permitted by IFRSs. The
standard clarifies the definition of fair value as an exit price, which is defined as a price at which an orderly transaction to
sell the asset or to transfer the liability would take place between market participants at the measurement date under
current market conditions, and enhances disclosures about fair value measurement.

The bank is currently assessing the impact of this new IFRS but it is impracticable to quantify itsimpact as at the date of
publication of these financia statements.

IAS 19 ‘Employee Benefits (“1AS19")

In June 2011, the IASB issued amendments to IAS 19 Employee Benefits (‘IAS 19 revised'). The revised standard is
effective for annual periods beginning on or after 1 January 2013 with early adoption permitted. IAS 19 revised is
required to be applied retrospectively.

The most significant amendment for the bank is the replacement of interest cost and expected return on plan assets by a
finance cost component comprising the net interest on the net defined benefit liability or asset. This finance cost
component is determined by applying the same discount rate used to measure the defined benefit obligation to the net
defined benefit liability or asset. The difference between the actual return on plan assets and the return included in the
finance cost component in the income statement will be presented in other comprehensive income. The effect of this
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Notes on the Consolidated Financial Statements (Unaudited) (continued)

change is to increase the pension expense by the difference between the current expected return on plan assets and the
return calculated by applying the relevant discount rate.

Based on an initial estimate of the impact of this particular amendment on the 2010 financial statements, the change
would increase pension expense in the income statement, with no effect on the pension liability. The effect on total
operating expense is not expected to be material. The effect at the date of adoption will depend on market interest rates
and rates of return at that time.

2 Summary of significant accounting policies and critical accounting policies

These consolidated financial statements have been prepared in accordance with International Accounting Standard 34
Interim Financial Reporting (“IAS 34”) as issued by the International Accounting Standards Board (“IASB”). The
accounting policies the bank adopted on 1 January 2011 are disclosed in Notes 2 and 3 of the bank’s interim financia
statements as at and for the three months ended 31 March 2011.
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3 Loans and advances to customers

At 30 June 2011 At 30 June 2010 At 31 December 2010
Loans as Loans as Loansas
a% of total a% of total a % of total
Loansand  grossloansand Loans and gross loans Loans and gross loans and
advancesto advancesto advancesto and advances advances to advances to
customers customers customers to customers customers customers
$m % $m % $m %
Per sonal
Residential MOMQagES ........c.euriririieerieieieieiees ettt 18,717 40.6% 19,415 38.4% 18,923 41.3%
(O 0= 50 4 7= TP 5,773 12.5% 5,933 11.7% 5,905 12.9%
24,490 53.1% 25,348 50.1% 24,828 54.2%
Consumer fiNANCEI0ANS..........ccucuiereiiicicieeceee e enan 2,464 5.3% 2,788 5.5% 2,615 5.7%
Corporate and COMMEN Cial ......ccvueueuereirirerireee e 14,913 32.4% 16,402 32.4% 14,989 32.7%
Financial
Non-bank finanCial INSHULIONS' ..........c.evveeieereeesiesieeee st sessresseeeas 4,216 9.2% 6,078 12.0% 3,413 7.4%
Total gross |oans and advances t0 CUSIOMENS........cccvevreereeenirereeseeesesesiesesesesenens 46,083 100.0% 50,616 100.0% 45,845 100.0%
LESS: IMPAITTMENL. ...ttt (535) (600) (627)
Total loans and advances tO CUSLOMENS ........c.ccueeiveireeieeieeereee e 45,548 50,016 45,218

1 Included within non-bank financial are reverse repurchase agreements of $3,246m (30 June 2010: $5,028m and 31 December 2010: $2,512m).
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Movement in impair ment allowances for the quarter and half-year ended

Customers
Individually Collectively

assessed assessed Total

$m $m $m

AL LAPHT 2011 .. 227 387 614
AMOUNES WITEEN OFf ..ot (32 (78) (110)
Recoveries of loans and advances written off in previous periods...............c.c...... - 2 2
ChargetoiNCOME L ........oeoeeceeceeeee e 13 21 34
Other MOVEMENES ...ttt ettt sn e (5) - (5)
Quarter ended 30 JUNE 2011 .......c.cvvueieieeerieereseee ettt s eenas 203 332 535
AL LAPHT 2010 ..ttt 201 426 627
AMOUNES WIEEEN OFf ... s (40) (56) (96)
Recoveries of loans and advances written off in previous periods............cccceue... - 2 2
Charge to INCOME ....cveuieiieeeteei sttt se e e e s e seneesennnens 39 33 72
OthEr MOVEMENES ...ttt (5) - (5)
Quarter ended 30 JUNE 2010.........ccererreereeereeresesesereesesesaeeeseesessseesesssessessesesens 195 405 600
At LJANUANY 2011 ..o 227 400 627
AMOUNES WIHEEEN OFf ... a7 (42) (59)
Recoveries of loans and advances written off in previous periods...............c.c...... - 2 2
Charge to income 21 28 49
Other movements @ (€)] (5)
Quarter ended 31 March 2011 ........ccveeerieeenieieereereeeee e 227 387 614

Customers
Individually Collectively

assessed assessed Total

$m $m $m

At L1JANUANY 2011 ..o 227 400 627
AMOUNES WIHTEN OFf ...t (49) (120) (169)

Recoveries of loans and advances written off in previous periods.............cccceue... - 4 4

ChargetoiNCOME L ........oeeeeeeceeceeeeeeceee e 34 49 83
Other MOVEMENES .....cuviieceeieiirisee et se e sa st sessesesenesessnsesens (9) (1) (10)

Half—year ended 30 JUNE 2011 ........cooeueuiminirinirieieereresie et 203 332 535

At 1JANUANY 2010 ..ottt 186 446 632
AMOUNES WIHTEEN OFf ...ttt (50) (115) (165)

Recoveries of loans and advances written off in previous periods............cceen... 1 3 4

ChargetO INCOME ......cueeiiieiriir sttt 71 70 141
(@1 0T= 0110177 11 01T (13) 1 (12)

Half-year ended 30 JUNE 2010 ...t senes 195 405 600

1 In the second quarter, in addition to the charge to income above, ‘ Loan impairment charges and other credit risk provisions' as presented in the consolidated

income statement includes a $3mreversal of a previously recorded impairment loss relating to credit risk on an available-for-sale investment.
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4 Employee compensation and benefits

Included within ‘Employee compensation and benefits' are components of net periodic benefit cost related to the bank’s
pension plans and other post-employment benefits, as follows:

Quarter ended Half-year ended
30 June 30 June 31 March 30June 30 June
2011 2010 2011 2011 2010
$m $m $m $m $m
Pension plans — defined benefit ... 3 3 3 6 6
Pension plans — defined contribution................c...... 8 7 12 20 12
Healthcare and other post retirement benefit plans. 2 2 3 5 4
13 12 18 31 22

Actuarial valuations for the bank’s pension plans and non-pension arrangements are prepared annually. The most recent
actuarial valuations of the defined benefit pension plans for funding purposes were conducted as at 31 December 2010.

5 Trading assets

At 30 June At30June At 31 December
2011 2010 2010
$m $m $m

Trading assets:
—which may be repledged or resold by counterparties...........ccovreevererererienens 77 88 532
— not subject to repledge or resale by counterparties...........ooveeeerrrnnenceennenns 4,559 3,912 3,415
5,336 4,000 3,947
Treasury and other eligible DillS...........cooiiiiii e 854 246 557
Debt SeCurities........oocevvvrvrerreeennnnns . 2,592 2,218 1,712
Equity securities . 163 37 26
CUSLOMEY tradiNg BSSELS ......cuvrereeeeieiiririsieieiere sttt et 1,139 858 553
Bankers 8CCEPLANCES .......c.cueurururiririieicieie ettt 588 641 1,099
5,336 4,000 3,947

Included within the above figures for the bank are debt securities issued by banks and other financial institutions of $77m
(30 June 2010: $51m and 31 December 2010: $35m).
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6 Derivatives

Fair values of derivatives by product contract type held:

At 30 June 2011

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange...........cocevevererencenee. 1,028 - 1,028 1,056 - 1,056
Interest rate .........ccoeveeeee. 204 278 482 157 91 248
Grosstotal fair values.........c.cccceeeeneneee. 1,232 278 1,510 1,213 91 1,304
TOtAl oo 1,510 1,304

At 30 June 2010

Assets Liabilities
Trading Hedging Tota Trading Hedging Tota
$m $m $m $m $m $m
Foreign exchange.........ccceevevrvrervneneenns 875 - 875 731 - 731
INLErESt FAe ..o 154 314 468 118 24 142
Grosstotal fair values.........cccccevvenunenne 1,029 314 1,343 849 24 873
TOtAl oo 1,343 873

At 31 December 2010

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange.........coceeeenenerinenunes 935 - 935 986 - 986
INEErESt rate ...c.ovvecceeieeeeseereeeae 156 272 428 114 61 175
Grosstotal fair values..........cccevvnenne 1,091 272 1,363 1,100 61 1,161

TOtAl oo 1363 1161

Use of derivatives

The bank transacts derivatives for three primary purposes: to create risk management solutions for clients, for proprietary
trading purposes, and to manage and hedge the bank’s own risks. Derivatives (except for derivatives which are
designated as effective hedging instruments as defined in IAS 39) are held for trading. The held for trading classification
includes two types of derivatives: those used in sales and trading activities, and those used for risk management purposes
but which for various reasons do not meet the qualifying criteria for hedge accounting. The second category includes
derivatives managed in conjunction with financial instruments designated at fair value. These activities are described
more fully below.

The bank’s derivative activities give rise to significant open positions in portfolios of derivatives. These positions are
managed constantly to ensure that they remain within acceptable risk levels, with matching deals being used to achieve
this where necessary. When entering into derivative transactions, the bank employs the same credit risk management
procedures to assess and approve potential credit exposures that are used for traditional lending.

Trading derivatives

Most of the bank’s derivative transactions relate to sales and trading activities. Sales activities include the structuring and
marketing of derivative products to customers to enable them to take, transfer, modify or reduce current or expected risks.
Trading activities in derivatives are entered into principaly for the purpose of generating profits from short-term
fluctuations in price or margin. Positions may be traded actively or be held over a period of time to benefit from expected
changes in currency rates, interest rates, equity prices or other market parameters. Trading includes market-making,
positioning and arbitrage activities. Market-making entails quoting bid and offer prices to other market participants for
the purpose of generating revenues based on spread and volume; positioning means managing market risk positionsin the
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expectation of benefiting from favourable movements in prices, rates or indices; arbitrage involves identifying and
profiting from price differentials between markets and products.

As mentioned above, other derivatives classified as held-for-trading include non-qualifying hedging derivatives,
ineffective hedging derivatives and the components of hedging derivatives that are excluded from assessing hedge
effectiveness. Non-qualifying hedging derivatives are entered into for risk management purposes but do not meet the
criteria for hedge accounting. These include derivatives managed in conjunction with financial instruments designated at
fair value.

Gains and losses from changes in the fair value of derivatives, including the contractual interest, that do not qualify for
hedge accounting are reported in ‘Net trading income’, except for derivatives managed in conjunction with financial
instruments designated at fair value, where gains and losses are reported in ‘Net income from financial instruments
designated at fair value', together with the gains and losses on the hedged items. Where the derivatives are managed with
debt securities in issue, the contractual interest is shown in ‘Interest expense’ together with the interest payable on the
issued debt.

Notional contract amounts of derivatives held for trading purposes by product type

At 30 June At 30 June At 31 December

2011 2010 2010

$m $m $m

FOrEIgN EXChANGE ...ttt et 56,937 40,701 43,704
[0S (=S A = (=TSSP 175,094 26,870 42,543
TOtal AENIVALIVES. .....cveeceeecteteese ettt et snen 232,031 67,571 86,247

The notional or contractual amounts of these instruments indicate the nominal value of transactions outstanding at the
reporting date; they do not represent amounts at risk.

Hedging instruments

The bank uses derivatives (principally interest rate swaps) for hedging purposes in the management of its own asset and
liability portfolios and structural positions. This enables the bank to optimize the overall cost to the bank of accessing
debt capital markets, and to mitigate the market risk which would otherwise arise from structural imbalances in the
maturity and other profiles of its assets and liabilities.

Notional contract amounts of derivatives held for hedging purposes by product type

The notional contract amounts of these instruments indicate the nominal value of transactions outstanding at the reporting
date; they do not represent amounts at risk.

At 30 June 2011 At 30 June 2010 At 31 December 2010
Cash flow Fair value Cash flow Fair value Cash flow Fair value
hedge hedge hedge hedge hedge hedge
$m $m $m $m $m $m
Interest rate.........coovvvrennene 18,852 4,025 11,712 331 13,485 1,465

Fair value hedges

The bank’s fair value hedges principally consist of interest rate swaps that are used to protect against changes in the fair
value of fixed-rate financial instruments due to movements in market interest rates. For qualifying fair value hedges, all
changes in the fair value of the derivative and in the fair value of the item in relation to the risk being hedged are
recognized in the income statement. If the hedge relationship is terminated, the fair value adjustment to the hedged item
continues to be reported as part of the basis of the item and is amortized to the income statement as a yield adjustment
over the remainder of the hedging period.
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Fair value of derivatives designated as fair value hedges

At 30 June 2011 At 30 June 2010 At 31 December 2010
Assets Liabilities Assets Liabilities Assets Liabilities
$m $m $m $m $m $m
INtErest rate .........vvervrverenne. 9 36 4 4 14 8

Gains or losses arising from the change in fair value of fair value hedges

At 30 June At 30 June At 31 December
2011 2010 2010
$m $m $m
Gaing/(losses)
— 0N hedging iNSIUMENES .........cocvieiicc s, (28) 4 9
—on hedged items attributable to the hedged risK..........ccoueieennnnnines 29 4 (10)

The gains and losses on ineffective portions of fair value hedges are recognized immediately in *Net trading income'.
Cash flow hedges

The bank’ s cash flow hedges consist principally of interest rate and cross-currency swaps that are used to protect against
exposures to variability in future interest cash flows on non-trading assets and liabilities which bear interest at variable
rates or which are expected to be re-funded or reinvested in the future. The amounts and timing of future cash flows,
representing both principal and interest flows, are projected for each portfolio of financial assets and liabilities on the
basis of their contractual terms and other relevant factors, including estimates of prepayments and defaults. The
aggregate principal balances and interest cash flows across all portfolios over time form the basis for identifying gains
and losses on the effective portions of derivatives designated as cash flow hedges of forecast transactions. Gains and
losses are initially recognized in other comprehensive income, in the cash flow hedging reserve, and are transferred to the
income statement when the forecast cash flows affect the income statement.

Fair value of derivatives designated as cash flow hedges

At 30 June 2011 At 30 June 2010 At 31 December 2010
Assets Liabilities Assets Liabilities Assets Liahilities
$m $m $m $m $m $m
Interest rate .......cooeveevveevrnenens 269 55 310 20 258 53

7 Financial investments

The bank’s financia investments, which are classified as available-for-sale and are not subject to repledge or resale by
counterparties, consist of the following:

At 30 June At 30 June At 31 December

2011 2010 2010

$m $m $m
Treasury and other eligible bills 2,588 3,317 2,898
Debt securities ......ccovverevennrenne 15,323 10,933 13,234
EQUITY SECUNTIES......oviiiiicicietet ettt 17 18 17
Total financial INVESIMENTS........ccoceiieeieiree e 17,928 14,268 16,149

Included in debt securities are debt securities issued by banks and other financial institutions of $1,614m (30 June 2010:
$1,019m and 31 December 2010: $1,265m) of which $420m (30 June 2010: $314m and 31 December 2010: $852m) are
guaranteed by various governments and debt securities issued by governments of $13,548m (30 June 2010: $9,865m and
31 December 2010: $11,863m).
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8 Trading liabilities

At 30 June At 30 June At 31 December
2011 2010 2010
$m $m $m
Other debt SECUNtIES INISSUE.......cvevieeiiieeiec e 154 145 98
Customer trading llabilItiES ..........oeueeiirirreeeerr s 1,881 1,737 1,402
Other liahilities — net ShOrt POSITIONS......c..oveueueiieririeieeerres e 2,219 1,575 1,264
4,254 3,457 2,764

9 Financial liabilities designated at fair value
At 30 June At 30 June At 31 December
2011 2010 2010
$m $m $m
DEbt SECUNTIES IN ISSUE......eveeeeeieririeteresires et seneens 580 505 568
Subordinated DI lItIES.........covvveeeeiirreeeer e 421 410 415
1,001 915 983

The carrying amount at 30 June 2011 of financial liabilities designated at fair value was $33m higher (30 June 2010:
$23m higher and 31 December 2010: $25m higher) than the contractual amount at maturity. At 30 June 2011, the
cumulative amount of change in fair value attributable to changes in credit risk was a gain of $5m (30 June 2010: $25m
gain and 31 December 2010: $12m gain).

10 Transfers of financial assets not qualifying for derecognition

The bank enters into transactions in the normal course of business by which it transfers recognized financial assets
directly to third parties or to SPEs. The bank securitizes mortgage backed securities through programs sponsored by the
Canada Mortgage and Housing Corporation (“CMHC") and other third party programs.

Full derecognition occurs when the bank transfers its contractual right to receive cash flows from the financia assets, or
retains the right but assumes an obligation to pass on the cash flows from the asset, and transfers substantialy all the
risks and rewards of ownership. The risks include credit, interest rate, currency, prepayment and other price risks.

The mgjority of financial assets that do not qualify for derecognition are: (i) mortgages converted into mortgage backed
securities (“MBS") and thereafter sold and (ii) debt securities held by counterparties as collateral under repurchase
agreement and (iii) equity securities lent under securities lending agreements.
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11 Notes on the statement of cash flows

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2011 2010 2011 2011 2010
$m $m $m $m $m
Non-cash itemsincluded in profit before tax
Depreciation and amortization............coeeeeeerneeierenineseeenenenens 23 16 14 37 29
Share based payment EXPENSE .......cccovvrreeeererirreeesere e 6 6 5 11 12
L oan impairment charges and other credit risk provisions... 31 66 49 80 129
Charge for defined benefit pension plans 3 3 3 6 6
63 91 71 134 176
Changein operating assets
Change in prepayment and accrued iNCOME..........cceererererueeeenes 17 18 37 (20) (6)
Change in net trading securities and net derivatives.................... 677 53 156 833 539
Change in loans and advances to customers. 380 (551) (790) (410) (1,981)
Change in Other @SSELS.........ccoeruiirieiceerers e (285) 87 (339 (624) 978
789 (393) (1,010) (221) (470)
Changein operating liabilities
Change in accruals and deferred inCOmMe............ocooecereceerennenenee. (36) (46) (30) (66) (54)
Change in deposits by banks.................... (564) (1,848) 621 57 (1,344)
Change in customer accounts... 1,270 1,813 (1,208) 62 961
Change in debt SECUritieS iNISSUE......c.covvvreevecirireeeeee e 51 63 413 464 321
Changein financia liabilities designated at fair value................. 25 (218) (@) 18 (223)
Change in other l1abilities.........ovurueeiirrrece e 457 217 467 924 35
1,203 (19) 256 1,459 (304)
Cash and cash equivalents
Cash and balances at central bank ............ccoocvvviniccicciisns 66 78 63 66 78
Items in the course of collection from/(to) other banks, net ........ (45) (29) (75) (45) (29)
Loans and advances to banks of one month or less...................... 4,873 3,928 5,590 4,873 3,928
T-Bills and certificates of deposits—three months or less........... 1,546 184 899 1,546 184
6,440 4,171 6,477 6,440 4,171

12 Contractual commitments, guarantees and contingent liabilities

At 30 June At 30 June At 31 December
2011 2010 2010
$m $m $m
Guarantees and other contingent liabilities
Guarantees and irrevocable |etters of credit pledged as collateral security ............. 2,362 2,230 2,337
Commitments
Documentary credits and short-term trade-related transactions..............cccceceeeeveee. 432 303 352
Undrawn formal standby facilities, credit lines and other commitmentsto lend..... 35,035 34,306 34,298
35,467 34,609 34,650
Credit and yield enhancement
Credit and yield enhanCemeNt ............ccoreeiernneeer e — 14 15

The table above discloses the nominal principal amounts of commitments, guarantees and other contingent liabilities.
They are mainly credit-related instruments which include both financial and non-financial guarantees and commitments
to extend credit. Contractual amounts represent the amounts at risk should contracts be fully drawn upon and clients
default. Asasignificant portion of guarantees and commitments is expected to expire without being drawn upon, the total
of these nominal principal amountsis not representative of future liquidity requirements.
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13

Contingent liabilities

We are subject to a number of legal proceedings arising in the normal course of our business. We do not expect the
outcome of any of these proceedings, in aggregate, to have a material effect on our consolidated financial position or our
results of operations.

Segment analysis

We manage and report our operations according to our main customer groups. Various estimate and alocation
methodologies are used in the preparation of the customer groups financial information. We allocate expenses directly
related to earning revenues to the groups that earned the related revenue. Expenses not directly related to earning revenue,
such as overhead expenses, are alocated to customer groups using appropriate allocation formulas. Customer group net
interest income reflects internal funding charges and credits on the groups’ assets, liabilities and capital, at market rates,
taking into account relevant terms and currency considerations. The offset of the net impact of these charges and credits
isreflected in Global Banking and Markets.

A description of each customer group is asfollows:

Retail Banking and Wealth Management

Retail Banking and Wealth Management provides services to individuals by offering a comprehensive range of financial
products and services, which include retail banking, asset management, full service and discount brokerage and trust and
advisory services.

In November 2010, our parent company announced that within the context of the customer group/global business view of
HSBC Group’s performance, Retail Banking and Wealth Management would be managed as a single global business.
The business is the existing Personal Financial Services, with Global Asset Management moving from Global Banking
and Markets to this new single business. This change has been reflected in our second quarter 2011 results and prior
periods have been restated.

Commercial Banking

Commercial Banking meets the needs of Canadian commercial and corporate clients by offering commercial and
corporate banking, asset management, merchant banking, treasury and trade finance.

Global Banking and Markets

Global Banking and Markets provides a comprehensive range of financial services to an international group of HSBC's
large multinational clients as well as client sales, service and distribution, statement of financial position management,
and proprietary trading. The focus is on entities that have a need for global value added products by offering the
following services. corporate banking, asset management, mergers and acquisitions (“M&A”) advisory, treasury and
trade finance.

Consumer Finance

Consumer finance provides Canadian customers a wide range of consumer finance products including real estate secured
loans, unsecured personal loans, specialty insurance products and private label credit cards to retail merchants.

Other

Activities or transactions which do not relate directly to the business segments are reported in ‘Other’. The main items
reported under ‘Other’ include financia instruments classified as trading under the fair value option and revenue and
expense recoveries related to information technology activities performed on behalf of the HSBC Group companies.

The accounting policies of the segments are consistent with those followed in the preparation of the consolidated
financial statements as disclosed in Note 2.
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Analysis by customer group

Profit/(loss) before income tax expense

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2011 2010 2011 2011 2010
$m $m $m $m $m

Retail Banking and Wealth Management
Net INterest iNCOME ......c.cvvvrveirericerereesereeereenne 107 98 94 201 195
Net fERINCOME......coeiieeieirieicee e 66 62 70 136 122
Net trading income.......... 4 13 6 10 19
Other operating income 2 3 2 4 5
Net operating income before loan impairment

charges and other credit risk provisions................... 179 176 172 351 341
Loan impairment charges and other credit risk

PIOVISIONS ..ottt ens 4 (7) (2 (6) (15)
Net operating iNCOME...........oeirreeirrieerereeerenene 175 169 170 345 326
Total operating EXPENSES. .......covvvererereereeerieseenennes (127) (145) (156) (283) (289)
Profit before income tax expense..........ccccccceveueee 48 24 14 62 37
Commercial Banking
Net interest income 177 190 173 350 384
Net feeincome......... 67 63 69 136 120
Net trading income 6 14 6 12 21
Other operating iNCOME...........ccccurrrrerinmreerenreenennes (16) - 1 (15) 4
Net operating income before loan impairment

charges and other credit risk provisions............. 234 267 249 483 529
Loan impairment charges and other credit risk

PrOVISIONS. ..ot (6) (38) (17) (23) (69)
Net operating income...... 228 229 232 460 460
Total operating expenses. (80) (86) (96) (176) (164)
Operating Profit.........cceeeeernerenreenseeseseesenes 148 143 136 284 296
Share of profit in associates.........cccoovvvreerereiennens 1 — 1 2 —
Profit before income tax expense..........cccccceeveeeee 149 143 137 286 296
Global Banking and Markets
Net iNterest iNCOME ......ccvvereeirereerrieerese e 40 42 49 89 63
Net fERINCOME......cueiiieiririeee e 19 18 14 33 39
Net trading iINCOME.........cvvrveerrecereeceree e 23 33 21 44 56
Gains less |osses from financial investments 4 5 16 20 8
Other operating iNCOME..........covrvrererererieererieereneas 1 1 1 2 2
Net operating income before loan impairment

charges and other credit risk provisions............. 87 99 101 188 168
Loan impairment charges and other credit risk

PrOVISIONS...c.veuieeiieieierieseeeete e eenes - 1 - - 3
Net operating iNCOME..........coeerereeirereeenerieererienene 87 100 101 188 171
Total operating expenses............... (27) (23) (29) (56) (45)
Profit before income tax expense 60 77 72 132 126




HSBC Bank Canada

Notes on the Consolidated Financial Statements (Unaudited) (continued)

Profit/(loss) before income tax expense

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2011 2010 2011 2011 2010
$m $m $m $m $m
Consumer Finance
Net INterest INCOME.........ccvueerirereirereesereeerenne 69 81 70 139 164
Net fERINCOME.......civiiieiiirieeie e 10 15 10 20 23
Gains less losses from financial investments.......... - - - - 1)
Other operating iNCoME..........ccceeveereeeererieeresienens 1 — 1 2 1
Net operating income before loan impairment
charges and other credit risk provisions.............. 80 96 81 161 187
Loan impairment charges and other credit risk
PrOVISIONS ...t (21 (28) (30) (51 (60)
Net operating income. 59 68 51 110 127
Total operating EXPENSES ......ccvvvevverereriereeere e (44) (43) (43) (87) (85)
Profit before income tax expense...........coovecvveruenne 15 25 8 23 42
Other
Net interest expense ) @ 4 (@) 2
Net trading income 3 1 4 7 1
Net gain/(loss) from financia instruments
designated at fair value........cccoeeeeevrereecneneenne 2 13 (8) (6) 5
Gains less losses from financial investments.......... - - - - 1
Other operating income 37 39 35 72 73
Net operating iNCOME........c..ceererueererieererieeserienens 39 52 27 66 78
Total operating EXPENSES .......coeveerrreererreerenrenenes (37 (39 (35) (72 (73)
Profit/(loss) before income tax expense.................. 2 13 (8) (6) 5
Other information about the profit/(loss) for the quarter
Retail Global
Banking and Banking
Wealth Commercial and Consumer
Management Banking Markets Finance Other Total
$m $m $m $m $m $m
Quarter ended 30 June 2011
Net operating iNCOME:.........ccveeerererereeernens 175 228 87 59 39 588
EXErNal ........cccovvevneeieiireeceesereeene 190 219 81 59 39 588
INter-segment .........ccovveeceenesecseenes (15) 9 6 - - -
169 229 100 68 52 618
179 225 94 68 52 618
(10) 5 5 - - -
170 232 101 51 27 581
192 225 86 51 27 581
(22) 7 15 - - -
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Other information about the profit/(loss) for the half-year ended

Retail
Banking and
Wealth
M anagement
$m
Half-year ended 30 June 2011
Net operating iNCOME: ........cceervrerereerenrenenes 345
EXtEerNal ..o 382
Inter-segment. 37)
Half-year ended 30 June 2010
Net operating iNCOME: ........ceeererereerereenenes 326
EXternal......cccoveerminniiicceeeee 339
(13)
Statement of financial position information
Retail
Banking and
Wealth
Management
$m
At 30 June 2011
Loans and advances to customers (net) .. 24,485
Customers' liability under acceptances.. -
Total 8SSELS.....ooveerreererreereeree e 25,466
Customer accounts... 25,270
ACCEPLANCES ... —
Total liabilitieS......covveerrereerecreeierene 35,436

At 30 June 2010
Loans and advances to customers (net) .. 25,405
Customers' liability under acceptances.. -

26,758

25,857

37,082

At 31 December 2010

Loans and advances to customers (net) .. 24,839
Customers' liability under acceptances.. -
Total 8SSELS....cooveeerreererreereeree e 25,792
Customer aCCoUNtS...........cvevreiecuruenrunne 26,259
ACCEPLANCES ...t —
Total liabilities 37,235

Commercial
Banking
$m

460

16

460
446
14

Commercial
Banking
$m

14,295
4,165
19,314
17,478
4,165
22,352

16,154
3,732
20,399
16,267
3,732
20,793

14,741
3,468
18,908
17,503
3,468
21,689

42

Global
Banking
and
Markets
$m

188
167
21

171
172

@

Global
Banking
and
Markets
$m

5,630
789
35,496
2,808
789
17,500

6,670
861
30,037
2,027
861
14,386

3,790
904
31,392
1,709
904
12,399

Consumer
Finance
$m

110
110

127
127

Consumer
Finance
$m

2,375

2,531
1,237

2,161

2,635

2,813
849

2,468

2,468

2,618
622

2,257

Other
$m

66
66

78
78

Other
$m

(1,237)

(1,348)
(1,271)

(857)

(848)

(894)
(860)

(450)

(620)

(693)
(633)

(219)

Total
$m

1,169
1,169

1,162
1,162

Total
$m

45,548
4,954
81,459
45,522
4,954
76,592

50,016
4,593
79,113
44,140
4,593
74,279

45,218
4,372
78,017
45,460
4,372
73,361
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14 Related party transactions

The ultimate Parent company of the bank is HSBC Holdings plc, which is incorporated in England. The bank’s related
parties include the Parent, fellow subsidiaries, and key management personnel.

Transactions between HSBC Bank Canada and fellow HSBC Holdings plc subsidiaries:

Quarter ended Half-year ended
30June 30 June 31 March 30 June 30 June
2011 2010 2011 2011 2010
$m $m $m $m $m
Total FEVENUES ... 45 53 42 87 97
Total EXPENSES.....c.eerireereirerireeieeeiee e 2 38 41 43 74

The above outstanding balances arose from the ordinary course of business and on similar terms, including interest rates
and security, asfor comparable transactions with third party counterparties.

During the quarter the bank recovered $47m from a fellow HSBC Holdings plc subsidiary related to previously paid
expenses.

The bank capitalized intercompany charges related to software of $5m (30 June 2010: nil and 31 March 2011: $3m).

15 Events after the reporting period

There have been no materia events after the reporting period which would require disclosure or adjustment to the 30
June 2011 consolidated financial statements.

16 Transition to IFRS

The accounting policies referenced in note 2 have been consistently applied in preparing the interim financial statements
for al periods presented. The transition has not affected the bank’s net cash flows or the underlying economics of its
business, though the recognition and classification of certain items in the statement of financial position and income
statement are now changed. An explanation of how the transition to IFRS has affected the bank’s financial performance,
financial position and cash flowsis set out below.

The bank has changed its reporting format to be similar to other entities reporting under IFRS within the HSBC Group.
These changes are referenced as ‘ presentational re-classifications’ in (b) and (c) below.
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(a) Reconciliations of net income, total comprehensive income and total equity under Canadian GAAP to IFRS

The bank previously prepared its primary financial statements under Canadian GAAP, which differsin certain significant
respects from IFRSs.

Reconciliation of net income as previously reported under Canadian GAAP to profit for the period reported under IFRS

Quarter ended  Half-year ended

30 June 30 June

2010 2010

Ref $m $m

Net income under Canadian GAAP........c et seaes 167 266

Adjustments to net income:

Derecognition of securitized fiNanCial @SSELS.........ooururueririririreeie e i 33 114
Employee defined Denefit PlanS...........cceeiiiiecc s i 2 4
Treatment of foreign exchange on available-for-sale SeCUrties. .......coovvvvceivenvseeer s iii 28 8
Hedge accounting .V (22) 8
LI OO TSRS SRTORUUTTPRTRIN: Vi (12) (398)
OLNEN ..ottt ettt bbb e A s bbbttt et et n s vii 4) (5)
Non-controlling interests® ... 7 13
Total adjuStMENES O NEL INCOMIE.....c.eciiieieiieirieieie et s e e e st e e sae e saanens 33 88
Profit UNAEr TFRS. ...ttt 200 354

1  Under Canadian GAAP, non-controlling interest distributions are an expense through the consolidated income statement; however under
IFRS, non-controlling interest is a component of equity.

Reconciliation of total comprehensive income as previously reported under Canadian GAAP to total comprehensive
income for the period reported under IFRS

Quarter ended  Half-year ended

30 June 30 June

2010 2010

Ref $m $m

Total comprehensiveincome under Canadian GAAP........c.ccoreenrreeeeerr e 271 319
Differ @NCe N NEL INCOME. ...ttt 33 88

Adjustments to other comprehensive income:

Derecognition of securitized finanCial @SSELS.........oeurureririririreere e i (0] 2
Employee defined Denefit PlanS...........ccccricec s i (34) (54)
Treatment of foreign exchange on available-for-sale securities.... iii (28) (8)
Designation of debt securities held with other financia institutions.... iv - 3
Hedge 8CCOUNLING ......cucuieirereeieeerere et Vv 22 8

LI OO O ST RST vi 11 14
(11 T Vii (1) —
Total adjustmentsto other comprehensSiVe IiNCOME............coveiveiceiirerse e (31 (45)
Total comprehensiveincome under [FRS.. ...t 273 362
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Notes on the Consolidated Financial Statements (Unaudited) (continued)

i)

Reconciliation of total shareholders’ equity as previously reported under Canadian GAAP to total equity under IFRS

At 30 June
2010
Ref $m
Total shareholders equity under Canadian GAAP ...ttt se e e e anses 4,516
Adjustments to shareholders’ equity:
Derecognition of Securitized fiNANCIAl @SSELS........ccuvirurirreririrrieee e et a s s e e s sesenenis i 7
Employee defined DENEFIt PIANS .......c.ciiiiiiic bbb ii (232)
Treatment of foreign exchange on available-for-sale SECUMIES™............o..eeeeeeeeeeeeeeeeeeeee et iii -
Designation of debt securities held with other financial iNSHTULIONS ........ccccovvreeierrecees s iv 10
HEOQE BCCOUNTING. .. ...vttteeiite ettt b et b et b ettt s et v -
TIBX ettt ettt ettt bttt et b £ e bR R E £ £ b e b e R e £ £ b e A e b SR £ £ £ A e A e R e Re £ S LA e R e Ae R e RS eE e A e Ae AL EeE e A e b e R e Re e eE b b e b e Rt e et b et ebe e et Vi 67
OLNEE <ottt b bbb £ £ eSS R bbb AR h bbb £ £ e AR b b £ e et b ettt vii 36
Total adjustmentsto Shar€NOIAEr'S' EBOUITY ....ovcvevririreeirecieeier sttt sa et ses e s sesesese e e snees (112)
Non-controlling inter ests 2 430
Total @QUITY UNAEN TFRS.... .ottt ettt b e bbbttt b bbbt 4,834

1 Reclassification entry between retained earnings and other comprehensive income.
2 Under Canadian GAAP, non-controlling interestsis not presented as a component of total shareholders equity; however, under |FRS non-
controlling interestsis presented as a component of total equity.

Der ecognition of securitized financial assets (IAS 39 Financial Instruments)

The bank securitizes National Housing Act — mortgage backed securities (“MBS”) through programs sponsored by the
CMHC. The programs involve a two step process through which insured mortgages are converted into MBS and
thereafter sold.

The bank sells the MBS to the Canada Housing Trust (“CHT”) through the Canada Mortgage Bond (“CMB”) and Insured
Mortgage Purchase Program. Under Canadian GAAP, the features of the transaction meet the derecognition criteria
included within AcG-12 Transfer of Receivables. Therefore, the transaction is accounted for as a sale with derecognition
of the MBS from the statement of financial position and the recognition of a gain or loss in the income statement. Under
IFRS, the terms of the transaction do not meet the derecognition criteriaincluded within IAS 39 because the pass-through
test is not met. The pass-through test requires that the bank has no obligation to pay amounts to the transferee unless the
transferor collects equivalent amounts from the original assets. Therefore, the transaction is accounted for as a secured
borrowing with the underlying mortgages of the securitized MBS on the statement of financia position and aliability is
recognized for the funding received with no recognition of gains or losses on transfer.

As part of the securitization of MBS as mentioned above, the bank is obligated to enter into certain derivative
transactions to isolate the CHT from prepayment risk on mortgages in the program. The derivatives represent a
contractual obligation to pay a coupon to the CMB holders and right to collect the MBS cash flows and are classified as
swaps. Under Canadian GAAP, the derivatives are recognized and classified as held for trading with fair value
adjustments recognized in the income statement. Under IFRS, the derivatives are not required to be recognized to avoid
double-counting with the securitized assets that are not derecognized.

Under Canadian GAAP the bank recognizes a servicing liability and related income in respect of retained interests. The
liability represents future costs of fulfilling our servicing obligation relating to securitized and sold MBS. Under IFRS,
the bank continues to recognize a full interest in the underlying securitized mortgages and therefore does not recognize
the servicing liability and related income.

In addition to the above programs, the bank also securitizes mortgages to a third party. The same accounting treatment
appliesto these transactions as for the sale of MBS.

The net effect of these securitization transactions on transition to IFRS is a decrease to Canadian GAAP shareholders
equity which represents the elimination of life-to-date securitization gains and losses subsequent to 1 January 2004 and
servicing income realized under Canadian GAAP, less an adjustment for interest income and expense that would have
otherwise been recognized under IFRS and the elimination of mark-to-market adjustments on the related derivatives. In
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Notes on the Consolidated Financial Statements (Unaudited) (continued)

addition, it includes the impact of the elimination of fair value revaluation adjustments on the recognized MBS classified
as available-for-sale securities under Canadian GAAP, which are excluded from other comprehensive income (“*OCI”)
under IFRS. At 30 June 2010, the net effect of these securitization transactions is to increase Canadian GAAP
shareholders’ equity.

ii) Employee defined benefit plans (IAS 19 Employee Benefits)

On transition from Canadian GAAP to IFRS on 1 January 2010 as well as at 30 June 2010, the bank has recognized a
reduction in Canadian GAAP retained earnings due to differences in accounting treatment of defined benefit plans
between Canadian GAAP and IFRS. The most significant portion of this reduction in shareholders' equity is due to a
change in the way the bank has recognized actuarial gains and |osses.

Under Canadian GAAP, the bank deferred the recognition of actuarial gains and losses to future years. Previously
actuarial gains and losses outside a 10% corridor were recognized in the income statement over the effective average
remaining service lives of employees using the “corridor method”. The bank has aligned its accounting policy with that
of its Parent where the “corridor method” is not used. Accordingly the bank has chosen an accounting policy to recognize
all actuarial gains and losses immediately in OCI. Therefore all previously net unrecognized actuarial gains at 1 January
2010 on transition to IFRS have been recognized through retained earnings via the statement of comprehensive income,
which has the effect of aligning the bank’s accounting policy to that of its Parent from 1 January 2004 to date. Profit
under IFRS has increased as a result of reversing amortization of net actuarial losses and past vested service costs
previously recorded under Canadian GAAP.

A number of additional differences between Canadian GAAP and IFRS exist relating to the accounting for defined
benefit plans. The areas of difference which impacted the bank on transition included the calculation and treatment of the
valuation allowance, the treatment of the transitional obligation recognized under Canadian GAAP, and the treatment of
amendments to benefits and settlements. In addition, the bank utilized a 30 September measurement date under Canadian
GAAP, however under IFRS the bank utilizes a 31 December measurement date in accordance with IFRS.

iii) Treatment of foreign exchange on available-for-sale debt securities (IAS 39 Financial Instruments)

The bank owns certain foreign currency denominated avail able-for-sale debt securities. Under Canadian GAAP, foreign
exchange gains or losses on these debt securities are recognized in OCI, whereas under IFRS foreign exchange
adjustments to these debt securities are recognized in the income statement. Due to the recognition of foreign exchange
gains, profit under IFRS increased relative to profit under Canadian GAAP in the comparative periods presented. Thereis
no impact on shareholders equity as the adjustment to cumulative foreign exchange losses of $91m at 30 June 2010
results in a decrease to retained earnings, offset by a corresponding increase to OCI.

iv) Designation of debt securities held with other financial institutions (IAS 39 Financial Instruments)

The bank classified certain debt securities held with other financial institutions as loans and receivables which are
measured at amortized cost under Canadian GAAP. Under IFRS, the debt securities are designated as available-for-sale
and measured at fair value, with changes in fair value recorded in OCI. The recognition of interest income has not
changed, and accordingly for the comparative periods presented, there was no difference in profit under IFRS and
Canadian GAAP relating to this adjustment.

v) Hedge accounting (IAS 39 Financial Instruments)

The bank has designated and formally documented hedging relationships under both Canadian GAAP and IFRS
individually. Although the vast mgjority of hedging relationships qualify under both Canadian GAAP and IFRS, certain
Canadian GAAP hedging relationships are not allowed under IFRS and vice versa. Therefore in the transition to IFRS,
certain hedging relationships designated under Canadian GAAP will no longer qualify for hedge accounting under IFRS,
while certain hedging relationships that will no longer qualify under Canadian GAAP, can be accounted for as hedges
under IFRS. In addition, different risks are being hedged in the documented cash flow hedging relationships under both
Canadian GAAP and IFRS resulting in different levels of hedge ineffectiveness.

The net effect of these changes is to increase OCI with a corresponding decrease to retained earnings reflects the
net additional hedging relationships established under IFRS and ineffectiveness adjustments. There is no impact on
total shareholders’ equity. The impact on profits for the periods presented relate to recording of differences in
measuring hedge ineffectiveness and the recording of the effective portion of fair value changes relating to net
additional hedging relationships established under IFRS.
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Notes on the Consolidated Financial Statements (Unaudited) (continued)

vi) Tax (IAS 12 Income taxes)

Deferred tax liabilities and assets are generally recognized in respect of all temporary differences except where expressly
prohibited, subject to an assessment of the recoverability of deferred tax assets. Deferred tax assets are recognized to the
extent that it is probable that taxable profit will be available against which the deductible temporary differences can be
utilized. The tax adjustments to profit and OCI reflect the tax impact of the IFRS transitional adjustments.

vii) Other

(b)

In addition to the above noted differences, we have identified other less significant differences relating to goodwill,
share-based payments and other insignificant items. The net impact of these adjustments is an increase to Canadian
GAAP shareholders' equity as at 30 June 2010.

Reconciliation of the bank’s income statements
i) Change in reporting format:

The bank has changed its reporting format to be consistent with other entities reporting under IFRS within the HSBC
Group. In general, the revised reporting format consolidates line items that were previously presented as individual line
items.

‘Fee income summarizes certain fee income items which were previoudly individually presented. ‘Trading income
excluding net interest revenue’ includes ‘ Foreign exchange', ‘ Trading revenue’ and ‘ Other mark-to-market non-interest
revenue’ which were presented as individual line items under Canadian GAAP. ‘Net interest income on trading
activities' was previously included within * Net interest income’.

Certain expense line items which were formerly presented under ‘Non-interest expenses have been re-categorized and
reclassified within ‘Total operating expenses'. Certain fee expenses previously included under ‘Non-interest expenses
have been reclassified to * Fee expense’ .

Distributionsto unit holders of non-controlling interests
Under IFRS, non-controlling interests is presented as a component of total shareholders’ equity; however, under
Canadian GAAP non-controlling interests is presented outside of shareholders equity. Therefore under IFRS,

distributions to unit holders of non-controlling interests are distributed directly out of retained earnings and are not
recognized in the consolidated income statement as under Canadian GAAP.
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Consolidated income statement for the quarter ended 30 June 2010

Canadian GAAP numbersin Canadian GAAP numbersin
Canadian GAAP format $m Reclass $m IFRS format
INtErest INCOME.......covvrereeeirerie e, 517 (20) 507 Interestincome
INErESt EXPENSE.....cuvvvveeeeeeeeres e, 124 (8) 116 Interest expense
Net interest iNCOME ........cceverrrnniecceeesereeee, 393 2) 391 Netinterest income
Deposit and payment service charges...........ccce... 28 (28)
Credit fees........... 49 (49)
Capital market fees................ 27 27)
Investment administration fees. 36 (36)
177 177 Feeincome
19 19 Feeexpense
158 Net feeincome
20 20 Trading income excluding net interest income
2 2 Netinterest income on trading activities
22 Net trading income
13 13 Net gain from financial instruments designated
at fair value
5 5 Gainslesslosses from financia investments
Foreign exchange..........c.coceevnneniececcneeennene, 13 (13)
Trade fiNance.........ccovreueeenrneeere e, 5 (5)
Trading reVENUE .......ccvveveeeiireceeese e, 46 (46)
Gains on available-for-sale and other securities.... 6 (6)
Securitization INCOME..........cveiececuenenrnireicieins 12 (12)
OtNEY . 74 (29) 55  Other operating income
Other mark-to-market ..........ccocoeevrneciinineeen, (25) 25
NON-iNtErest reVENUE........c.cvvveereecereeicieiesseseeee, 271
Total FEVENUE ..., 664 (20) 644  Net operating income before loan
impairment charges and other credit risk
provisions
66 66 Loanimpairment charges and other credit risk
provisions
578 Net operating income
Salaries and employee benefits.........ooocoeennnnneen. 188 - 188  Employee compensation and benefits
131 131  Genera and administrative expenses
Premises and equipment.........cccoveeeerereseeeenenenns 47 (47)
10 10 Depreciation of property, plant and equipment
OLher .., 118 (118)
5 5 Amortization of intangible assets
NON-iNter est EXPENSES ......cvvvvereerereerererieeereenenns 353 (29) 334 Total operating expenses
Net operating income before provision for
Credit [0SSES.....cvcveeiieeeieecee s 311 (67) 244  Operating profit
Provision for credit 10SSeS........ccoeeeernrensecninnen, 66 (66)
1 1 Shareof profit in associates
Income before provision for income taxes......... 245 — 245  Profit beforeincometax expense
Provision for income taxes...........c.cocv.... 71 - 71 Income tax expense
Non-controlling interest in income of trust. 7 (7)
NEL INCOME......oiiiiiictcce e, 167 7 174 Profit for the period
(7) (7) Distribution to non-controlling interests
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Consolidated income statement for the half-year ended 30 June 2010

Canadian GAAP numbersin Canadian GAAP numbersin
Canadian GAAP format $m Reclass $m IFRS format
INEErest INCOME.......cucuierireieeeceee e 1,029 (20) 1,009 Interestincome
INErESt EXPENSE ....vveveeeieieieiee et seseseenenens 256 (14) 242  Interest expense
Net interest iNCOME.........cceueuererrrnnireeccereeeneens 773 (6) 767  Net interest income
Deposit and payment service charges .................. 55 (55)
Credit fEES......vcrrcerec e % (94
Capital Market fEeS.......oeverirerrcereresree s 59 (59)
Investment administration fees..........c.cocoeeveennne 69 (69)
338 338 Feeincome
34 34 Feeexpense
304 Netfeeincome
(54) (54) Trading loss excluding net interest income
7 7  Netinterest income on trading activities
(47) Net trading loss
7 7 Net gain from financial instruments designated
at fair value
8 8 Gainslesslosses from financia investments
Foreign exchange..........ccoveureenenennseeeseseseeenes 24 (24)
Trade finance .........cccoeevereceneeese e 11 (11)
Trading FEVENUE........ccoveeeeeeceeeeeseeeeee e 66 (66)
Gain on available-for-sale and other securities..... 9 9)
Securitization INCOME ........ccorureienirrieeeeeeene 50 (50)
137 3 134  Other operating income
(137) 137
437
1,210 37) 1,173 Net operating income beforeloan
impairment charges and other credit risk
provisions
129 129  Loanimpairment charges and other credit risk
provisions
1,044  Net operating income
Salaries and employee ben€fits ... 365 - 365 Employee compensation and benefits
259 259  General and administrative expenses
Premises and equipment .........cccoveeeecercecrernennnene 89 (89)
20 20 Depreciation of property, plant and equipment
OLher ..ot 234 (234)
8 8 Amortization of intangible assets
NoN-interest eXPenses........cocvvveeneecereeecrernennnenes 688 (36) 652 Total operating expenses
Net operating income before provision for
Credit [0SSES.....c.cueuieirrireicieees e 522 (130) 392 Operating profit
Provision for credit 10SSes..........oocevececrereinirinenene. 129 (129)
1 1 Shareof profit in associates
Income before provision for incometaxes........ 393 — 393  Profit beforeincometax expense
Provision for income taxes.........ccovvvveeeeerererereeeenns 114 - 114  Income tax expense
Non-controlling interest in income of trust 13 (13)
NEL INCOME ...t 266 13 279  Profit for the period
(13) (13) Distribution to non-controlling interests
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i) Reconciliation of Canadian GAAP and IFRS

Adjustments to conform the bank’s Canadian GAAP income statement to its accounting policies under IFRS are

set out below:

Consolidated income statement for the quarter ended 30 June 2010

Treatment of
Derecognition Employee foreign
of securitized defined exchange
Canadian financial benefit  available-for- Hedge
GAAP assets plans  salesecurities accounting Tax?! Other IFRS
$m $m $m $m $m $m $m $m
Interest income 507 65 - - - - 4 576
Interest expense (116) (48) - - (2) - — (166)
NELINLEreSt INCOIME .......cuvieiriririeirie et 391 17 - - 2 - 4 410
Feeincome 177 - - - - - 4 181
Fee expense.... (19) — — - — — (4) (23)
NEt FEEINCOME ..o 158 - - - - - - 158
Trading income excluding net interest iNCOMe.............coveeneueeee 20 29 - 28 (20) - 2 59
Net interest income on trading activities. 2 - - - - - — 2
Net trading income 22 29 - 28 (20) - 2 61
Net gain from financial instruments designated at fair value...... 13 - - - - - - 13
Gains less losses from financial investments.... 5 - - - - - - 5
Other operating income. 55 (13) - - - — 1 43
Net operating income before loan impairment charges and
other credit risk ProviSioNS .......coceeeieeenecesenieeseeeeneennens 644 33 - 28 (22) - 7 690
Loan impairment charges and other credit risk provisions......... (66) - - - - - (6) (72)
Net 0perating iNCOME..........ccueeieeurieireriieireeiee e, 578 33 - 28 (22) - 1 618
Employee compensation and benefits. (188) - 2 - - - (4) (190)
General and administrative expenses........ (131) - - - - - 1 (130)
Depreciation of property, plant and equipment .... (10) - - - - - - (10)
Amortization and impairment of intangibles.... (5) — — - — - (1) (6)
Total operating expenses (334) - 2 - - - (4) (336)
Operating profit 244 33 2 28 (22) - (©)) 282
Share of profit in associates... 1 — — - — - (1) —
Profit beforeincome tax exXpense...........covveeeenvecvnenieieinnens 245 33 2 28 (22) - (4) 282
e — o I s o @
Profit for the Period ..., 174 33 2 28 (22) (11) (4) 200

1 The tax effect of all adjustments are presented in the tax column.
2 Under Canadian GAAP, non-controlling interest distributions are an expense through the consolidated income statement; however, under IFRS, non-controlling

interest isa component of shareholders’ equity.
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Consolidated income statement for the half-year ended 30 June 2010

Treatment of
Derecognition Employee foreign
of securitized defined exchange
Canadian financial benefit  available-for- Hedge
GAAP assets plans  salesecurities accounting Tax!  Other IFRS
$m $m $m $m $m $m $m $m
INEErESE INCOME.......veiiiieieirese st 1,009 110 - - - - 27 1,146
Interest expense (242), (84) - - (4) - (12) (342)
Net interest income..... 767 26 - - 4) - 15 804
Feeincome 338 - - - - - 9 347
Fee expense . (34), — — - — - (9) (43)
NEL FEEINCOME ...t 304 - - - - - - 304
Trading income excluding net interest iNCOMe...........ccccceveeuens (54) 138 - 8 4) - 2 920
Net interest income on trading activities. 7 — — - — - — 7
Net trading income, 47) 138 - 8 4) - 2 97
Net gain from financial instruments designated at fair vaue.... 7 - - - - - 2 5
Gains less losses from financial investments.. . 8 - - - - - - 8
Other operating iNCOME..........ccvvrurerieerneeeeree e 134 (50) — - — - 1 85
Net oper ating income before loan impairment charges and
other credit risk ProviSioNS ........cccoveeenencnneeneceeneeens 1,173 114 - 8 8) - 16 1,303
Loan impairment charges and other credit risk provisions......... (129) — — - — - (12) (141)
Net 0perating iNCOME........ccouoeiueueueueenieieieeereee e 1,044 114 - 8 ()] - 4 1,162
Employee compensation and benefits. (365) - 4 - - - 9) (370)
General and administrative expenses... (259) - - - - - 2 (257)
Depreciation of property, plant and equipment .. (20) - - - — - — (20)
Amortization and impairment of intangibles.. (8) — — - — - (1) (9)
Total operating expenses (652) - 4 - - - (8) (656)
OPErating Profit ...t 392 114 4 8 8) - (4) 506
Share of profit in associates 1 — — — — - (1) —

Profit beforeincome tax eXpenSse........oooeurererieeireneisenieinens 506

393 114 4 8 (8) - (5)
IO L XIS, w0

Profit for the Periot 2.........cooc.oeeeveeeeeorereeeessese s 279 114 4 8 (8) (39) (5) 354

1 The tax effect of all adjustments are presented in the tax column.
2 Under Canadian GAAP, non-controlling interest distributions are an expense through the consolidated income statement; however, under |FRS, non-controlling
interest is a component of shareholders’ equity.
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(c) Reconciliation of the bank’s statements of financial position

i) Change in reporting format:

The new statement of financial position presentation groups assets and liabilities together according to their financial
instrument classification under IAS 39.

Significant presentational reclassifications of line items include:

Assets

e Under the revised format ‘Trading assets' include financial assets classified as held for trading through the
income statement that were previously presented as ‘ Deposits with regulated financia institutions', * Securities:
Trading', ‘Loans and ‘ Other assets'.

e ‘Loans and advances to banks and ‘Loans and advances to customers include securities purchased under
reverse repurchase agreements which were previously presented under ‘Securities purchased under reverse
repurchase agreements'.

e ‘Financia Investments’ include financial assets classified as available-for-sale that were previously presented as
‘Securities: Available-for-sale’ and includes certain items previously presented in ‘Deposits with regulated
financial institutions

Liabilities

e ‘Trading liabilities' under the revised format include financial liabilities classified as held for trading that were
previously presented as ‘Deposits’, ‘Securities sold short’ and certain items presented in ‘Interest bearing
liahilities of subsidiaries, other than deposits' and certain items presented in ‘ Other liagbilities'.

e ‘Debt securities in issue’ include debts for which transferrable certificates have been issued that were
previously presented as ‘ Deposits' and ‘ Interest bearing liabilities of subsidiaries, other than deposits'.

e ‘Interest bearing liabilities of subsidiaries, other than deposits’ under the previous format has been reclassified
to ‘Trading liabilities', ‘ Financial liabilities designated at fair value’ or ‘Debt securitiesin issue’ as appropriate.

e  ‘Securities sold under repurchase agreements under the previous format have been presented as ‘ Deposits by
banks where the counterparty is a financial institution and ‘ Customer accounts’ where the counterparty is a not
afinancial institution.

The reclassifications described below were made due to presentational requirements under IFRS;

Non-controlling interests
e Under IFRS, non-controlling interests is presented as a component of total shareholders’ equity; however, under
Canadian GAAP non-controlling interests was presented outside of shareholders’ equity.

Debt securities held with other financial institutions

e Certain debt securities held with other financial institutions were classified as loans and receivables and
formerly presented as ‘ Deposits held with regulated financial institutions’ under Canadian GAAP. Under IFRS,
these securities are designated as available-for-sale and presented as ‘ Financial investments'.
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Consolidated statement of financial position at 30 June 2010

Canadian GAAP numbersin Canadian GAAP numbersin
Canadian GAAP format $m Reclass $m IFRS format
ASSETS ASSETS
Cash and non-interest deposits with Bank of
Canada and other banks.............coeeeeeeeeeereeennnn. 588 (510) 78  Cashand balances at central bank
Deposits with regulated financial institutions....... 1,222 (1,222)
123 123 Itemsin the course of collection from other
banks
Securities: Available-for-sale..........ccoccoveeiirecennne 13,276 (13,276)
Securities: Held-for-trading. 2,450 (2,450)
Securities; Other ........cccveeeeeeciere e 40 (40)
4,000 4,000 Trading assets
1,349 1,349 Derivatives
Securities purchased under reverse repurchase
BOTEEMENES......cevvteeieerieeeseee ettt 8,374 (8,374)
3,928 3,928 Loansand advancesto banks
[0 1 SRR 37,652 4,499 42,151  Loans and advances to customers
14,221 14,221  Financia investments
Customers' liability under acceptances................. 4,593 (4,593)
Derivatives 1,349 (1,349)
Land, buildings and equipment 125 (125)
Other assets 1,825 (1,496) 329 Other assets
471 471  Prepayments and accrued income
4,593 4,593 Customers' liability under acceptances
40 40 Interestsin associates
125 125  Property, plant and equipment
86 86  Goodwill and intangibles
Total ASSELS.....cvivererereceeeeeeeteee e e 71,494 — 71,494 Total assets
LIABILITIESAND EQUITY LIABILITIESAND EQUITY
1,312 1,312 Deposits by banks
DEPOSITS ..ot 51,786 (6,818) 44,968 Customer accounts
142 142 Itemsin course of transmission to other banks
3,457 3,457 Trading liabilities
915 915  Financid liabilities designated at fair value
1,030 1,030 Derivatives
7,689 7,689 Debt securitiesin issue
1,464 1,464  Other liabilities
ACCEPLANCES ...ttt 4,593 - 4593  Acceptances
521 521 Accruasand deferred income
Interest bearing liabilities of subsidiaries, other
than deposits 2,359 (2,359)
DENVALIVES......coveiieeeitectecee et 1,030 (1,030)
Securities sold under repurchase agreements........ 1,411 (1,412)
Securities sold short 1,572 (1,572)
Other l1abilitieS .....ceveveeeeieieeeeee s 3,055 (3,055)
124 124  Retirement benefit liabilities
333 333  Subordinated debentures
Non-controlling interest in trust and subsidiary .... 430 (430)
Total liabilities.......coooeeecrereeee s 66,236 312 66,548 Total liabilities
Subordinated debentures............ooeeveveeveeevereenenns 742 (742)
Shareholders’ equity: Equity:
Preferred Shares ........ccvevveieceinseeeseereeene 946 - 946  Preferred shares
COMMON SNAES ..ot 1,225 - 1,225 Common shares
Contributed SUrPlUS..........cocererririrenensreeeeseeeens 10 (20)
Retained arnings..........cocorerreeieeninenenieeseseseneenenes 2,209 10 2,219 Retained earnings
Accumulated other comprehensive income........... 126 - 126  Other reserves
430 430 Non-controlling interests
Total @QUILY ..o 4,516 430 4,946 Total equity
Total equity and liabilities.........ccccoeerrreeecenns 71,494 — 71,494 Total equity and liabilities
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i) Reconciliation of Canadian GAAP and IFRS

Adjustments to conform the bank’s Canadian GAAP statement of financial position to its accounting policies

under IFRS are set out below:

Consolidated statement of financial position at 30 June 2010

Treatment of Designation of
Derecognition  Employee foreign debt securities
of securitized defined exchange held with
Canadian financial benefit  available-for- other financial Hedge
GAAP assets plans  sale securities institutions  accounting Tax?! Other IFRS
$m $m $m $m $m $m $m $m $m
ASSETS
Cash and balances at centra bank.............c.ccccuee. 78 - - - - - - - 78
Items in the course of collection from other
123 - - - - - - - 123
Trading assets... 4,000 - - - - - - - 4,000
Derivatives 1,349 (6) - - - - - - 1,343
Loans and advances to banks 3,928 - - - - - - - 3,928
42,151 7,849 - - - - - 16 50,016
14,221 37 - — 10 - - - 14,268
329 (86) 2) - - - 66 7 314
Prepayments and accrued income.. 471 (203) (84) - - - - - 184
Customers' liability under acceptances. 4,593 - - - - - - - 4,593
Interests in associates 40 - - - - - 1 - 41
Property, plant and equipment ... 125 - - - - - - 1 126
Goodwill and intangibles... 86 — — — - - - 13 99
71,494 7,591 (86) — 10 — 67 37 79,113
LIABILITIESAND EQUITY
Liabilities
Deposits by banks 1,312 (160) - - - - - - 1,152
Customer accounts 44,968 (828) - - - - - - 44,140
Items in the course of transmission to other
DANKS. ...crveeieee e 142 - - - - - - - 142
Trading l1abiltieS.......ceveereerrereeeeceeis 3,457 - - - - - - - 3,457
Financial liabilities designated at fair vaue.......... 915 - - - - - - - 915
Derivatives 1,030 (157) - - - - - - 873
Debt securitiesin issue.... 7,689 8,867 - - - - - - 16,556
Other ligbilities. 1,464 (138) - - - - - 3 1,329
Acceptances.. 4,593 - - - - - - - 4,593
Accruals and deferred income. 521 - - - - - - 2 519
Retirement benefit liabilities.. 124 - 146 - - - - - 270
Subordinated liabilities. 333 - - - - - - - 333
Total lHabilities .....cocevveierrierceececeeine 66,548 7,584 146 - - - - 1 74279
Equity
Preferred Shares.......cocceeiceeessssssesesrene 946 - - - - - - - 946
Common shares... 1,225 - - - - - - - 1,225
126 ) - 91 10 74 (52) 4 252
Retained earnings 2,219 8 (232) (91) - (74) 119 32 1,981
Total shareholders’ equity 4,516 7 (232) - 10 - 67 36 4,404
Non controlling interests.... 430 — — — - - - - 430
Total equity .. 4,946 7 (232) - 10 - 67 36 4,834
Total equity and liabilities. 71,494 7,591 (86) — 10 — 67 37 79,113

1 The tax effect of all adjustments are presented in the tax column.



HSBC Bank Canada

Notes on the Consolidated Financial Statements (Unaudited) (continued)

(d) Impact of transition to IFRS on the Statement of Cash Flows

Under Canadian GAAP, the bank defined cash and cash equivalents as cash and balances at central banks.

Under IFRS, the bank has aligned its policy with Group and has defined cash and cash equivalents as cash and balances
a central banks, treasury bills and other eligible bills, loans and advances to banks, items in the course of collection from
or in transmission to other banks and certificates of deposit. As a result, the bank has included additional “cash
equivalents’ which are defined as short term highly liquid investments, held for the purpose of meeting short-term cash
commitments rather than investment, that are both convertible to known amounts of cash, and so near their maturity that
they present an insignificant risk of changesin value. The inclusion of cash equivalentsin the definition of reported cash
flows had no significant effect on the net cash flows for the reported periods.

55



HSBC Bank Canada

Shareholder I nformation

PRINCIPAL ADDRESSES For dividend information, changein shareholder
. address or to advise of duplicate mailings, please

Vancouver (head office): contact:

HSBC Bank Canada )

885 West Georgia Street

Computershare Investor Services Inc.

Vancouver, British Columbia Shareholder Service Department

Canada V6C 3E9

Tel:  (604) 685-1000 9{; Floor, 109 University Avenue
Fax: (604) 641-1849 Canada MSJ 2Y1

Toronto:

HSBC Bank Canada Eeli 11 (ggg) ;23'?3; g

70 York Street ax: (866) -

Toronto, Ontario
Canada M5J 1S9
Tel: (416) 868-8000
Fax: (416) 868-3800

For other shareholder enquiries please contact:

HSBC Bank Canada
Shareholder Relations
WEB SITE 885 West Geor.g.ia Street .
hsbe.ca Vancouver, British Columbia
’ Canada V6C 3E9

Email: Shareholder_relations@hsbc.ca
MEDIA ENQUIRIES

Ernest Yee (604) 641-2973 gi“?"lgl Birk (282) gﬂigéz
Sharon Wilks (416) 868-3878 ris Young (604) 641-
Fabrice de Dongo (416) 868-8282

HSBC Bank Canada securitiesarelisted on the Toronto Stock Exchange

HSBC Bank Canada
Class 1 Preferred Shares — Series C (HSB.PR.C)
Class 1 Preferred Shares — Series D (HSB.PR.D)
Class 1 Preferred Shares — Series E (HSB.PR.E)

HSBC Bank Canada, a subsidiary of HSBC Holdings plc, has more than 260 offices, including over 140 bank branches and is
the leading international bank in Canada. With around 7,500 offices in 87 countries and territories and assets of US$2,455bn
at 31 December 2010, the HSBC Group is one of the world's largest banking and financial services organizations.
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