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HSBC BANK CANADA

Corporate Profile

HSBC Bank Canada, a subsidiary of HSBC Holdings plc, is the leading international
bank in Canada. With around 6,600 offices in 81 countries and territories and assets of
US$2,693 billion at 31 December 2012, the HSBC Group is one of the world s largest

banking and financial services organizations.
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Dividend record and payable dates in 2013
for our preferred shares, subject to approval
by our Board of Directors, are:

Record Date Payable Date
March 15 March 31
June 14 June 30
September 13 September 30
December 13 December 31

Distribution dates on our HSBC HaTS™ are
June 30 and December 31.

Designation of Eligible Dividends

For the purposes of the Income Tax Act,
Canada, and any similar provincial legisla-
tion, HSBC Bank Canada advises that all
of its dividends paid to Canadian residents
in 2006 and subsequent years are eligible
dividends unless indicated otherwise.
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Shareholder Information

PRINCIPAL ADDRESSES:

Vancouver:

HSBC Bank Canada

885 West Georgia Street
Vancouver, British Columbia
Canada V6C 3E8

Tel: (604) 685-1000

Fax: (604) 641-3098

Toronto:

HSBC Bank Canada
70 York Street
Toronto, Ontario
Canada M5J 1S9
Tel: (416) 868-8000
Fax: (416) 868-3800

Media Enquiries:

HSBC BANK CANADA SECURITIES ARE LISTED
ONTHETORONTO 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)

TRANSFER AGENT AND REGISTRAR:

Computershare Investor Services Inc.
Shareholder Service Department

9th Floor, 100 University Avenue
Toronto, Ontario

Canada M5J 2Y1

Tel: 1 (800) 564-6253

SHAREHOLDER CONTACT:

For change of address, shareholders are
requested to write to the bank’s transfer
agent, Computershare Investor Services
Inc., at their mailing address.

Other shareholder inquiries may be
directed to our Shareholder Relations De-
partment by writing to:

HSBC Bank Canada
Shareholder Relations

4th Floor

2910 Virtual Way
Vancouver, British Columbia
Canada V5M 0B2

Shareholder Relations:

Vancouver (English) (604) 641-2973
Toronto (English) (416) 868-3878
Toronto (French) (416) 868-8282

Chris Young (604) 642-4389
Harry Krentz (604) 641-1013

WEBSITE:
www.hsbc.ca

Caution Concerning Forward-Looking Statements

This document contains forward-looking information, including statements regarding the business and anticipated actions
of the bank. 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 per-
formance. Examples of forward-looking statements in this document include, but are not limited, to statements made in
“Message from the President and Chief Executive Officer” on page 3, “Economic Outlook for 2013” on page 10, and “Em-
ployee future benefits” on page 27. By their very nature, these statements require us to make a number of assumptions and
are subject to a number of inherent risks and uncertainties that may cause actual results to differ materially from those con-
templated by the forward-looking statements. We caution you to not place undue reliance on these statements as a number
of risk factors could cause our actual results to differ materially from the expectations expressed in such forward-looking
statements. These risk factors — many of which are beyond our control and the effects of which are difficult to predict - that
could cause such differences include: capital management, credit, liquidity and funding, market, structural, and operational
risks all of which are discussed in the Risk Management section of the 2012 MD&A. Additional risk factors include: the im-
pact of changes in laws and regulations including relating to the Dodd-Frank Wall Street Reform and Consumer Protection
Act and the regulations issued and to be issued thereunder, the Basel Committee on Banking Supervision’s global standards
for capital and liquidity reform, over-the-counter derivatives reform in Canada; technological changes and security; global
capital market activity; the effects of changes in government monetary and economic policies; changes in prevailing interest
rates; inflation levels; and the general business and economic market conditions in Canada and in geographic areas where
the bank operates. Canada is an extremely competitive banking environment, and pressures on our 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 our revenues. We caution you
that the risk factors disclosed above are not exhaustive, and there could be other uncertainties and potential risk factors
not considered here which may adversely affect our results and financial condition. Any forward-looking statements in this
document speak only as of the date of this document. We do not undertake any obligation to, and expressly disclaim any
obligation to, update or alter our forward-looking statements, whether as a result of new information, subsequent events
or otherwise, except as required under applicable securities legislation.
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I am very pleased to report that in 2012, after over
30 years serving Canadians, HSBC Bank Canada reached
an important milestone, for the first time reporting profit
before tax of over $1 billion.

Over the course of the last two years, HSBC Bank
Canada has been refocusing our business to use our
significant strengths to better serve our core clients,
internationally minded businesses and individuals.
Despite a challenging operating environment and
many changes to our business, HSBC continued to
deliver strong results. I attribute this in large part to the
calibre of the Canadian staff. There is a strong spirit of
collaboration, team work and commitment to delivery
and execution of the HSBC strategy and they clearly
demonstrate the HSBC values of being open, dependable
and connected.

While this work has involved a large team of
committed and talented individuals, I would be remiss if |
did not recognize the leadership of Lindsay Gordon, who
retired as President and CEO of HSBC Bank Canada on
5 January 2013 after 9 years in the role and 25 years with
HSBC. As Lindsay moves on to a new phase in his life,
he leaves behind a bank well positioned for future growth.

As part of the HSBC Group, with operations in over
80 countries around the world, HSBC Bank Canada’s
deep understanding of the key issues, trends and
challenges facing Canadian companies doing business
abroad and international companies doing business in
Canada enables us to provide them unique support.

Commercial Banking and Global Banking and
Markets continued to leverage their strengths, increasing
cross selling between the two businesses and leveraging
our unique international footprint and capabilities to
serve our core clients.

A key example of that support is our suite of foreign
currency savings accounts — the largest suite of such
products offered by a major financial institution in
Canada — which was expanded to include a Renminbi
account this year.

Message from the President and Chief Executive Officer

We were also pleased that HSBC Bank Canada
was named Best Domestic Cash Management Bank in
Canada by Euromoney for the second year and HSBC
InvestDirect received top ranking in Dalbar’s 2012
Service Award for direct brokerages.

HSBC continued to be the fastest growing bank-
owned fund company in Canada in 2012, with 17.7%
growth in net assets at year end. And we invested in our
retail banking business, refreshing and upgrading our
branch network and training our staff to better serve the
complex needs of our internationally minded customers.

In 2012, HSBC moved 1,200 staff into Broadway
Green a new state-of-the art, environmentally sustainable
Vancouver location. With this move, roughly 40% of our
Canadian work force is now housed in premises that meet
the Leadership in Energy Efficient Design (LEED) Gold
Standard. And we were also pleased to be included in the
Corporate Knights 2012 list of Best Corporate Citizens
in Canada.

Canada is one of the priority growth markets for
the HSBC Group. We expect the Canadian economy to
continue to be resilient in 2013 as a result of growing
trade and capital flows with emerging markets, partially
offset by cautious consumer spending. As the leading
international bank operating in Canada, HSBC is very
well positioned to capture the growth opportunities
available in this market.

I am honoured to lead the HSBC team in Canada and
excited with the prospects for the coming year.

o e

Paulo Maia
President and Chief Executive Officer
HSBC Bank Canada

Vancouver, Canada
27 February 2013
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Management’s Discussion and Analysis

Five Year Financial Summary

(in 8 millions, except where otherwise stated) IFRS IFRS IFRS GAAP GAAP
2012 2011 2010 2009 2008

Condensed income statement
Net interest iINCOME ........cceevveeeeeeeeeeeieeieeneenns 1,475 1,556 1,608 1,479 1,644
Net fee income............ 601 644 638 545 454
Net trading income............. 180 150 153 329 402
Other operating inCOME............ccceeverererenennene 137 72 187 223 104
Net operating income before loan

impairment charges.............c..c.coccoceenn. 2,393 2,422 2,586 2,576 2,604
Loan impairment charges and other credit risk

PIOVISIONS. ...ttt (211) (197) (359) (515) (379)
Net operating inCome .........occeoeeveereerieeruereenenss 2,182 2,225 2,227 2,061 2,225
Operating expenses (1,149) (1,273) (1,357) (1,323) (1,353)
Operating Profit........coeeeeeeeerienienieneneneneneene 1,033 952 870 738 872
Share of profits in associates............cccoeeerenenne. 5 4 5 — —
Profit before income tax expense. 1,038 956 875 738 872
Income tax eXpPense........ceceeeeveverienenerenenenne (277) (252) (257) (207) (253)
Profit for the year........cocoevvevvevievieneneeceeenee 761 704 618 531 619
Profit attributable to common shareholders...... 690 633 531 448 573
Profit attributable to preferred shareholders ..... 61 61 61 57 20
Profit attributable to non-controlling interests.. 10 10 26 26 26
Basic earnings per common share ($) .............. 1.38 1.27 1.06 0.90 1.09
Financial highlights
Shareholders” equity........cccocereererieerieiicenene 5,132 4,973 4,426 4,364 4,153
Core tier 1 capital'.... 3,877 3,555 3,368 3,191 3,071
Total assets.........cceeneee. 80,714 80,068 78,017 71,337 72,049
Risk-weighted assets?.........ccevvevienienenenenennns 36,668 35,322 34,152 37,674 41,623
Loans and advances to customers

(net of impairment allowances) .................. 45,572 44,357 45,218 43,070 48,855
CUStOmMEr aCCOUNTS .....coeeveeeeeeeiieeeeecreeeeeeieeenn 48,304 46,614 45,492 50,207 51,962
Capital ratios (%)
Tier 1 ratio’....co.ooveereireeeeeeee e 13.8 13.4 13.3 12.1 10.1
Total capital ratio® .............. 16.0 16.0 16.0 14.9 12.5
Core tier 1 capital ratio’ .........ccoeveveevererereenns 10.6 10.1 9.9 8.5 7.4

Performance ratios (%)’

Return on average common equity ................... 16.8 17.0 15.5 13.1 16

Post-tax return on average total assets.............. 0.80 0.77 0.66 0.62 0.7
Post-tax return on average risk-weighted assets .. 1.9 8 5 1.1 1

Credit coverage ratios (%)

Loan impairment charges as a percentage of

IR RoN

total operating inCome ...........coerververveenenenn 8.8 8.1 13.9 20.0 14.6
Loan impairment charges as a percentage of average
gross customer advances and acceptances ... 0.4 0.4 0.7 1.5 1.2

Total impairment allowances outstanding
as a percentage of impaired loans and

acceptances at year end.........ccceeeeerenenenne 59.9 61.3 73.1 62.4 66.0
Efficiency and revenue mix ratios (%)
Cost efficiency ratio’.........ccoceeeeeneiierireneees 48.0 52.6 52.5 514 52.0
Adjusted cost efficiency ratio'? 47.5 52.9 49.1 - -
Net interest margin.........occeeeeeeeeerenieerereenenes 2.00 2.23 2.32 2.40 2.59
As a percentage of total operating income'

Net interest iNCOMEe......ccvevvevrerrereeerreeennns 61.6 64.2 62.2 57.4 63.1

Net fee income............. 25.1 26.6 24.7 21.2 17.4

Net trading income 7.5 6.2 5.9 12.8 15.4
Financial ratios (%)’
Ratio of customer advances to customer accounts 94.3 95.2 99.4 75.9 84.0
Average total shareholders’ equity to average

tOtal ASSELS...vievieeieiieiieieeee e 5.8 5.7 5.4 6.0 5.6
Assets under administration

Funds under management* 18,327 26,383 31,501 28,174 21,287

Custodial accounts...........c.cceeevveereeveeeenenne. 1,133 967 1,303 10,721 9,221

19,460 27,350 32,804 38,895 30,508

—

These are non-IFRS amounts or non-IFRS measures. Please refer to the discussion outlining the use of non-IFRS measures in the ‘Use of non-
IFRS financial measures’section of this document.

2 Calculated in accordance with guidelines issued by OSFI in accordance with the Basel II capital adequacy framework. Risk-weighted assets
and ratios at 31 December 2010 and prior years have not been restated for the adoption of IFRS as at 1 January 2011.

Adjusted cost efficiency ratio was not calculated for 2009 and 2008.

4 Funds under management at 31 December 2011 include funds managed in the full service retail brokerage business which was sold on 1 January
2012 of $10.6bn.

w



Basis of Preparation of Financial Information

HSBC Bank Canada’s (‘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 is dated 27 February 2013, the date that our
consolidated financial statements and MD&A for the year ended 31 December 2012 were approved by our Board
of Directors (‘the Board”).

From 1 January 2011, the bank has prepared its consolidated financial statements in accordance with International
Financial Reporting Standards (‘IFRS”) and accounting guidelines as issued by the Office of the Superintendent of Financial
Institutions (‘OSFI”), as required under Section 308(4) of the Bank Act. Comparative data relating to 2010 have been
restated on an IFRS basis. Prior to the adoption of IFRS, our consolidated financial statements were prepared in accordance
with Canadian generally accepted accounting principles (‘GAAP’). Comparative data relating to 2009 and prior periods
have been presented under GAAP. The information in this MD&A is derived from our consolidated financial statements or
from the information used to prepare them. The abbreviations ‘$m” and ‘$bn’ represent millions and billions of Canadian
dollars, respectively. All tabular amounts are in millions of dollars except where otherwise stated.

The sections on risk management included in this MD&A where indicated form an integral part of the consolidated
financial statements and should be read in conjunction with the audited consolidated financial statements for the year
ended 31 December 2012.

The reference to ‘notes’ throughout this MD&A refer to notes on the audited consolidated financial statements for
the year ended 31 December 2012.

Other available information. We file all of our news releases regarding material matters, interim and annual
consolidated financial statements, interim and annual MD&A, Annual Reports, Annual Information Form, certifications
by our Chief Executive Officer (‘CEO’) and Chief Financial Officer (‘CFO’), as well as other continuous disclosure
documents, with SEDAR. Copies of these documents can be obtained from SEDAR’s website: sedar.com and our
website: hsbc.ca.

Outstanding securities data. Note 27 contains details of the number of preferred and common shares issued and
outstanding at 31 December 2012. Note 28(a) contains details of the number of HSBC Canada Asset Trust Securities
(‘HSBC HaTS"™) outstanding at 31 December 2012. Subsequent to that date and up to the date of this MD&A, there
have been no issues of any form of securities.

Use of non-IFRS Financial Measures

The bank uses both IFRS and 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 any standardized meaning under IFRS and are therefore unlikely to be comparable to similar measures used by
other issuers. The non-IFRS measures that are used in this MD&A which are regularly monitored by management are:

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

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

— Post-tax return on average risk-weighted assets — Profit attributable to common shareholders divided by the average
monthly balances of risk-weighted assets for the year. 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 year divided by net operating income before
loan impairment charges and other credit risk provisions for the year.

— 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.
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Management'’s Discussion and Analysis (continued)

— 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 year divided by net operating income before loan impairment
charges and other credit risk provisions for the year.

— Ratio of customer advances to customer accounts — Loans and advances to customers divided by customer accounts,
using year-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 year and average total assets are calculated using average daily
balances for the year.

— Core tier 1 capital — Tier 1 capital less non-controlling interests and preferred shares.

— Core tier 1 capital ratio — Core tier 1 capital as a percentage of risk-weighted assets.

Overview

In Canada, HSBC is the leading international bank and seventh largest bank overall with operations across the country
and total assets of $80.7bn at 31 December 2012. Originally established in 1981, with our head office located in
Vancouver, British Columbia, we have grown organically and through certain strategic acquisitions, to become an
integrated financial services organization. Our financial strength, premium customer base and ability to leverage
our brand and global network ensured that the bank remained strong and profitable over the past year. We offer a
comprehensive range of products and services including broking, underwriting and credit facilities, trade finance, credit
cards, sales of investment products, and funds under management.

The HSBC Group

We are a member of the HSBC Group, whose parent company HSBC Holdings is headquartered in London, UK. The
HSBC Group is one of the largest banking and financial services organizations in the world, with an international
network in Europe, the Asia-Pacific region, the Americas, the Middle East and Africa. Shares in HSBC Holdings are
listed on the London, Hong Kong, New York, Paris and Bermuda stock exchanges. The shares are traded in New York
in the form of American Depositary Receipts.

Through an international network linked by advanced technology, the HSBC Group provides a comprehensive range
of financial services through three business lines: Retail Banking and Wealth Management, Commercial Banking and
Global Banking and Markets.

Complete financial and operational information for HSBC Holdings and the HSBC Group can be obtained from
its website, www.hsbc.com, including copies of HSBC Holdings 2012 Annual Review and its 2012 Annual Report
and Accounts.

For over 150 years the HSBC Group has been where the growth is, connecting customers to opportunities. We enable
businesses to thrive and economies to prosper, helping people fulfil their hopes and dreams and realize their ambitions.
This is our role and purpose.

The role of the HSBC Group values in daily operating practice is fundamental to its culture in the context of the
financial services sector and the wider economy. This is particularly so in the light of developments and changes in
regulatory policy, investor confidence and society’s view of the role of banks. The HSBC Group expects its executives
and employees to act with courageous integrity in the execution of their duties by being:

— dependable and doing the right thing;
— open to different ideas and cultures; and
— connected with our customers, communities, regulators and each other.

The HSBC Group continues to enhance its values-led culture by embedding HSBC Group values into how it conducts
its business and in the selection, assessment, recognition and learning provided to staff.



The overall HSBC Group strategy is to be the world’s leading international bank. HSBC is one of the few truly
international banks and its advantage lies in its network of markets relevant for international financial flows, its access
and exposure to high growth markets and businesses, and its strong balance sheet generating a resilient stream of
earnings.

The HSBC Group strategy has two parts:

— Network of businesses connecting the world HSBC is ideally positioned to capture growing international financial
flows. HSBC’s franchise puts it in a privileged position to serve corporate clients as they grow from small enterprises
into large and international corporates, and personal clients as they become more affluent. Access to local retail
funding and its international product capabilities allows HSBC to offer distinctive solutions to these clients in a
profitable manner.

—  Wealth management and retail with local scale HSBC will leverage its position in faster-growing markets to capture
social mobility and wealth creation through its Wealth Management and Global Private Banking businesses. HSBC
will only invest in retail businesses in markets where it can achieve profitable scale.

Our Strategic Direction and Main Achievements for 2012

Products and services

We manage and report our operations around the following global businesses: Retail Banking and Wealth Management,
Commercial Banking, Global Banking and Markets and Consumer Finance. We have built a culture that delivers
integrated service ensuring customer needs are met across products and subsidiaries, and internationally through the
HSBC Group’s extensive and unparalleled worldwide network.

Commercial Banking

We segment our Commercial Banking business into Corporate, to serve both Corporate and Mid-Market companies with
more sophisticated financial needs, and Business Banking, which serves the small and medium-sized enterprises sector.
This enables the development of tailored customer propositions while adopting a broader view of the entire commercial
banking sector, from sole proprietors to large corporations. It also allows us to provide continuous support to companies
as they expand both domestically and internationally, and ensures a clear focus on the business banking segments that
are typically the key to innovation and growth in market economies.

The Commercial Banking business continued to focus on its position as the leading international bank for business by
strengthening our cross border capabilities, particularly through our investment to grow our presence in central Canada
and focus on helping Canadian businesses expand to other markets where HSBC has presence.

We place particular emphasis on international connectivity to meet our business customers’ needs.

— Financing: we offer a broad range of financing, both domestic and cross border, including overdrafts, receivables
finance, term loans and leasing.

— Payment and cash management: we are a leading provider of domestic and cross border payments and collections,
liquidity management and account services worldwide, delivered through our e-platform, HSBCnet.

— International trade: we provide various international trade products and services, to both buyers and suppliers such
as export finance, guarantees, documentary collections and forfeiting to improve efficiency and help mitigate risk
throughout the supply chain.

— Treasury: Commercial Banking customers are volume users of our foreign exchange, derivatives and structured products.
— Capital markets and advisory: capital raising on debt and equity markets and advisory services are available as required.
— Commercial cards: card issuing helps customers enhance cash management, credit control and purchasing.

— Direct channels: these include online and direct banking offerings such as telephone banking, HSBCnet and Business
Internet Banking.
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Business developments and achievements for 2012 include:

— Best Bank for Cash Management — The 2012 Euromoney Cash Management survey, an annual survey of cash
managers, treasurers and financial officers worldwide, named HSBC Bank Canada the Best Domestic Cash Manager
for 2012, and named HSBC Global capabilities Best International money Manager for 2012.

— International Business — We continued to strengthen our cross border capabilities and international connectivity
through the HSBC Group’s worldwide international banking centres. The number of successful international
customer referrals in and out of Canada grew over 25 per cent year on year.

— New Products and capabilities launched in 2012 — Several products and campaigns were launched in 2012, prominent
among them being our market leading Renminbi currency capabilities in Trade and Payments and Cash Management
to further enhance HSBC'’s capabilities of helping Canadian businesses do business in China.

Global Banking and Markets

Global Banking and Markets provides tailored financial solutions to major government, corporate and institutional
clients and private investors worldwide. Managed as a global business, Global Banking and Markets operate a long-term
relationship management approach to build a full understanding of clients’ financial requirements. Sector-focused client
service teams, comprising relationship managers and product specialists, develop financial solutions to meet individual
client needs. With dedicated offices in over 65 countries and access to HSBC’s worldwide presence and capabilities,
this business serves our largest global clients internationally.

The Global Banking and Markets business continued to focus on being 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.

Global Banking and Markets is managed as two principal business lines, Global Markets and Global Banking. This
structure allows us to focus on relationships and sectors that best fit the HSBC Group’s footprint and facilitate seamless
delivery of our products and services to clients.

— Global Markets operations consist of treasury and capital markets services. Products include foreign exchange,
currency, interest rate, bond, credit, equity, energy and other derivatives; government and non-government fixed
income and money market instruments; precious metals and exchange-traded futures; equity services and distribution
of capital markets instruments.

— Global Banking offers financing, advisory and transaction services. Products include:

— Capital raising, advisory services, bilateral and syndicated lending, leveraged and acquisition finance, structured
and project finance, lease finance and non-retail deposit taking; and

— International, regional and domestic payments and cash management services; and trade services for large
corporate clients.

Business developments and achievements for 2012 include:

— Global Markets — a focus on enhanced connectivity with our internal and external clients — domestically and
globally resulted in a significant increase in the number of clients with which HSBC dealt across all Global
Markets products.

— Global Banking — leveraging the global network, building relationships with target clients in our focus sectors —
resources, energy, infrastructure and financial institutions — and expanding our resources and capabilities in those
areas. Our international capabilities and joined up approach resulted in HSBC playing a leading role in a number
of key cross border transactions for major Canadian corporations and pension plans. We continued to be active in
significant debt and equity capital markets transactions for our key clients as well as cross border advisory activity
and we maintained a leading position in cross border debt financing for Canadian public sector and corporate clients.



Retail Banking and Wealth Management

Retail Banking and Wealth Management is strategically focused on developing world class wealth management for
retail banking consumers, leveraging global expertise in retail banking and driving superior returns through portfolio
management. We will continue to build on the strength and success of our HSBC Premier brand, delivering world class
retail banking and wealth management expertise and products through a globally consistent standardized business
model. Our goal remains to be the leading international premium bank in Canada, offering internationally-minded
premium customers innovative products and services aligned with their financial needs and aspirations.

Our approach is simple. We cultivate long-term and mutually valuable relationships with our customers, providing
needs-driven retail banking and wealth management expertise, products and services. Our global propositions — HSBC
Premier and HSBC Advance — are for mass affluent and emerging affluent customers who value our unique global reach
and scale. For customers with everyday banking requirements, we offer a full range of banking products and services
aligned with their domestic needs.

Customer offerings include personal banking products (current and savings accounts, mortgages and personal loans,
credit cards, debit cards and local and international payment services) and wealth management services (investment
products and financial planning services).

— HSBC Premier provides preferential banking services and global recognition to our high net worth customers and
their immediate families with a dedicated relationship manager, specialist wealth advice and tailored solutions.
Customers can access emergency travel assistance, priority telephone banking and online ‘global view’ of their
HSBC Premier accounts around the world with free money transfers between them.

— HSBC Advance provides a range of preferential products and services customized for emerging, mass affluent
customers. With a dedicated telephone service, access to wealth advice and online tools to support financial
planning, it gives customers an online ‘global view’ of their HSBC Advance accounts with money transfers between
them.

—  Wealth Solutions & Financial Planning: a financial planning process designed around individual customer needs to
help our clients to protect, grow and manage their wealth through best-in-class investment products manufactured
by in-house partners (Global Asset Management and Global Markets).

— Customers can transact with the bank via a range of channels such as face to face, internet banking, telephone service
centres and self-service terminals.

Business developments and achievements for 2012 include:

— HSBC Premier — Our HSBC Premier customers enjoy seamless global banking through more than 6,000 HSBC
Premier branches and 250 HSBC Premier Tier 1 centres in 46 countries.

— HSBC Advance — We grew our HSBC Advance customer base by 24.7%.

—  Wealth management — HSBC Bank Canada ranks fifth in mutual fund sales vis-a-vis domestic banks, with total
net sales of $1.3bn, significantly outselling the competition relative to our size, and demonstrating our customers’
appetite for global investment opportunities. Our mutual fund business has grown at 17.7% through 2012; and versus
2.7% for the industry overall.

— HSBC offers Premium series pricing across the entire mutual fund range, an initiative designed to support growth
in both fund sales and assets amongst affluent/high net worth Premier investors. Following the launch of the HSBC
Emerging Markets Debt Fund in Oct 2011, we now have one of the broadest emerging market fund ranges in Canada.
The emerging markets debt fund category in Canada has seen a 159.5% growth in assets from last year and more
than three times the net sales of any other emerging market category in Canada. The HSBC Emerging Markets Debt
Fund is the second largest emerging markets debt fund in Canada, with $178m in assets. HSBC Chinese Equity Fund
is the largest Chinese equity fund in Canada, and the HSBC Indian Equity Fund continues to be the top selling fund
in its category.
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— Product innovations — 2012 was a year of re-engineering, simplification and modernization in order to deliver higher
quality products and services, and to improve the customer experience. We continued to enhance our branch network,
and launched a new personal internet banking platform. In November 2012, we launched a Premier World MasterCard™

with an improved rewards program. In addition, we added two airlines — British Airways and Jet Airways — to expand

our Premier reward for miles program. We also integrated HSBC credit card online services with personal internet

and mobile banking, so that our customers can access their credit card account using a single sign-on.

—  Service Awards — HSBC InvestDirect ranks first in DALBAR 2012 service award for outstanding client services.

Consumer Finance

In March 2012, HSBC Financial Corporation Limited, the bank’s wholly-owned subsidiary, announced the wind-down
of its consumer finance business in Canada and, except for existing commitments, ceased origination of loans. The
primary focus of HSBC Financial Corporation Limited is the orderly wind-down of its consumer finance receivables.

Economic Outlook For 2013

We expect the Canadian economy to show modest but continued improvement through 2013 with greater growth in the
second half over the first. The pace of growth in the Canadian economy is expected to be moderate, with consumers
turning cautious amid elevated levels of household debt, and a slow pace of job creation. With inflation to remain well
below the Bank of Canada’s target rate of two percent, we expect the bank to leave interest rates unchanged in 2013.
Another factor likely to keep the Bank of Canada on hold is that the Federal Reserve has recently launched another
round of asset purchases. This will leave the Bank of Canada conscious of the impact on the Canadian dollar of lifting
rates well before the Federal Reserve.

We anticipate the regulatory environment to intensify, particularly due to global changes. With our continued focus
on our key principles of a strong capital base, a diversified income stream and strong liquidity, we intend to position the
bank to maximize opportunities and to stay focused on our ‘right to win’ strategy in core business segments.

Since the credit and liquidity crisis of 2008, Canada has emerged as a relative safe haven by virtue of being one of the
few remaining AAA-rated nations. Hence, during periods of economic and financial stress, a flight-to-quality supports
the Canadian dollar. This could further erode export competitiveness. The most notable potential external risks are a hard
landing in an emerging market, a disorderly outturn to sovereign debt issues in Europe, or a sharp fiscal contraction in
the US that would result in lower demand for Canada’s goods exports.

Analysis of Financial Results for 2012

Highlights

— Profit before income tax expense for 2012 was $1,038m, an increase of $81m, or 8.6% compared with $956m
for 2011.

— Profit for 2012 was $761m, an increase of $57m, or 8.1% compared with $704m for 2011.

— Profit attributable to common shareholders for 2012 was $690m, an increase of $57m, or 9.0% compared with $633m
for 2011.

— Return on average common equity for 2012 was 16.8%, compared with 17.0% for 2011.
— The cost efficiency ratio for 2012 was 48.0%, compared with 52.6% for 2011.
— Total assets were $80.7bn at 31 December 2012, an increase of $0.6bn, or 0.7%, from $80.1bn at 31 December 2011.

— Total assets under administration were $19.5bn at 31 December 2012, a decrease of $7.9bn, or 28.8%, from $27.4bn
at 31 December 2011.

— Tier 1 capital ratio and the total capital ratio were 13.8% and 16.0% respectively at 31 December 2012 compared
with 13.4% and 16.0% respectively at 31 December 2011.
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Overview

The increase in profit compared with the prior year is primarily due to the gain realized on the sale of the full service
retail brokerage business. Excluding this sale and restructuring costs on the closure of the Consumer Finance business,
profits increased over the prior year from strong net fee income on sales of mutual fund and World Selection portfolios,
as well as increased commercial credit facility and debt underwriting fees, and reduced costs from organizational

effectiveness initiatives. The increase in profit was partially offset by a reduction in net interest income due to lower

average retail and consumer finance loan balances following the strategic refocus of these businesses and lower net

interest margin.

Net interest income

Net interest income yield analysis for the year ended 31 December

Interest earning assets
Loans and advances

with banks..............
Loans and advances

with customers........
Financial instruments...
Other interest-earning

ASSETS .ooeeeiiiiiiiiiieee
Total interest

earning assets .........
Total interest

costing liabilities ....
Net interest and net

interest margin .......

2012 2011
Interest Interest
Average income/ Average income/
balance (expense) balance (expense)

$m $m Yield % $m $m Yield %
1,672 16 1.0 2,872 23 0.8
46,920 1,902 4.0 46,538 2,010 43
21,180 297 1.4 17,656 305 1.7
579 21 3.7 3,094 28 0.9
70,351 2,236 3.2 70,160 2,366 34
(61,073) (761) 1.3 (60,431) (810) 1.3
1,475 2.0 1,556 22

Net interest income for 2012 was $1,475m, a decrease of $81m, or 5.2% compared with 2011. The decreases are
primarily due to lower average retail and consumer finance loan balances following the strategic refocus of these

businesses and reduced net interest margin.
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HSBC BANK CANADA

Management'’s Discussion and Analysis (continued)

Net fee income
Net fee income for the year ended 31 December

2012 2011
$m $m
Credit fACTIIEICS ..vvevievieieeti ettt ettt ettt ettt et e e te e s e sbeeseessesbeessessesseessensenseas 239 213
Funds under Management .............cc.ceoireerinieinieiininieeeieeeeeteeetee ettt 127 162
ACCOUNT SETVICES ..vvevvitieiietietieetesteeteetteteeteeteesteeseeseessesseeseessessesseessensesseessessesseeseensessens 86 85
CIEAIt CATAS 1.ttt ettt ettt ettt eae et et e seets e b e e seesee s e eseeseessenseesaensens 62 51
COTPOTALE fINAINCE. ...cueevitiienieiiete ettt ettt be e 38 43
Immigrant INVEStOr PrOZrami..........c.ccueviieiiieniieiieieieeee ettt eseeneas 37 35
REMITEANCES ...ttt ettt ettt ettt e s e ebe e b e b e eseesse s e eseessesseeseesaensas 31 25
TNSUTAIICE ...ttt ettt ettt et e st et eeneeenbeenbeenseenneennes 20 22
BroKerage COMMISSIONS .........cvertiiuieieieeieeieteeteeteteeseesaeseeseesaesseeseessesesseessessesseessenses 17 63
Trade fiNance IMPOTT/EXPOTT.....cc.iieerieriietieietieteeteteeeetteteeteettesesae e esesseeseessesseeseessens 11 11
TTUSEEE TS .viuvievieiicte ettt ettt ettt ettt et et e et et e e ae st et e seesee s e sseesaesseessessesseseeseensens 5 5
ONCT .ttt ettt ettt et e b e ae st et e seete et e aeetse b e eaeeaeesseeaeenaentens 16 19
FE INCOIME ... ettt e s et sbe st eneenaeas 689 734
LeSS: £8E EXPEIISE ...ttt ettt ettt sttt se ettt e e sbe st naeas (88) (90)
INEE R INCOMIE ...ttt ettt ettt te e et e e e ereeteeereeeaeeeaaeenreens 601 644

Net fee income for 2012 was $601m, a decrease of $43m, or 6.7% compared with 2011. The sale of the full service
retail brokerage business resulted in reductions in fees from funds under management and brokerage commissions
in 2012. Excluding fees from the full service retail brokerage business, net fee income increased by $47m, or 7.8%,
compared with last year. The increase is due to higher funds under management fees as a result of customers investing
an additional $1.4bn through our wealth management business and growth in authorized commercial credit facilities
and transaction volume.

Net trading income

Net trading income for 2012 was $180m, an increase of $30m, or 20.0% compared with 2011. The increase in net trading
income is due to due to improved trading performance in rates and credit products, partially offset by the adverse impact
of narrowing credit spreads on the carrying value of our own debt instruments classified as trading.

Other items of income
Other items of income for the year ended 31 December

2012 2011

$m $m

Net gain/(loss) from financial instruments designated at fair value...........ccccooeeveneeee. 27 16
Gains less losses from financial INVESTMENTS.........ccuevriririeieinineiceceeeeeeeee 52 43
Other OPErating INCOMIEC. .......eeveriiiiieiietieteeiente et eee et eeetesseeseesesseeseesesseeseenseeseeneensens 24 13
Gain on the sale of the full service retail brokerage business............cceeveeevevereereeeennnns 88 -
Other 1temMS Of INCOME....c..ivuiiiiiiiiriieieteet ettt ettt et eae e 137 72

Net gain/(loss) from financial instruments designated at fair value for 2012 was a net loss of $27m, compared with a
net gain of $16m for 2011. The bank designates certain subordinated debentures and other liabilities to be recorded at fair
value. Gains and losses are largely as a result of the widening or narrowing of credit spreads decreasing or increasing
the fair value of these liabilities, respectively. The loss above represent the narrowing of credit spreads in 2012 which
increased the fair value of these liabilities.
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Gains less losses from financial investments for 2012 were $52m, an increase of $9m, or 20.9% compared with 2011,
due to a higher net gain on the disposals of available-for-sale financial investments.

Other operating income for 2012 was $24m, an increase of $11m compared with 2011. The increase is mainly due to
a higher write down by $17m in the value of investment property in 2011.

Gain on the sale of the full service retail brokerage business. The sale of the full service retail brokerage business
closed effective 1 January 2012. The bank recorded a gain of $88m in 2012, net of assets disposed of and directly
related costs.

Loan impairment charges and other credit risk provisions

Loan impairment charges and other credit risk provisions for 2012 were $211m, an increase of $14m, or 7.1%
compared with 2011. The increase compared with the prior year was due to higher levels of specific loan impairment
charges within retail loan portfolios and the reversal of impairment charges relating to an available-for-sale investment
within 2011.

Operating expenses and efficiency
Operating expenses for the year ended 31 December

2012 2011

$m $m

Employee compensation and Denefits...........cceveviiirieniiieieeeeee e 650 790
General and adminiStrative EXPEINSES .......ueueruerriereertereeeerteeseeeesteeseeeesteeseeeessesseesennens 409 396
Depreciation of property, plant and equipment.............ccceveerierereeriereieeee e 35 33
Amortization and impairment of intangible asSets ..........ccccevvriiereriieiienenieeeeeen 19 40
Total operating expenses (excluding restructuring charges) ..........ccoceveevevierieeieriennns 1,113 1,259
RESIUCTUIING CRATZES. ... eevviiietieiieieett ettt ettt besbeessessesbeeseensenaeas 36 14
Total OPETAtiNg EXPEIISES. ....eeueeririieiretiriteiterte et eite st steeite st e est et e bt ese et e sbesbeessesbesseensenaens 1,149 1,273
COSt ETTICICINCY TALIO ...cveeutieieeieete ettt ettt ettt et sbeebe e enae s 48.0% 52.6%
Adjusted cost effICIENCY TAtIO ......evveruieieieriiiieie e 47.5% 52.9%

Total operating expenses (excluding restructuring charges) for 2012 were $1,113m, a decrease of $146m, or 11.6%
compared with 2011. The decrease compared with the prior year is due to cost reductions relating to the sale of the full
service retail brokerage business and wind-down of the consumer finance business in 2012. Additionally, as a result of cost
management initiatives, employee compensation and benefits as well as activities and expenses related to the delivery of
technology services to HSBC Group companies were reduced. The reduction is partially offset by a $47m recovery of fees
from an HSBC affiliate in 2011.

Restructuring charges of $36m were recognized in 2012 mainly relating to the wind-down of the consumer finance
business compared with $14m in 2011 relating to sale of the full service retail brokerage business.

The cost efficiency ratio improved to 48.0% for 2012 from 52.6% for 2011 mainly as a result of lower operating
expenses and higher operating income. The adjusted cost efficiency ratio improved to 47.5% from 52.9%.

Income taxes

The effective tax rate for 2012 was 26.9%, compared with 26.4% for 2011. The higher effective tax rate was mainly due
to the negative impact of temporary differences reversing at a lower rate following a decrease in the statutory tax rate
in 2012. The increase was partially offset by a lower statutory tax rate and a lower effective tax rate applied to the gain
of the sale of the full service retail brokerage business.
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HSBC BANK CANADA

Management'’s Discussion and Analysis (continued)

Statement of financial position

Total assets at 31 December 2012 were $80.7bn, an increase of $0.6bn from $80.1bn at 31 December 2011, mainly due
to increases of $1.2bn in financial investments, $1.2bn in loans and advances to customers, $0.7bn in trading assets, and
$0.6bn in acceptances offset by a decrease in loans and advances to banks of $3bn. Excluding the movement in reverse
repurchase agreements, loans and advances to banks and loans and advances to customers decreased by $0.8bn and $1.0bn
respectively.

Liquid assets comprise high grade financial investments and reverse repurchase agreements. Liquid assets increased
to $24.3bn at 31 December 2012, compared with $23.1bn at 31 December 2011 mainly as a result of a growth in
financial investments.

Total customer accounts at 31 December 2012 were $48.3bn, an increase of $1.7bn from $46.6bn at 31 December
2011, mainly due to increases in repurchase agreements. Debt securities in issue at 31 December 2012 were $12bn, a
decrease of $1.3bn from $13.3bn at 31 December 2011, primarily due to lower balances held in bearer note deposits of
$1.7bn, partially offset by an increase of $0.5bn in wholesale funding.

Total assets under administration

Total assets under administration were $19.5bn at 31 December 2012, a decrease of $7.9bn from $27.4bn at 31 December
2011, primarily due to the close of the sales transaction of the full service retail brokerage business at 1 January
2012. Excluding the full service retail brokerage business’ funds under management, total assets under administration
increased by $2.7bn compared with 31 December 2011.

Analysis of Financial Results for 2012 by Global Business Segments

Commercial Banking

2012 2011
$m $m
INEt INLETEST INCOIMIE <.ttt ettt b et s ettt et eb ettt besbennens 709 727
INEE FEE INCOIMNE ...ttt ettt et ens 298 268
Nt trading INCOMEC....c..eevieuieiietieieie et eteie ettt ettt estesteesee e sseeseessessesseessesesseessensenns 31 24
Other OPEIAtING 10SS ....cuvevieeieiesiieieie ettt ettt et este et et e sbeesaeseesbeeseessesseeseensensens (25) 41)
Net operating income before loan impairment charges and other credit risk provisions 1,013 978
Loan impairment charges and other credit risk provisions........c..cecceeeveeierereneenennens (79) (78)
INEt OPETAtING TNCOIMC ......eeueeeietieiieieeteeieee et eetete et eseesee et eseeseestesaeeneentesseeneensesseeneensennes 934 900
Total OPETALING EXPEIISES ..e.veeueerieueesieteesteiesteeseeeesteeeeeeesseeseeneesseeseansesseeseensessesseensensens (366) (373)
OPEIAtiNg PrOTIt....ccviceieiieiieieieet ettt ettt ettt et e et e sbeessesaesseeseensenaens 568 527
Share of Profit N @SSOCIALES .....cviivieieeiieiieieeii ettt ettt eaesbeeaeesaenae e 5 4
Profit before iINCOME taX EXPENSE....ccuiruieieriiriieietiriteiete sttt 573 531

Overview

Profit before income tax expense for 2012 was $573m, an increase of $42m, or 7.9%, compared with 2011. Profit before
income tax expense increased due to higher net fee income from credit facilities, higher net operating income as a result
of a larger write down by $17m in the value of investment property in 2011 and reduced operating expenses driven by
cost reduction efforts. The increase was partially offset by reduced net interest income as a result of lower net interest
margin in a prolonged low interest rate environment.
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Financial performance
Net interest income for 2012 was $709m, a decrease of $18m, or 2.5%, compared with 2011, due to lower net interest
margin in a prolonged low interest rate environment.

Net fee income for 2012 was $298m, an increase of $30m, or 11.2%, compared with 2011 mainly due to higher fees
from credit facilities driven by increased customer activity in bankers’ acceptances, standby credits and guarantee fees.

Net trading income for 2012 was $31m, an increase of $7m, or 29.2%, compared with 2011.

Other operating income for 2012 was a loss of $25m, a decrease of $16m, or 39.0%, compared with 2011 primarily due
to a lower write down in the value of investment property of $42m in 2012 compared with $59m in 2011.

Loan impairment charges and other credit risk provisions for 2012 were $79m, marginally increased compared
with 2011.

Total operating expenses for 2012 were $366m, a decrease of $7m, or 1.9%, compared with 2011. 2011 included a
recovery of $18m in fees from an HSBC Group affiliate with respect to prior years. Excluding the fee recovery, total
operating expenses decreased by $25m or 6.4% primarily due to cost reduction efforts.

Global Banking and Markets

2012 2011
$m $m
INEt INLETEST INCOIMIE <.ttt ettt ettt sttt b e b e sae s 167 165
INEt EE INCOIME ...ttt ettt 87 79
Nt trading INCOMEC.......eevieuieeietieieie ettt ettt e sttt este et eneebesseeneensesseeneensennes 106 90
Gains less losses from financial INVESTMENES.........ccecveiiiriiieiirienicieeneeeeeeeseee 51 40
Other OPErating INCOMIEC. .......ceeeriiiiieiietietteiete et eee ettt eiee e st eseebesseeneesesaeeneeneens 2 2
Gain on the sale of the full service retail brokerage business............cceeeeveeerereriennens 8 —
Net operating income before loan impairment charges and other credit risk provisions 421 376
Loan impairment charges and other credit risk provisions...........cecceeveeeeveriereeiesiennns - 1
INEt OPETAtING TNCOIMIC ...c..eeueeutetieiieieste ettt ettt ettt ettt ettt et bt et e b sbeeseensenaes 421 377
Total OPETAtiNg EXPEISES . ..c.ueeureririieiietietteiteste et ettt et ete st ettt e sbe et et e s besbeessesbesbeensenaens 112) (103)
Profit before iINCOME taX EXPENSE....ccvieieierrieiieieetieieeiesteeteeee ettt esee e sbeeneeneenaeas 309 274

Overview

Profit before income tax expense for 2012 was $309m, an increase of $35m, or 12.8%, compared with 2011. The
increase in profit before income tax expense is due to higher net trading income driven by improved trading performance
in rates and credit products, higher gains on the disposal of available-for-sale financial investments, improved net fee
income driven by higher debt underwriting and derivative sales fees, partially offset by increased operating expenses
resulting from increased product support costs.

Financial performance
Net interest income for 2012 was $167m, marginally increased compared with 2011.

Net fee income for 2012 was $87m, an increase of $8m, or 10.1%, compared with 2011 due to higher debt underwriting
and derivative sales fees, partially offset by lower advisory and equity capital market fees.

Net trading income for 2012 was $106m, an increase of $16m, or 17.8%, compared with 2011 due to improved trading
performance in rates and credit products, reduced volume of derivatives used to manage foreign currency denominated
deposits resulting in lower carrying costs and positive hedge ineffectiveness, partially offset by a decrease in foreign
exchange revenues driven by reduced customer trading in a less volatile market and by the adverse impact of narrowing
credit spreads on the carrying value of our own debt instruments classified as trading.

Gains less losses from financial instruments for 2012 were $51m, an increase of $11m, or 27.5%, compared with 2011
due to higher gains on the disposal of available-for-sale financial investments.

Total operating expenses for 2012 were $112m, an increase of $9m, or 8.7%, compared with 2011 resulting from
increased product support and employee incentive costs.
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HSBC BANK CANADA

Management'’s Discussion and Analysis (continued)

Retail Banking and Wealth Management

2012 2011

$m $m

INEt INLETEST INCOIMIE <.ttt ettt ettt es ettt eneeseebeebe s ene st ebensenes 364 399
INEE RO INCOIMC ...ttt ettt sttt ettt ebeaens 172 255
Net trading INCOME........coviuiuieieiiieieiiietetetete ettt ettt 12 20
Other Operating INCOMIC..........c.ccurueuirieiiirieiireeteieeeie ettt ettt ettt 12 9
Gain on sale of full service retail brokerage Service ...........coeeueueucenininnerereccrennnnenes 80 -
Net operating income before loan impairment charges and other credit risk provisions 640 683
Loan impairment charges and other credit risk provisions...........cececeveevereereneeneennens (28) (20)
INEt OPETALING TNCOIMNC ......eeueerietieeieiesteeeesiesteeeeestesteeseeseesesseessesesseeseensesseeseensesseeseensensas 612 663
Total operating expenses (excluding restructuring charges)...........coceeveeeverienereeenennne (492) (575)
ReESrUCtUIING ChATZES. ... eeueeteeiieiieie ettt ettt ?2) (14)
Profit before INCOME taX EXPENSE.....cverrirrieieriieiieierieeeteie et et et eeesee et esaesseeseeneenees 118 74

Overview

Profit before income tax expense for 2012 was $118m, an increase of $44m, or 59.5%, compared with 2011. Profit
before income tax for 2012 included a gain on sale of $80m and restructuring charges of $2m attributable to the full
service retail brokerage business, and a write off of internally developed software costs of $4m. Profit before income
tax expense for 2011 included a recovery of fees from an HSBC affiliate of $28m, restructuring charges of $14m and
an operating loss of $3m attributable to the full service retail brokerage business, and a write off of internally developed
software costs of $16m. Excluding the effect of these items, profit before income tax expense for 2012 was $44m, a
decrease of $35m compared with 2011 mainly due to a reduction in net interest income as a result of lower average retail
loan balances following the strategic refocus of the business and lower net interest margin.

Financial performance
Net interest income for 2012 was $364m, a decrease of $35m, or 8.8%, compared with 2011, due to lower average retail
loan balances following the sale of the full service retail brokerage business and lower net interest margin.

Net fee income for 2012 was $172m, a decrease of $83m, or 32.5%, compared with 2011. Net fee income decreased
compared with the prior year due to the sale of the full service retail brokerage business. Excluding the reduction of fee
income relating to the full service retail brokerage, net fee income increased by $7m compared with 2011, primarily due
to higher net fee income from our Wealth Management business’ Immigrant Investor Program as a result of an increase
in volume and net fee income from funds under management, partially offset by lower online brokerage commission
fees due to reduced trading activity.

Net trading income for 2012 was $12m, a decrease of $8m, or 40.0%, compared with 2011 due to lower foreign
exchange revenue driven by a decrease in market volatility.

Loan impairment charges and other credit risk provisions for 2012 were $28m, an increase of $8m, or 40.0%,
compared with 2011 primarily due to higher specific loan impairment charges in 2012 and the effect of a $4m
release of collectively assessed loan impairment allowances in 2011.

Total operating expenses (excluding restructuring charges) for 2012 were $492m, a decrease of $83m, or 14.4%,
compared with 2011. Total operating expenses for 2011 included a $28m recovery of fees from an HSBC affiliate while
2012 expenses were lower due to the sale of the full service retail brokerage business and cost reduction efforts.

16



Consumer Finance

2012 2011
$m $m
INEE INEEIESE EXPEIISE ..vvievievrerrierieeieteeteesteteereestesseeteestessesseessessesseessessesesseessessesssessensenss 266 282
INEE FEE INCOIMEC ...ttt ettt ettt ea ettt ebesens 44 42
Gains less losses from financial INVESTMENTS.............ccvevieriieieiierieeieieeeeieee e 1 3
Other OPerating IMNCOMIC ..........c.eirueuirieiiirietieetetetete ettt ettt ettt et seeaeaeeenes 4 5
Net operating income before loan impairment charges and other credit risk provisions 315 332
Loan impairment charges and other credit risk provisions...........cccceeeveeienereeeeseennens (104) (100)
NEt OPETAtING INCOIMNC. ... .euveuieeietietirieiesteeeteetestestesteseeseetesseseeseesessesseseseeseesessessenseseasensenns 211 232
Total operating expenses (excluding restructuring charges)...........coceeveeeverienereeenennne (100) (171)
REStrUCIUIING CRAIZES. ... .cueiiiiiieiiiiciirieeetc ettt (34) —
Profit before INCOME taX EXPENSE....ccviruieiiriiiiieieiieiieiesteeteeeie sttt enee e 77 61

Overview

In March 2012, HSBC Financial Corporation Limited announced the wind-down of its consumer finance business in
Canada and, except for existing commitments, ceased origination of loans. Accordingly, $34m in restructuring costs
were incurred in the first quarter of 2012 relating to employee severance and other staff related costs, onerous leases as
well as other contracts, and impairment of fixed assets including leasehold improvements.

Profit before income tax expense for 2012 was $77m, an increase of $16m, or 26.2%, compared with 2011. Excluding
the restructuring costs, profit before income tax expense was $111m, an increase of $50m compared with 2011. The
increase is mainly due to lower operating expenses driven by reduced staff, infrastructure charges and other overhead
expenses, which is partially offset by lower net interest income on declining customer loan balances and higher loan
impairment charges.

Financial performance
Net interest income for 2012 was $266m, a decrease of $16m, or 5.7%, compared with 2011. The decrease in net interest
income is mainly due to declining customer loan balances as a result of the wind-down of the business.

Net fee income for 2012 was $44m, an increase of $2m, or 4.8%, compared with 2011. The increase in net fee income
is due to lower guarantee fees paid to an HSBC Group affiliate as a result of decreased medium term financing.

Loan impairment charges and other credit risk provisions for 2012 were $104m, an increase of $4m, or 4.0%,
compared with 2011.

Total operating expenses (excluding restructuring charges) for 2012 were $100m, a decrease of $71m, or 41.5%,
compared with 2011. The decrease in total operating expenses is due to reduced staff, infrastructure charges and other
overhead expenses as a result of the wind-down of the business.

Other
2012 2011
$m $m
INEE INEEIESE EXPEIISE ..vveevrerrerrietietieieeteettestesteestestesseeseessesseesaessesseessessesesseessensesseassansenss @31) (17)
Net trading INCOME.......eevieeieiietieieie ettt ettt et ettt estesteeseestessesseessessesseessensesseessensenns 31 16
Net gain/(loss) from financial instruments designated at fair value ............cccoccvevenenee. 27 16
Other OPeTrating IMCOIMIE ......c..eueeueititeieiieteetetet ettt ettt sttt ettt et be et te e eseebesbennene 31 38
Net operating income.................... 4 53
Total operating expenses 43) (37
Profit/(1oss) before iNCOmME tax EXPENSE......ueruerurerierierieierieeieeiesieeiteeesieeeeeeeseeseeeneenees 39) 16

17



HSBC BANK CANADA

Management'’s Discussion and Analysis (continued)

Activities or transactions which do not relate directly to the above global business segments are reported in Other.
The main items reported under Other include gains and losses from the impact of changes in credit spreads on our own
debt designated at fair value, revenue and expense related to information technology services provided to HSBC Group
companies on an arm’s length basis. Profit before income tax expense for 2012 was a loss of $39m, compared with a
profit of $16m for 2011. The variances from comparative periods are primarily due to the impact of the items noted above.

Analysis of Financial Results for the Fourth Quarter 2012

The bank’s results for the fourth quarter of 2012 are as follows:

Quarter ended
31 December 31 December 30 September
2012 2011 2012
$m $m $m
INEErESt INCOME .....cuviiviieiiieie ettt ettt et e 534 585 551
INEEIESt EXPENISE..venvieienietieeienieeteeeeeie sttt et et e e see et e e sbeeneeneesaeeneenes (186) (192) (194)
Net INtEreSt INCOME ....ovviieiieeiieiiecie et ettt e e ae v saeesree e 348 393 357
FEC INCOME ...ttt st 178 185 175
FE@ EXPEISE ..ottt e 24) (28) (18)
NEt fE€ INCOME ..o.viviiiieiieiieieeie ettt ae e eaeens 154 157 157
Trading income excluding net interest iNCOME .........ccceeveererererienueenene. 34 23 38
Net interest income on trading actiVities ..........cccevereerieriereeriereseenens 11 8 10
Net trading iNCOME.......eouieieieeeieieieeie et ee st ee e seeseeseeeneens 45 31 48
Net gain/(loss) from financial instruments designated at fair value ..... 3 - ®)
Gains less losses from financial investments...........c.coceeeeeeveeneenneenne. 4 3 3
Other Operating INCOME. ........ccvervieieieriieeieieete e sie e eae e eeeeae e eeeens (26) (22) 15
Gain on the sale of the full service retail brokerage business............... 4 - -
Net operating income before loan impairment charges and other
credit riSk provisions.................ccoooiiiiiiiiii 526 562 572
Loan impairment charges and other credit risk provisions................... 33) (54) (71)
Net operating inCome ................coooeviiieieniiieee e 493 508 501
Employee compensation and benefits............ceoevivieieieiieieneceeee (150) (178) (147)
General and administrative eXPenSes........ccuerueeeereerieeeereesenseereeneeeneens (109) (109) (96)
Depreciation of property, plant and equipment.............cccooceeierereenne. ()] 4 (10)
Amortization of intangible aSSets.........ccevevirierieriiieiee e ()] (18) 3)
Restructuring Charges. ........ooeeeeeeieriiieese et - (14) -
Total operating eXpenses................ccoccueerierieiieeieeieeieenee e (275) (323) (256)
Operating profit..............ocoiiiiiiiiine e 218 185 245
Share of profit in aSSOCIALES ....ccvevveeeeriiriieierieieeee e 3 - 1
Profit before income tax expense..............c..cooceriiiiiiiiiniene e 221 185 246
INCOME tAX EXPEINSC....eeueentierienietieieeiiesteetteee st et e e ste e e e teeseeneesseeneenes (64) (50) (65)
Profit for the period .................oocoiiiiiii 157 135 181
Profit attributable to common shareholders............ccccoooveeiiiiiniiennnne. 140 118 162
Profit attributable to preferred shareholders ..........c.cceoeveneviiiincnnnee. 15 15 16
Profit attributable to shareholders............c.cccvvevvieviieiieciiiiecie e 155 133 178
Profit attributable to non-controlling interests..........cocceeereererereeennene 2 2 3
Average number of common shares outstanding (000°s)...................... 498,668 498,668 498,668
Basic earnings per common share ($).......cccocoeververievininenieiieeneieeenns 0.28 0.24 0.33
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Overview

Profit for the fourth quarter of 2012 was $157m, an increase of $22m, or 16.3%, compared with the fourth quarter
of 2011, and a decrease of $24m, or 13.3%, compared with the third quarter of 2012. Profit attributable to common
shareholders was $140m for the fourth quarter of 2012, an increase of $22m, or 18.6%, compared with the fourth quarter
of 2011, and a decrease of $22m or 13.6%, compared with the third quarter of 2012. The increase in profit compared
with the same quarter of 2011 is mainly due to lower operating expenses as a result of the sale of the full service retail
brokerage business and wind-down of the consumer finance business, lower loan impairment charges from a release of
collectively assessed loan impairment allowances and lower specific loan impairment charges and higher net trading
income from rates and credit products. The increase in profit was partially offset by a reduction in net interest income
resulting from a decrease in average loan balances and lower net interest margin. The decrease compared with the prior
quarter is mainly due to lower operating income as a result of a write down in the value of investment property, higher
operating expenses driven by the write off of internally developed software costs, and a reduction in net interest income
resulting from a decrease in average loan balances and lower net interest margin. The decrease was partially offset by
lower loan impairment charges from a release of collectively assessed loan impairment allowances and lower specific
loan impairment charges.

Net interest income for the fourth quarter of 2012 was $348m, a decrease of $45m, or 11.5%, compared with the fourth
quarter of 2011, and a decrease of $9m, or 2.5%, compared with the third quarter of 2012. The decreases are primarily
due to lower average retail and consumer finance loan balances following the strategic refocus of these businesses and
reduced net interest margin.

Net fee income for the fourth quarter of 2012 was $154m, decreases of $3m, or 1.9%, compared with the fourth quarter
of 2011 and third quarter of 2012. The sale of the full service retail brokerage business resulted in reductions in fees
from funds under management and brokerage commissions in 2012. Excluding fees from the full service retail brokerage
business, net fee income increased by $14m, or 10%, compared with same quarter last year. The increase is due to higher
funds under management fees as a result of customers investing an additional $1.4bn through our wealth management
business and growth in authorized commercial credit facilities and transaction volume. The decrease compared with the
prior quarter is due to higher credit card reward program costs associated with increased utilization.

Net fee income comprises of the following fees:

Quarter ended

31 December 31 December 30 September

2012 2011 2012
$m $m $m
Credit fACIIHIES ...ovveviveieeieteeieee et 63 55 62
Funds under management ............cecveirverieierinienieeeeneneeeeee e 33 39 32
Credit CATAS .veveeeieieiteeieet e e 22 13 14
ACCOUNT SETVICES -..vvenveniieiieieniieiteieste ettt sttt sttt st b eaeens 20 21 22
COorporate fINANCE. ......cvevieririeieiieiieeesieieeeete ettt 12 12 12
REMITANCES ....cuvetiiiiiceiecieee e 8 7 8
Immigrant Investor Program...........ccccoceeoeviniiiinineiicncieeceneeee 8 15 6
BroKerage COMMISSIONS ......c.ceverueieririirienienietenieeeneeteeteseneeseesesseseeneenes 4 11 3
INSULANCE ...t 4 6 5
Trade finance iIMPOrt/EXPOrt........ceeveruerieieririenieieeiienieteeee e 2 3 3
TIUSEEE FEES .uvveetitiieiiettet ettt 1 1 1
ONCT 1ttt ettt bbbt et eb b enaens 1 2 7
FEC INCOME....c.tiiiiieiieiieeceee e 178 185 175
LeSS: £8€ EXPEISE ..uvevviiieiieieeiieie ettt 24) (28) (18)
NEt fE€ INCOME ...ovieiieieeiieieieeeeee ettt eneas 154 157 157
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HSBC BANK CANADA

Management'’s Discussion and Analysis (continued)

Net trading income for the fourth quarter of 2012 was $45m, an increase of $14m, or 45.2%, compared with the fourth
quarter of 2011, and a decrease of $3m, or 6.3%, compared with the third quarter of 2012. The increase compared with
the same quarter last year is due to improved trading performance in rates and credit, partially offset by a decrease in
foreign exchange revenues on lower volume in a less volatile market.

Net gain/(loss) from financial instruments designated at fair value for the fourth quarter of 2012 was a net loss of
$3m, compared with $nil for the fourth quarter of 2011, and compared with a net loss of $8m for the third quarter of
2012. The bank designates certain subordinated debentures and other liabilities to be recorded at fair value. Gains and
losses are largely as a result of the widening or narrowing of credit spreads decreasing or increasing the fair value of
these liabilities, respectively. The losses represent the narrowing of credit spreads in 2012 which increased the fair value
of these liabilities.

Gains less losses from financial investments for the fourth quarter of 2012 was $4m, marginally higher compared with
the fourth quarter of 2011 and the third quarter of 2012.

Other operating income for the fourth quarter of 2012 was a loss of $26m, compared with a loss of $22m for the fourth
quarter of 2011, and compared with an income of $15m for the third quarter of 2012. The decrease in other operating
income compared with the prior quarter is due to a write down in the value of investment property of $42m in the fourth
quarter of 2012.

Gain on the sale of the full service retail brokerage business. The sale of the full service retail brokerage business
closed effective 1 January 2012. The bank recorded a gain of $84m in the first quarter of 2012, net of assets disposed of
and directly related costs. In the fourth quarter of 2012, the bank satisfied certain conditions relating to the sale which
allowed the recognition of a further amount of $4m.

Loan impairment charges and other credit risk provisions for the fourth quarter of 2012 were $33m, a decrease of
$21m, or 38.9% compared with the fourth quarter of 2011, and a decrease of $38m, or 53.5%, compared with the third
quarter for 2012. The decreases in loan impairment charges and other credit risk provisions compared with the same
quarter last year and the prior quarter was mainly due to a release of collectively assessed loan impairment allowances
due to improved credit quality. Also contributing to the decrease compared with the prior quarter were lower levels of
specific loan impairment charges within the commercial loan portfolio.

Total operating expenses for the fourth quarter of 2012 were $275m, a decrease of $48m, or 14.9%, compared with the
fourth quarter of 2011, and an increase of $19m, or 7.4% compared with the third quarter of 2012. The decrease compared
with the same quarter last year is mainly due to cost reductions relating to the sale of the full service retail brokerage
business and wind-down of the bank’s consumer finance business in 2012. Additionally, as a result of cost management
initiatives, employee compensation and benefits as well as activities and expenses related to the delivery of technology
services to HSBC Group companies were reduced. The increase compared with the prior quarter is mainly due to a write
off of internally developed software costs of $5m and product support costs in the fourth quarter of 2012.

Restructuring charges of $14m were recognized in the fourth quarter of 2011 relating to sale of the full service retail
brokerage business.

Income tax expense. The effective tax rate for the fourth quarter of 2012 was 29.5%, compared with 27.0% for the
fourth quarter of 2011 and 26.4% for the third quarter of 2012. The higher effective tax rate in the fourth quarter of
2012 was mainly due to the negative impact of temporary differences reversing at a lower rate following a decrease in
the statutory tax rate in 2012.
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Analysis of Financial Results for the Fourth Quarter 2012 by Global Business Segment

Commercial Banking Quarter ended
31 December 31 December 30 September
2012 2011 2012
$m $m $m
NEt INEEIESt INCOME ..ottt 177 189 175
NEt fEE INCOME ...ttt 77 66 78
Net trading INCOME.......coveieriieeieieieetieieie et eieee et eteereeeeeeesseeeeeneens 6 5 9
Other operating iNCOME/(EXPENSE) .....cvverrerrerrererrrerieiesreeeeesenseseeeseens (40) (36) 3
Net operating income before loan impairment charges and other
Credit TiSK PrOVISIONS ......covievieiitieiieieeieeteeiete et sae e eseens 220 224 265
Loan impairment charges and other credit risk provisions.................. 6) (23) (36)
Net OpPerating INCOME ......ceveruertieieierteeiete sttt ettt eeeenees 214 201 229
Total OPErating EXPENSES ...c..evveeureierrieiieiereeeieeeereesteeeeee st eeeeeseeeeeenee 96) ()] (85)
Operating Profit.........ceeceeeeiirieieeee et e 118 110 144
Share of profit in aSSOCIALES ....ccvevveeieriieieieseeiee e 3 - 1
Profit before iINCOME tax EXPENSE.......ccvververrieieieerieieienieeeeieereeeeeneens 121 110 145

Profit before income tax expense for the fourth quarter of 2012 was $121m, an increase of $11m compared with the
fourth quarter of 2011, and a decrease of $24m compared with the third quarter of 2012. Profit before income tax
expense increased compared with the same quarter of 2011 due to lower loan impairment charges from a release of
collectively assessed loan impairment allowances and lower specific loan impairment charges following improved credit
quality within loan portfolios, higher net fee income driven by growth in authorized credit facilities and transaction
volume, partially offset by lower net interest income as a result of lower net interest margin in a prolonged low interest
rate environment, and increased operating expenses driven by higher marketing and product support costs. Profit before
income tax expense decreased compared with the prior quarter due a write down of the value of an investment property
and increased operating expenses driven by higher marketing and product support costs, partially offset by a reduction
in loan impairment charges from a release of collectively assessed loan impairment provisions and lower specific loan
impairment charges following improved credit quality within loan portfolios.

Global Banking and Markets

Quarter ended

31 December 31 December 30 September

2012 2011 2012

$m $m $m

Net INTETEST INCOIMNE «.c..euvenreniiertiteiieieete ettt 40 38 41

Net £ INCOME ...ueiiiiieieiieieeteee et 24 23 25

Net trading iNCOME.......eeuieeeiieiieieieee ettt ee e eeeenees 28 17 28

Gains less losses from financial investments.........c..cocceveeerencrenennnne. 3 3 3

Other Operating INCOME. .......cc.veverieeeieieieeei et 1 - -

Net operating income before loan impairment charges and other

Credit TiSK PrOVISIONS ...c..evvieeieieeieeeeieie e 926 81 97

Loan impairment recovery and other credit risk provisions................ - 1 -

Net Operating iNCOME ......c.vevieuieieiierieiesieeteetieeeereeeesesseeseeseessesseeseens 926 82 97
Total OPErating EXPENSES ......eevrererrierrerieieerrereresseeeesessesreessessesseessenes 27 (15) 27)

Profit before iNCOME tax EXPENSE.....c.eeveveruiriieieniirieeierieeieeieie e 69 67 70

Profit before income tax expense for the fourth quarter of 2012 was $69m, an increase of $2m compared with the fourth
quarter of 2011, and little changed compared with the third quarter of 2012. Profit before income tax expense increased
compared with the same quarter of 2011 due to improved trading performance in rates and credit products, partially
offset by a decrease in foreign exchange revenues driven by lower volume in a less volatile market and higher operating
expenses resulting from increased product support costs.
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Management'’s Discussion and Analysis (continued)

Retail Banking and Wealth Management

Quarter ended
31 December 31 December 30 September

2012 2011 2012
$m $m $m
NEt INEEIESt INCOME ..ottt 82 98 85
NEt fEE INCOME ...ttt 44 57 42
Net trading INCOME.......coveieriieeieieieetieieie et eieee et eteereeeeeeesseeeeeneens 3 4 3
Other Operating iNCOME. ........cveveriierieieieeteereie ettt eae e seeeeeens 4 3 3
Gains on sale of the full service retail brokerage business.................. 4 — —
Net operating income before loan impairment charges and other
Credit TiSK PrOVISIONS ......covievieiitieiieieeieeteeiete et sae e eseens 137 162 133
Loan impairment charges and other credit risk provisions.................. ®) (7) (7)
Net OpPerating INCOME ......ceveruertieieierteeiete sttt ettt eeeenees 129 155 126
Total operating expenses (including restructuring charges) ................ (125) (148) (112)
Restructuring Charges.........oo.eveeverieririeeseeieesie e — (14) —
Profit/(loss) before income tax eXpense.........cuevveeeereerieriereerieneeseenens 4 (7 14

Profit before income tax expense for the fourth quarter of 2012 was $4m, an increase of $11m compared with the fourth
quarter of 2011, and a decrease of $10m compared with the third quarter of 2012. Profit before income tax expense
increased compared with the same quarter of 2011 due to the inclusion of a $14m restructuring provision for the sale
of the full service retail brokerage business in the fourth quarter of 2011. The increase in profit was offset by lower
net interest income as a result of lower net interest margin in a prolonged low interest rate environment and higher net
interest income and net fee income in the fourth quarter of 2011 attributable to the full service retail brokerage business.
Profit before income tax expense decreased compared with the prior quarter primarily as a result of a $5m write off of
internally developed software costs.

Consumer Finance

Quarter ended

31 December 31 December 30 September

2012 2011 2012

$m $m $m

Net INLETESt INCOIMIE «....euvenrnieiierireiieiieterr ettt 57 74 64

Net 86 INCOME ....cuviuiiiiiieiieiieetce et 9 11 12

Gains less losses from financial investments...........ccceeeveeieneneennene. 1 - -

Other Operating INCOME. .......cc.eeveriiriieiieieriteteieee st 1 — 1

Net operating income before loan impairment charges and other

Credit TiSK PrOVISIONS ...c..evuiieeiiriiiieeieie et 68 85 77
Loan impairment charges and other credit risk provisions.................. (19) (25) (28)

Net Operating INCOME ......eeveeieeieieieeteeeeie et eeeie et eeeee e eseeseesteeneeneas 49 60 49
Total OPErating EXPENSES ...c.veevrerrererrieieeiereeaieeieseesreeeeseesreeseensesseeneenes (19) (43) 21

Profit before iNCOME tax EXPENSE.....c.eeververrieieienrieieiesteereeieereeeeeneens 30 17 28

Profit before income tax expense was $30m for the fourth quarter of 2012, an increase of $13m, or 76.5%, compared
with the fourth quarter of 2011 and an increase of $2m, or 7.1%, compared with the third quarter of 2012. Profit before
income tax expense increased compared with the same quarter of 2011 mainly as a result of lower operating expenses
driven by the wind-down of the business including reduced staff, infrastructure charges and other overhead expenses
and lower loan impairment charges, partially offset by lower net interest income on declining customer loan balances.
Profit before income tax expense increased compared with the prior quarter mainly due to reduced loan impairment
charges driven by an improvement in credit quality, offset by lower net interest income and net fee income as a result
of declining customer loan balances and diminishing business activity.
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Other

Quarter ended
31 December 31 December 30 September

2012 2011 2012
$m $m $m
NEt INEETESt EXPEINSE ..vvrevierrerierieiieieetieiterteeteesteteeseesaesesseesaessessesseessens ()] (6) (8)
Net trading INCOME.......couveeerieeeieierieetieieie et eteee e eaeteeseeseeeesseeeeeneens 8 5 8
Net loss from financial instruments designated at fair value............... 3) - ®)
Other Operating iNCOME. ........cveveriierieieieeeeereie et ere e seeeeeens 8 11 8
Net Operating INCOME . ..c..eevevertieieierteeieie sttt ettt eeeenees 5 10 -
Total OPErating EXPENSES...c..evveeurerierrieiieienetrieeeertesieeeeee st eeeeeseeeeeenee 3 (12) (11)
Loss before inCome tax EXPEnSe ........eevereereieierieneeeeeieseeeeeeeneeseeeneens 3 2) (11)

Activities or transactions which do not relate directly to the above global business segments are reported in Other. The
main items reported under Other include gains and losses from the impact of changes in credit spreads on our own debt
designated at fair value, revenue and expense related to information technology services provided to HSBC Group
companies on an arm’s length basis. A loss before income tax expense of $3m was recorded for the fourth quarter of
2012, compared with a loss of $2m for the fourth quarter of 2011, and compared with a loss of $11m for the third quarter
0of 2012. The variances from comparative periods are primarily due to the impact of the items noted above.
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Management'’s Discussion and Analysis (continued)

Quarterly Summary of Condensed Consolidated Statements of Income

The following table presents a summary of quarterly consolidated results for the last eight quarters.

Unaudited
2012 2011
Quarter ended Quarter ended
Dec 31 Sep 30 Jun 30 Mar 31 Dec 31 Sep 30 Jun 30 Mar 31
$m $m $m $m $m $m S$m $m
Net interest income .... 348 357 372 398 393 391 390 382
Net fee income............ 154 157 147 143 157 162 162 163
Net trading income..... 45 48 47 40 31 46 36 37
Other operating
(loss)/income............ (25) 10 48 16 (19) 54 9 28
Gain on the sale of
the full service retail
brokerage business .. 4 - - 84 - - — —
Net operating
income before loan
impairment charges
and other credit risk
Provisions................. 526 572 614 681 562 653 597 610
Loan impairment
charges and other
credit risk provisions .. 33) (71) (59) (48) (54) (63) 31 (49)
Net operating income 493 501 555 633 508 590 566 561
Operating expenses.... 275) (256) (276) (306) (309) (318) (293) (339)
Restructuring charges. - - - 36) (14) — — —
Operating profit.......... 218 245 279 291 185 272 273 222
Share of profit
in associates.............. 3 1 - 1 - 2 1 1
Profit before income
tax expense.............. 221 246 279 292 185 274 274 223
Income tax expense.... (64) (65) (76) (72) (50) (73) (66) (63)
Profit for the period.... 157 181 203 220 135 201 208 160
Profit attributable to:
common
shareholders............. 140 162 186 202 118 182 191 142
preferred
shareholders............. 15 16 15 15 15 16 15 15
non-controlling
INErestS.....ccevveruenene 2 3 2 3 2 3 2 3
Basic earnings per
common share ($).... 0.28 0.33 0.37 0.41 0.24 0.36 0.38 0.28

Comments on trends over the past eight quarters

The unaudited quarterly information contains all adjustments necessary for a fair presentation of such information. All
such adjustments are of a normal and recurring nature. Seasonal factors have a minor impact on our results for most
quarters. The first quarter has the fewest number of days, and therefore net interest income may be lower compared
with the other three quarters.
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Net interest income for the first quarter of 2012 included refund interest from the Canada Revenue Agency. Excluding
the refund, net interest income gradually declined through 2012 mainly as a result of lower average retail and consumer
finance loan balances following the strategic refocus of these businesses and lower net interest margin.

Net fee income declined in the first quarter of 2012 as a result of reductions in fees from funds under management
and brokerage commissions driven by the sale of the full service retail brokerage business on 1 January 2012. However,
net fee income increased throughout 2012 due to higher funds under management fees driven by customers investing an
additional $1.4bn through our wealth management business and growth in authorized commercial credit facilities and
transaction volume.

Net trading income increased from the first quarter of 2012 onwards due to improved trading performance in rates and
credit products.

Operating expenses continue to decrease from the first quarter of 2012, mainly due to cost reductions relating to the
sale of the full service retail brokerage business, wind-down of the bank’s consumer finance business, and as a result of
continued cost reduction initiatives.

Critical Accounting Policies and Impact of Estimates and Judgements

The results of the bank are sensitive to the accounting policies, assumptions and estimates that underlie the preparation
of its consolidated financial statements. The significant accounting policies used in the preparation of the consolidated
financial statements are described in detail in note 2.

The accounting policies that are deemed critical to the bank’s results and financial position, in terms of the materiality
of the items to which the policy is applied, or which involve a high degree of judgement including the use of assumptions
and estimates, are disclosed below.

We set out details of how we apply certain accounting policies, including changes, in note 1. The following discussion
sets out areas where we believe the selection and application of our accounting policies and the use of estimates and
the application of judgement could have a material impact on our reported results. We believe that our estimates are
appropriate in the circumstances where applied.

Loan impairment charges and other credit risk provisions

The bank’s accounting policy for losses arising from the impairment of customer loans and advances is described in
note 2(f). Loan impairment allowances represent management’s best estimate of losses incurred in the loan portfolios at
the statement of financial position date.

Management is required to exercise judgement in making assumptions and estimates when calculating loan
impairment allowances on both individually and collectively assessed loans and advances. The most significant
judgement area is the calculation of collective impairment allowances.

The methods used to calculate collective impairment allowances on homogeneous groups of loans that are not
considered individually significant are disclosed in note 2(f). They are subject to estimation uncertainty, in part because
it is not practicable to identify losses on an individual loan basis because of the large number of individually insignificant
loans in the portfolio.

The methods involve the use of statistically assessed historical information supplemented with management
judgement to assess whether current economic and credit conditions are such that the actual level of inherent losses is
likely to be greater or less than that suggested by historical experience. In normal circumstances historical experience
provides the most objective and relevant information from which to assess inherent loss within each portfolio. In certain
circumstances, historical loss experience provides less relevant information about the inherent loss in a given portfolio
at the statement of financial position date, for example, where there have been changes in economic, regulatory or
behavioural conditions such that the most recent trends in the portfolio risk factors are not fully reflected in the statistical
models. In these circumstances, such risk factors are taken into account when calculating the appropriate levels of
impairment allowances, by adjusting the impairment allowances derived solely from historical loss experience.
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Management'’s Discussion and Analysis (continued)

Risk factors include loan portfolio growth, product mix, unemployment rates, bankruptcy trends, geographic
concentrations, loan product features, economic conditions such as national and local trends in housing markets, the
level of interest rates, portfolio seasoning, account management policies and practices, changes in laws and regulations,
and other factors that can affect customer payment patterns. The methodology and the assumptions used in calculating
impairment losses are reviewed regularly in light of differences between loss estimates and actual loss experience. For
example, roll rates, loss rates, and the expected timing of future recoveries are regularly benchmarked against actual
outcomes to ensure they remain appropriate.

The calculation of the collective impairment allowance to cover losses which have been incurred but not yet been
identified on loans subject to individual assessment utilizes underlying credit metrics, including the probability of
default, loss given default and exposure at default and for each customer are derived from the bank’s internal rating
systems as a basis for determining the collective impairment allowance. Management amends these metrics for some or
all borrowers where they consider that the rating system metrics do not fully reflect incurred losses. This judgemental
adjustment employs an established framework and references both internal and external indicators of credit quality.

The level of the collective impairment allowance is reassessed each quarter and may fluctuate as a result of changes
in portfolio volumes, concentrations and risk; analysis of developing trends in probability of loss, severity of loss and
exposure at default factors; and management’s current assessment of indicators that may have affected the condition of
the portfolio. The balance of the collective impairment allowance is also analyzed as a function of risk-weighted assets
and is also referenced to applicable industry data.

Many of the factors have a high degree of interdependency and there is no one single factor to which the bank’s
loan impairment allowances as a whole are sensitive. It is possible that the outcomes in the next financial year could be
different from the assumptions built into the models, resulting in a material adjustment to the carrying amount of loans
and advances.

Valuation of financial instruments

The bank’s accounting policy for valuation of financial instruments is described in note 2(d). The best evidence of
fair value is a quoted price in an actively traded market. In the event that the market for a financial instrument is not
active, a valuation technique is used. The majority of valuation techniques employ only observable market data, and
so the reliability of the fair value measurement is high. However, certain financial instruments are valued on a basis of
valuation techniques that feature one or more significant inputs that are unobservable. Valuation techniques that rely to
a greater extent on unobservable inputs require a higher level of management judgement to calculate a fair value than
those based wholly on observable inputs.

The main assumptions and estimates which management considers when applying a model with valuation
techniques are:

— the likelihood and expected timing of future cash flows on the instrument. These cash flows are usually governed by
the terms of the instrument, although management judgement may be required when the ability of the counterparty
to service the instrument in accordance with the contractual terms is in doubt. Future cash flows may be sensitive
to changes in market rates. In selecting an appropriate discount rate for the instrument, management bases the
determination of an appropriate discount rate for the instrument, on its assessment of what a market participant would
regard as the appropriate spread of the rate for the instrument over the appropriate risk-free rate; and

— judgement to determine what model to use to calculate the fair value in areas where the choice of valuation model is
particularly subjective, for example, when used for valuing complex derivative products.

When applying a model with unobservable inputs, estimates are made to reflect uncertainties in fair values resulting
from lack of market data inputs, for example, as a result of illiquidity in the market. For these instruments, the fair value
measurement is less reliable. Inputs into valuations based on unobservable data are inherently uncertain because there
are little or no current market data available from which to determine the level at which an arm’s length transaction
would occur under normal business conditions. However, in most cases there are some market data available on which
to base a determination of fair value, for example historical data, and the fair values of most financial instruments
will be based on some market observable inputs even where the unobservable inputs are significant. Assumptions and
methodologies used in our models are continually reviewed and revised to arrive at better estimates of fair value.
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Given the uncertainty and subjective nature of establishing fair value for financial instruments applying models with
unobservable inputs, it is possible that financial instruments may be realized at materially different amounts than carried
on the statement of financial position.

Employee future benefits

As part of employee compensation, the bank provides employees with pension and other post-retirement benefits,
such as extended health care, to be paid after employees retire. All new employees participate in a defined contribution
pension plan; therefore, there is a lower sensitivity toward adverse economic factors than might be the case for a defined
benefit only plan. In certain cases, the amount of the final benefit may not be determined until some years into the future,
particularly for defined benefit pensions, where the payment is based on a proportion of final salary and years of service.
Although we contribute to several pension plans to provide for employee entitlements, the actual amount of assets
required depends upon a variety of factors including the actual investment return on plan assets, the rate of employee
pay raises, and the number of years over which the ultimate pension is to be paid. All defined benefit pension plans are
funded and other post-retirement benefits are unfunded.

Due to the long-term nature of the contribution and payment periods for defined benefit pension plans and other
post-retirement benefit, changes in long-term rates could have a material impact on reported other comprehensive
income. After consultation with our actuaries, we make certain assumptions regarding the long-term rate of investment
return on pension plan assets, the discount rate applied to accrued benefit obligations, the rates of future compensation
increases and the trends in health care costs. The assumptions we use and an analysis of the sensitivity of those
assumptions on our benefits expense and accrued benefit obligations are set out in note 4.

Funding requirements for the bank’s defined benefit pension plans are based on formal actuarial valuations, which
determine the cost of earnings benefits in a year, and any additional bank contributions that are required to eliminate past
service deficits over time. As a result of legislative changes, with the exception of one small plan, the bank’s pension
plans are subject to formal annual actuarial valuation. Funding requirements for the bank’s defined benefit pension
plans are based on these valuations, which determine the ‘cost of earnings benefits’ in a year, and any additional bank
contributions that are required to eliminate past service deficits over time.

On 1 January 2013, the bank has adopted the revised IAS 19 Employee Benefits. For more information on the changes
in accounting and estimated financial impact refer to the section on future accounting developments in note 1. The most
significant impact is a change in the discount rate applied to accrued benefit obligations. Under current accounting
standards, the discount rate to be applied is a long-term bond rate rather than the estimated future performance of plan
assets.

Income taxes

In establishing the income tax provision and the amount of the net future income tax asset recorded in our consolidated
financial statements, we estimate the rates at which our income will be taxed in a variety of jurisdictions in Canada
as well as expectations regarding dates of reversal of temporary differences. If the actual amounts, timing, or rates
differ from the estimates or our interpretations of the tax legislation differ from those of the federal and provincial tax
authorities, adjustments may be necessary. Details of our income tax provision and net future income tax asset are set
out in note 6.

Goodwill and intangible assets

We review goodwill and intangible assets, including internally developed computer software, for impairment at least
annually, to ensure that the fair values are in excess of carrying values. In determining the fair value of goodwill and
intangible assets, we use a variety of factors such as market comparisons, discount rates, price/earnings ratios and
income estimates. The determination of values requires management judgement in the assumptions used as well as an
appropriate method for determination of fair value. Any impairment in goodwill or intangible assets is charged to non-
interest expense in the consolidated income statements. Although there were indicators of continuing market weakness
during 2012, the carrying amount of our goodwill was not impacted by these weaknesses.

Intangibles are reviewed on a regular basis and tested as to estimates of remaining useful life as well as effectiveness
of intangible assets such as software development. As a result of a review of software under development in 2011, we
concluded that certain applications under development would not be deployed and consequently were written down.
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Accounting and Reporting Changes in 2012

There have been no significant changes to the bank’s accounting policies for 2012 as disclosed in note 2.

The bank provides services or enters into transactions with HSBC Group regarding the sharing of costs of development
by Canadian employees for certain technology platforms used by HSBC around the world. In previous periods, we have
shown the salary and related direct expenses for these employees and the recovery of these expenditures on a gross
basis as part of ‘General and administrative expenses’ and ‘Other operating income’ respectively. Effective for 2012,
the bank has reported the impact of these transactions on a net basis by reclassifying the recovery of these expenditures
from ‘Other operating income’ to ‘General and administrative expenses’. This change in presentation only affects
transactions for which there is no arm’s length mark-up on costs. Comparative data has been reclassified to conform with
the current presentation. As a result, the impact of this change is a reduction in ‘Other operating income’ and ‘General
and administrative expenses’ of $58m (2011: $75m).

The bank records a collective allowance on all items with credit risk including off-balance sheet credit instruments
such as guarantees and credit commitments. In previous years, the collective allowance related to all credit instruments
has been recorded as a deduction from ‘Loans and advances to customers’. Effective for 2012, the bank has reclassified
the portion of the collective allowance related to off-balance sheet credit instruments into ‘Other liabilities’. Comparative
data has been reclassified to conform with the current presentation. As a result, the impact of this change is an increase
in ‘Loans and advances to customers’ and ‘Other liabilities” of $80m (2011: $73m).

The bank operates a call center which exclusively services the global Commercial Banking business. In prior periods,
expenses and related recharge income from other HSBC Group companies were included in ‘Total operating expenses’
and ‘Other operating income’ respectively, within the ‘Other’ global business segment. Effective for the third quarter
of 2012, the call center expenses and related recharge income have been reclassified from the ‘Other’ global business
segment to the ‘Commercial Banking’ global business segment in order to more appropriately reflect these transactions
within the global business segment benefitting from these services. Comparative data has been reclassified to conform
with current presentation. Accordingly, expenses included in ‘Total operating expenses’ of $4m and $15m for the quarter
ended 31 December 2011 and for the year ended 31 December 2011 respectively, were reclassified. In addition, recharge
income included in ‘Other operating income’ of $4m and $14m for the quarter ended 31 December 2011 and for the year
ended 31 December 2011 respectively, was reclassified.

The above reclassifications don’t have an impact on the consolidated income statement or shareholders’ equity.
The bank has implemented enhanced disclosure requirements under IFRS 7 relating to transfers not qualifying for

derecognition in note 15.

Off-Balance Sheet Arrangements

As part of our banking operations, we enter into a number of off-balance sheet financial transactions that have a financial
impact, but may not be recognized in our consolidated balance sheets. These types of arrangements are contingent and
may not necessarily, but in certain circumstances could, involve us incurring a liability in excess of amounts recorded in
our consolidated balance sheets. These arrangements also include financial and performance guarantees, documentary
and commercial letters of credit, and derivative financial instruments.

Guarantees and letters of credit

We routinely issue financial and performance guarantees and documentary and commercial letters of credit on behalf of
our customers to meet their banking needs. Guarantees are often provided on behalf of customers’ contractual obligations,
particularly providing credit facilities for customers’ overseas trading transactions and in construction financings. Letters
of credit are often used as part of the payment and documentation process in international trade arrangements. Although
guarantees and letters of credit are financial instruments, they are considered contingent obligations and the notional
amounts are not included in our consolidated financial statements, as there are no actual advances of funds. Any payments
actually made under these obligations are recorded as loans to our customers. In accordance with accounting standards
for financial instruments, we record the fair value of guarantees made on behalf of customers.
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For credit risk management purposes, we consider guarantees and letters of credit to be part of our clients’ credit
facilities, which are subject to appropriate risk management procedures. Guarantees and letters of credit are considered
to be part of our overall credit exposure, as set out in the analysis of our loan portfolio on page 41 of the MD&A.

Derivative financial instruments
As part of our overall risk management strategy, we enter into a variety of derivatives to manage or reduce our risks in
certain areas. Derivatives are also offered as part of our product suite to meet the needs of our customers.

Forward foreign exchange transactions are transactions where we agree to exchange foreign currencies with our
counterparties at a fixed rate on a future date. Interest rate swaps are agreements to exchange cash flows of differing
interest rate characteristics. Other derivatives comprised equity, energy, commodity and other foreign exchange and
interest rate based transactions.

We use derivatives to limit our exposure to interest rate risk on loans and deposits with differing maturity dates,
or foreign currency assets and liabilities of differing amounts. Mismatches in currency or maturity dates could expose
us to significant financial risks if there are adverse changes in interest rates or foreign exchange rates. The use of
derivatives is subject to strict monitoring and internal control procedures as set out in our risk management section
of the MD&A.

Our accounting policies on recording the impact of derivatives are set out in note 2(k). Quantitative information
on our derivative instruments is set out in note 11.

Disclosure Controls and Procedures and Internal Control Over Financial Reporting

Management’s responsibility for financial information contained in our Annual Report is set out on page 62.

Disclosure controls and procedures

Disclosure controls and procedures are designed to provide reasonable assurance that all relevant information required
to be disclosed in reports filed or submitted under Canadian securities laws is recorded, processed, summarized and
reported within the time periods specified under those laws. These include controls and procedures that are designed to
ensure that information is accumulated and communicated to management, including the CEO and the CFO, to allow
timely decisions regarding required disclosure.

As of 31 December 2012, management evaluated, under the supervision and with the participation of the CEO and
the CFO, the effectiveness of our disclosure controls and procedures as defined by the Canadian securities regulatory
authorities under National Instrument 52-109. Based on that evaluation, the CEO and the CFO have concluded that the
design and operation of these disclosure controls and procedures are effective as of 31 December 2012.

Internal control over financial reporting

Internal control over financial reporting is designed to provide reasonable assurance regarding the reliability of financial
reporting and preparation of the consolidated financial statements in accordance with IFRS. Management is responsible
for establishing and maintaining adequate internal control over financial reporting. These controls include those policies
and procedures that: pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the
transactions and dispositions of the assets of the bank; provide reasonable assurance that transactions are recorded as
necessary to permit preparation of the consolidated financial statements in accordance with IFRS, and that receipts and
expenditures of the bank are being made only in accordance with authorizations of management and directors of the
bank; and provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the bank’s assets that could have a material effect on the consolidated financial statements. Because of
the inherent limitations, internal control over financial reporting may not prevent or detect misstatements on a timely
basis. Furthermore, projections of any evaluation of the effectiveness of internal control over financial reporting to future
periods are subject to the risk that the controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.
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Management has evaluated, under the supervision of and with the participation of the CEO and the CFO, the design
and effectiveness of the internal control over financial reporting as required by the Canadian securities regulatory
authorities under National Instrument 52-109. This evaluation was performed using the framework and criteria
established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. Based on this evaluation, management has concluded that internal control over financial
reporting was effective as at 31 December 2012.

Changes in internal control over financial reporting
There were no changes in our internal control over financial reporting during the year ended 31 December 2012 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

Related Party Transactions

We enter into transactions with other HSBC affiliates as part of the normal course of business, such as banking and
operational services. In particular, as a member of one of the world’s largest financial services organizations, we share
in the expertise and economies of scale provided by the HSBC Group. We provide and receive services or enter into
transactions with a number of HSBC Group companies, including sharing in the cost of development for technology
platforms used around the world and benefit from worldwide contracts for advertising, marketing research, training and
other operational areas. These related party transactions are on terms similar to those offered to non-related parties and
are subject to formal approval procedures that have been approved by the bank’s Conduct Review Committee.

Further details can be found in note 32.
HSBC Group companies hold certain of our debentures, preferred shares and common shares. For further information

refer to notes 24 and 27.

Dividends

Dividends on our shares declared and paid, and distributions per unit on our HSBC HaTS™ in each of the last three years
were as follows:

2012 2011 2010
Preferred Shares Class 1 ($ per share)
SETIES € oottt 1.275 1.275 1.275
SETIES D ot 1.250 1.250 1.250
SETIES E it 1.650 1.650 1.650
Preferred Shares Class 2 ($ per share)
SEIIES B .oiieviiiiieieieeie sttt 0.310 0.310 0.310
HSBC HaTS™ ($ per unit)
SErieS 20107 ...eiiiiiieieieee ettt eneas - - 77.80
SErIES 2015 ittt enas 51.50 51.50 51.50
Common Shares ($ MillioNS) ......cceeveeverieieiriirieieeeeeeee e 330 300 280

1 Units were redeemed on 31 December 2010.
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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. Our investment grade ratings were
confirmed by S&P in December 2012 and amended downward one notch by DBRS in February 2013 concurrent with
similar rating actions on our ultimate parent, HSBC Holdings. Our investment grade ratings are comparable to those
assigned to Canadian banks.

Our credit ratings are as follows:

S&P DBRS®
ShOTt-termM INSEIUMENLS. ... .evieiietieeieiieteeeeie et ete et eee e eteeseeaeste e esesreessesseeaeas A-1+ R-1 (middle)
Deposits and SENnior debt..........ceiverieieiririeieieiseeee e AA— AA (low)
SubOrdinated debt .........ccieieiieiieiieiieiceeee et A A (high)
Preferred SNATES........ccvievieiiiiieiieieieett ettt ettt P-1 (Low)! Pfd-2
HSBC HATS™ ...ttt es e es e eaenens P-1 (Low)! BBB (high)

1 Based on S&P's Canadian national preferred share scale. Ratings are ‘A—"on S&P global preferred share scale.

Risk Management
(Certain information within this section, where indicated, forms an integral part of the audited consolidated
financial statements)

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 are capital management, credit, liquidity and funding, market, structural, operational, regulatory,
reputational and strategic risks. The management of these risk categories is discussed below.

The approach to risk management is based on our clearly defined risk management framework, the purpose of which
is to allow us to balance the level of risk taken with our business objectives in order to achieve consistent and sustainable
performance over the long term, while remaining within our risk appetite.

Overview (dudited)

Due to the breadth and depth of our business activities, our customer segments, our regulatory requirements and the
competitive landscape, effective risk identification and management are essential to the bank’s ongoing success. By
establishing an effective and comprehensive enterprise-wide risk management framework, the bank identifies, assesses
measures, mitigates and monitors its risk exposure and its complex interdependencies to ensure appropriate balance
between risk and reward in order to maximize shareholder return.

The bank’s enterprise-wide risk management framework consists of three key elements:
— Risk Governance and Oversight;
— Risk Appetite; and
— Risk-Based Capital Management.

The bank’s risk governance structure ensures full independence from our lines of business and our operations. It
allows for three distinct lines of defence. The first line consists of the lines of business that are accountable for effective
risk management covering all risks to which the operation is exposed in day-to-day activities. The lines of business are
responsible for implementing processes to identify, mitigate and monitor risks within a control environment that is in line
with the bank’s established risk appetite. The second line consists of control functions and/or risk sub-committees who
provide independent oversight and monitor the effectiveness of risk management policies and procedures designed to
ensure the bank’s risk appetite is observed. The second line of defence is responsible for establishing and implementing
a framework for risk identification, measurement and control, formulates policies and monitors material risks using key
indicators and exception reporting against defined risk appetite and tolerances. Internal Audit serves as the third line
of defence by providing independent assurance regarding the effectiveness of the first and second lines of defence in
fulfilling their mandates and managing risk accordingly.
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The risk appetite framework consists of our Risk Appetite Statement and supporting key risk metrics and is used to
describe and set the quantum and types of risk that the bank is prepared to take on the basis of its core values, strategy,
and risk management competencies by relating the level of risk the bank decides to take to the level of capital required to
support it. The fundamental objective of the risk appetite is to introduce a more explicit and consistent consideration of
risk and capital into the bank’s strategy formulation, business planning process, and associated target setting, execution,
measurement, and reporting processes.

The bank’s capital management framework is used to assess the amount of capital considered adequate to cover
all current and future risks. Within it the bank uses risk-based capital methodologies, models, tools and measures
to determine regulatory capital requirements, economic capital and scenario analysis and stress testing. These risk
management tools are also used to manage risk relative to expected losses that may impact net income. While these
processes are underpinned by policies and standards covering model development, approval and ongoing review, expert
panels provide sound judgement to challenge these processes with the aim of avoiding excessive reliance on quantitative
risk methodologies and models.

We continue to leverage HSBC Group resources to enhance our risk management infrastructure, to strengthen
capabilities, to examine proactively the regulatory landscape and to benchmark against best practices, allowing us to
keep abreast with current and future challenges.

Risk Governance and Oversight (Audited)
The bank has established a risk governance framework that clearly defines the risks faced by the organization, the
appetite levels for those risks, and appropriate mechanisms for monitoring them.

Risk governance is positioned at the uppermost level of the bank. The Board oversees a strong risk culture that
is conservative yet competitive. Through the Executive Risk Management Committee (‘RMC’) and the Audit and
Risk Committee (‘ARC’), the Board of Directors provides the risk discipline and structure necessary to achieve
business objectives that align with risk strategy. Extensive and timely communication between the Board and executive
management ensures that key risks are identified and key information is shared regularly.

Executive Management Committees (Audited)

The bank maintains an effective committee structure as defined by corporate governance best practices. Each committee
has specific, clear and attainable objectives. Representation on committees is designed to achieve efficiency and avoid
overlap and duplication. Business and support functions provide the committees with timely and comprehensive
information regarding their respective risk management initiatives and activities. The Chief Risk Officer participates
on all committees, providing strategic direction, a singular point of accountability and a centralized channel for the
identification and management of current and emerging risks across all areas.

Risk Management Committee

Established by the ARC of the Board of Directors, the RMC provides enterprise-wide risk governance and management
and assurance regarding the soundness and effectiveness of overall risk management initiatives. It ensures the
following:

— That risk identification, assessment and mitigation mechanisms are in place and effective;
— That the bank has a balanced risk-return profile; and
— That the bank’s capital is adequate to support risks.
The RMC mandate includes:
— Identifying and measuring emerging risks;

— Developing appropriate risk management policies and procedures to identify, assess and control material risks on an
enterprise-wide basis, including business continuity planning;

— Providing direction regarding our overall risk philosophy and appetite, including the acceptability of new, modified
or unusual risk and ensuring risk appetite is appropriately aligned with local, regional and global conditions;

— Ensuring business risk is balanced against economic return;

32



— Monitoring adherence to risk management policies and procedures;

— Reporting policy or major practice changes, unusual situations, significant exceptions, and new strategy or products
to our Executive Committee and, where appropriate, to the ARC and, where required, the Board of Directors for
review, ratification and/or approval; and

— Maintaining strategic oversight of policies and limits associated with credit and market risks.

To assist the RMC in fulfilling its mandate, responsibility for the bank’s inherent risk stemming from significant
business activities are assigned to the following key sub-committees for direct management and oversight:

— Asset & Liability Committee (‘ALCO’)
— Operational Risk and Internal Control Committee (‘ORICC”)
— Model Oversight Committee (‘MOC’)

Asset & Liability Committee

A sub-committee of the RMC, ALCO’s focus is the management of interest rate and liquidity risk to ensure the bank
meets asset and liability management objectives such as the efficient allocation and utilization of resources, enhancement
of economic profit and management of all balance sheet risks.

Operational Risk & Internal Control Committee

ORICC’s mandate is to provide governance and strategic oversight of the operational risk framework, including
the identification, assessment and monitoring of all operational risks. ORICC challenges risk limitation and control
strategies proposed by the business through the review of business level operational risk management activity. ORICC is
responsible for making specific recommendations to ensure that the bank maintains an effective operational risk program
that meets both internal and regulatory standards and is independent from day-to-day operations.

Model Oversight Committee

The MOC was created to support a robust model governance process for key bank models in light of growing reliance
on financial modelling and increased attention to model governance by regulators. The MOC was established to provide
effective and independent challenge of models and assumptions upon which they are based.

Risk Management Group (Audited)

The Risk Management Group provides an independent, enterprise wide, forward-looking Risk Management Framework
to effectively manage the risk which are inherent to the bank’s activities. The Chief Risk Officer (‘CRO’) is responsible
for leading the group and reports to the RMC and the ARC of the Board of Directors on the risk profile of the organization
and its performance relative to risk appetite at least quarterly.

The Risk Management Group is responsible for:

— Ongoing development of processes and systems to identify, measure, track, report, evaluate and actively manage the
broad spectrum of risks to which the bank is exposed;

— Setting of Risk appetite thresholds and policies in line with the bank’s strategy and capabilities and the macro-
economic and financial environment with consideration of the impact of potential stress scenarios; and.

— Monitoring adherence to standards and risk appetite thresholds.

Internal Audit (Audited)

The mission of the Internal Audit department is to provide independent, objective assurance and consulting services
designed to add value and improve the organization’s operations in accordance with guidelines established in the HSBC
Group Audit Standards Manual. Its scope is to ensure that:

— Risks are identified and managed;
— Information is accurate, reliable, and timely;
— Information is compliant with policies, standards, and procedures; and,

— Laws and regulatory issues impacting the organization are recognized and addressed appropriately.
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Risk Appetite (dudited)

Risk Appetite is a key component of our management of risk and describes the type and level of risk we are prepared to
accept in delivering our strategy. Embedding the statement into our decision making processes and the related monitoring
and reporting framework is an area of continued focus.

The core philosophy behind our risk appetite includes the maintenance of:
— A strong balance sheet, financial results and capital position;
— Conservative liquidity management, with a diversified funding structure;
— Strong brand and accountability towards our shareholders; and
— Strong risk management, where risk must be commensurate with returns.

Our enterprise-wide risk appetite defines the risk levels and types of risk the bank is willing to accept given our
strategic objectives, risk principles and capital capacity. We utilize quantitative and qualitative measures across strategic
and operational dimensions to establish key metrics and a rational risk assessment of the bank.

With regular monitoring and evaluation of our risk appetite, our framework provides:
— Enhanced confidence in the appropriateness of the bank’s risk profile;

— Improved executive management control and coordination of risk-taking and risk-mitigating activities given the
capital consumption across various businesses;

— Reinforcement of the alignment of risk policies and resources with business objectives; and

— Enhancement of the effectiveness of our risk governance structure through monitoring of business performance using
the risk appetite metrics.

With the risk appetite integrated into our planning process, and providing the framework for subjecting new business
initiatives to a risk review, moving forward it will promote further alignment of risk and return and transparency around
risk measures.

Risk-Based Capital Management (dudited)
The bank has adopted and implemented the Basel II framework, which is structured around three pillars:

— Pillar 1 relates to minimum regulatory capital requirements.

— Pillar 2 refers to the internal capital adequacy assessment process (‘ICAAP’), which is subject to the Supervisory
Review and Evaluation Process carried out by OSFI.

— Pillar 3 relates to market discipline by publishing capital and risk management practices.

Objectives, policies and procedures (4udited)

Our objective in managing our financial capital resources include: generating shareholder value while supporting
business activities including the asset base and risk positions; providing prudent depositor security; and exceeding
applicable regulatory requirements and long-term internal targets.

The bank’s capital management principles and related policies define the ICAAP by which management examines
the bank’s risk profile from both regulatory and economic capital viewpoints and ensures that the level of capital:

— Supports our risk profile and outstanding commitments;

— Exceeds our formal, minimum regulatory capital requirements by an agreed margin;

— Withstands a severe economic downturn stress scenario; and

— Remains consistent with our strategic and operational goals, and shareholder and rating agency expectations.

Our approach includes using appropriate risk and financial metrics and targets in assessing capital adequacy in the
context of its current position and various possible scenarios. In addition in order to maintain the most cost effective
capital structure, we redeem or issue capital instruments as deemed necessary.
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Capital managed and capital adequacy regulations and ratios (Audited)

Total capital comprises both Tier 1 and Tier 2 capital. Tier 1 capital is the permanent capital of the bank, comprising
common shareholder’s equity, qualifying non-cumulative preferred shares, qualifying innovative capital instruments,
contributed surplus, retained earnings and certain other adjustments. Tier 2 capital includes subordinated debentures
together with certain other adjustments. There are restrictions on the amount of Tier 2 capital as a percentage of total
capital that qualifies in the calculation of capital adequacy.

OSFI regulates capital adequacy for Canadian federally incorporated financial institutions including banks. OSFI’s
regulations are based on international standards set by the Bank for International Settlements. Although the Bank for
International Settlements sets minimum limits for financial institutions to maintain 4% and 8% Tier 1 and total capital
ratios (as a percentage of risk-weighted assets), respectively, OSFI recommends Canadian banks maintain minimum
Tier 1 and total capital ratios of 7% and 10%, respectively. The bank maintained ratios that satisfied these requirements
in both 2012 and 2011.

Minimum regulatory capital requirements (Audited)

The bank calculates its minimum capital requirements in accordance with the Basel II framework, which aligns
regulatory capital requirements with the risk profile of the bank. Of the various approaches available in the framework,
the bank has adopted the Advanced Internal Ratings Based (‘AIRB’) approach for calculating capital requirements for
credit risk. The AIRB approach allows the bank to use internal estimates for certain risk measures, including probability
of default (‘PD’), loss given default (‘LGD”), exposure at default (‘EAD”) and effective maturity for calculating risk-
weighted assets for credit risk. For operational risk, the bank has adopted the Standardized approach. Operational risk
capital is required to cover the risk of loss resulting from inadequate or failed internal processes, people and systems or
from external events. Under the Standardized approach, the capital required is calculated by applying a specific factor,
ranging from 12% to 18%, to the gross income of specific business lines.

Capital requirements for credit risk for HSBC Financial Corporation Limited are calculated using the Standardized
approach. Under this approach, risk weightings prescribed by OSFI are used to calculate risk-weighted assets for
credit exposures.

Introduction of Basel III capital and liquidity rules (Unaudited)

In December 2010, the Basel Committee on Banking Supervision issued two framework documents detailing new
regulatory standards for bank capital adequacy and management of liquidity risk, which together are commonly referred
to as ‘Basel III’. In February 2011, OSFI endorsed the implementation of both frameworks in Canada commencing
1 January 2013. The goal of the reforms is to strengthen the banking sector by improving its ability to absorb losses,
enhancing its risk management and governance, as well as strengthening its transparency and disclosure.

Refer to the liquidity and funding risk section for a discussion of the liquidity framework.

The capital framework significantly revises the definitions of regulatory capital and introduces the requirement that
all regulatory capital must be able to absorb losses in a failed financial institution. Capital instruments issued prior to
1 January 2013 that do not meet the new requirements will be phased out as regulatory capital over a ten year period
commencing 1 January 2013. Certain other regulatory adjustments will be phased in from 2014 to 2018. The framework
also emphasizes common equity as the predominant component of Tier 1 capital by adding a minimum common equity
to risk-weighted assets (‘CET1’) ratio. The Basel III rules also call for the implementation of a capital conservation
buffer, which could be drawn upon in periods of stress, as well as countercyclical capital buffer. In guidance issued in
December 2012, OSFT has set targets for capital ratios of 7.0% for CET1 by the first quarter of 2013, and 8.5% for total
tier 1 and 10.5% for total capital by the first quarter of 2014.

Based on our interpretation, capital ratios at 31 December 2012 calculated under the Basel III framework were 10.8%
for CET1, 13.8% for Tier 1 and 15.8% for Total capital.
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Regulatory capital (Audited)
The components of our regulatory capital and our actual regulatory capital ratios are stated in the tables below.

2012 2011
$m $m
Tier 1 capital
COMIMON SHATES.....cvviiieeiieceteee ettt ee e eete e e eeae e e etteeeeareeeetaeeeeteeeereeeennes 1,225 1,225
REtaiNed CaIMINES ... ..c.eeieeiieieieie ettt ettt ettt naeas 2,680 2,363
Non-cumulative preferred Shares..........ocooeeieriieiiiiiiieeeeeeee e 946 946
Non-controlling interests in trust and subsidiary’..........ccccoccoeirierininienenieee, 230 230
Securitization-related deductions and other............c.ccoceeviiiiiiiiecicecee e Q)] 9
GOOAWILL ..ttt sttt be st es et seesesseneas (23) (24)
Total Tier 1 CaPItAl ...c.eevviiieiieiiit et ee e e e 5,053 4,731
Tier 2 capital
Subordinated deDENTUIES .........ccveveuiriiriiieieieeree e 760 752
Eligible general and excess alloWancCes ............ecveeririeieirinienieieeeieseieeeee s 68 163
Securitization-related dedUCtioNS...........c.ccvivviiieiiriiiieieie ettt Q) )
Total TIeT 2 CAPILAl .....eeuieiiieieiee ettt 823 906
Total capital available for regulatory PUrPOSES .......c.eeverierieeieierieeieie e 5,876 5,637
Core TieT 1 CaPILAI.....ooiiiiieieieee ettt sttt be s naesbeeseeneenneas 3,877 3,555
Total risk-Weighted aSSELS’ .......cciiiieieeieieie et 36,668 35,322

1 Includes $200m on HSBC HaTS™ (2011: $200m)
2 Total Tier 1 capital less non-cumulative preferred shares and non-controlling interest in trust and subsidiary
3 Unaudited

The bank remained within its required regulatory capital limits during the year ended 31 December 2012.

Regulatory capital ratios (Unaudited)

2012 2011
Actual regulatory capital ratios
THET 1 CAPTLAL ..ttt ettt 13.8% 13.4%
TOtal CAPILAL......eeuiiiiciieee e 16.0% 16.0%
Core Tier 1 CaPItal......ccouiieiiiieieie e 10.6% 10.1%
Actual assets-to-capital Multiple.........cccooeeieiiiinieeeeee e 13.1x 13.1x
Required regulatory capital limits
Minimum Tier 1 Capital ........oooviriiiiiiieeeiee et 7.0% 7.0%
Minimum Total Capital..........ocoeriiiiiiiiieieeeee e 10.0% 10.0%
Maximum assets-to-capital Multiple.........coceriiiriieiiniiieeceeeee e 20.0x 20.0x

Internal Capital Adequacy Assessment Process (‘1CAAP”) (Unaudited)

ICAAP is the primary component of the bank’s capital management framework. The underlying aim of the ICAAP
process is to enhance the link between the bank’s risk profile, its risk management systems, and its capital. Objectives
include the development of sound risk management processes that identify, measure, and monitor risks to adequately
assess all the key areas of capital planning to ensure sufficient capital is maintained to cover off all risks.

The ICAAP program encompasses the following key risk management components:
— Risk Identification and Inventory;
— Risk Assessment and Measurement;

— Stress Testing;
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— Capital Planning and Management; and
— Risk Monitoring and Reporting.

Risk Identification and Inventory
Identifying current and emerging risks is fundamental to risk management. It is important for the organization to
understand and be aware of all risks that it currently or could potentially face in its day-to-day operations.

Risk Assessment and Measurement

Risk and capital are closely linked. Two types of capital include Regulatory Capital, which is the capital the bank
is required to hold as determined by the rules established by international and local regulators. The second type is
Economic Capital, which the bank defines as the resources necessary to cover unexpected losses arising from any
risk, which it accepts in the form of discretionary or non-discretionary risk through its operations. This is at the core
of the ICAAP process and is essential to ensure that the bank is sufficiently capitalized to mitigate all risk types that
it has identified and measured on a quantitative or qualitative basis in order to arrive at a test of capital sufficiency.
The principal quantitative technique used to measure risk in ICAAP is the use of economic capital models, which are
calibrated to a common confidence interval on a loss distribution and measured over a one-year time horizon.

Stress Testing

A key principle under Pillar 2 of the Basel II framework includes an expectation that banks be able to demonstrate how
they will meet their capital requirement through a three-to-five year period including the possibility of a severe economic
downturn or business event occurring. Stress testing is a risk management technique used to evaluate the potential effects
on an institution’s financial condition, on a set of specified changes in risk factors corresponding to extreme but plausible
events. Stress testing allows senior management to formulate management action in advance of conditions starting to
reflect the stress scenarios identified. The bank’s enterprise-wide stress testing exercise must determine the impact of
common scenarios on an enterprise-wide basis, including the potential impact on all risk types, and on the financial
results of the bank including income statement, balance sheet, capital ratios and liquidity.

Capital Planning and Management

The bank maintains a capital management policy, which is approved annually by the ARC and HSBC Holdings. This
policy places significant reliance on the linkage between the internal assessment of risk, the strategic business planning
process and the management of capital. The principles and policies which guide the bank’s internal capital planning and
management activities are:

— To exceed at all times applicable regulatory capital requirements and long-term targets;

— To generate shareholder value through the efficient allocation of economic capital to support business activities
including the asset base and risk positions;

— To remain consistent with our strategic and operational goals, as well as with expectations of shareholders and rating
agencies;

— To provide prudent depositor security;
— To maintain a capital position commensurate with the overall risk profile and control environment; and
— To be capable of withstanding a severe economic downturn stress scenario.

As noted above, ALCO has overall responsibility for capital management. It is chaired by our CFO and includes
the CEO, Chief Operating Officer, and our senior executives responsible for credit, risk management, treasury and
capital management. The Capital Governance Group, also chaired by the CFO, reports to ALCO and is responsible for
managing the formal governance over the bank’s ICAAP.

Our Finance and Treasury departments manage compliance with our policies daily, with monthly monitoring by ALCO.
In order to maintain the most cost effective capital structure, we redeem or issue capital instruments as deemed necessary.

Risk Monitoring and Reporting

Through the governance structure, senior management and the ARC regularly receive reports to monitor the bank’s risk
exposures and processes to ensure that business activities are operating within approved limits or guidelines, and are
aligned to its risk appetite. These reports also provide a clear statement of the amounts, types, and sensitivities of the
various risks in the bank’s portfolios.
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Market Discipline (Unaudited)

The Pillar 3 framework provides market discipline by providing a set of risk disclosure schedules which allow market
participants to assess key pieces of information on the bank’s capital, risk exposures and risk assessment processes. The
disclosures are made quarterly on the bank’s website for the benefit of the market. These disclosures complement the
minimum capital requirements (Pillar 1) and the ICAAP and supervisory review process (Pillar 2).

Credit risk (Audited)

Credit risk is the risk of financial loss if a customer or counterparty fails to meet its contractual obligations. It arises
principally from direct lending, trade finance and the leasing business, but also from certain off-balance sheet products
such as guarantees and counterparty credit risk on derivatives, and from our holdings of certain types of securities,
particularly debt securities.

The bank’s credit risk management objectives are to:
— Maintain a strong culture of responsible lending, supported by a robust risk policy and control framework;

— Partner and challenge business originators effectively in defining and implementing risk appetite and its re-evaluation
under actual and scenario conditions; and

— Ensure independent, expert scrutiny and approval of credit risks, their costs and their mitigation.
Credit Culture (Audited)

The bank has a strong and established credit culture and discipline that enables it to achieve and maintain high quality
assets. We are dedicated to managing our credit risk exposure while enhancing risk-adjusted returns.

The pillars of our credit culture are:
— Clear policies and guidelines;
— Approval and controls;
— Credit discipline;
— Capital discipline; and
— Credit systems and methodologies.

Across all levels, the bank has established clear credit principles, policies, procedures and guidance that direct our
credit activities. Credit risk management is appropriately independent from business line management. Our thorough
adjudication process ensures right and timely credit decisions made through adherence to approvals and limits as well
as feedback and concurrent controls.

The bank adopts a proactive approach to manage and monitor our credit portfolio through:
— The regular review of facilities;
— The implementation of a framework for the consistent articulation of risk appetite;

— Central monitoring and management of credit concentrations as it relates to industries/sectors, products, customers
and customer groups; and

— Continual development and deployment of improved techniques for measuring and evaluating risk and for optimizing
risk-adjusted return on capital.

Credit risk is managed in accordance with the bank’s credit policy, which is established in consultation with HSBC
Group and approved by the ARC. Risk limits and credit authorities are delegated to senior credit management staff. Credit
risk exposures in excess of certain levels or other specific risk attributes are referred for concurrence to HSBC Group to
ensure they remain within HSBC Group’s global risk limits.
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The bank places the highest importance on the integrity and quality of its credit portfolio and has stringent policies to
avoid undue concentration of risk. Our RMC and ARC meet quarterly to review portfolio credit quality, geographic, product
and industry distributions, large customer concentrations, adequacy of loan impairment allowances and rating system
performance. Policies relating to large customer limits and industry, product and geographic concentration are approved by
the ARC, in line with HSBC Group policy. All new and renewed major authorized facilities, derivative exposures, “watch-
list” exposures and impaired facilities are also reported quarterly to the ARC. The appetite for credit risk is expressed
through portfolio level limits on specific segments, e.g. commercial real estate, as well as through Commercial and Personal
Lending Guidelines that conform with HSBC Group guidelines. These are disseminated throughout our business along
with various credit manuals. The ARC is advised of any material changes in guidelines through the quarterly monitoring
process noted above.

Beginning in 2013, business line lending limits will be withdrawn and our Credit Department will review and adjudicate
all credit risk to strengthen our portfolio management. We have a disciplined approach to managing credit risk through
ongoing monitoring of all credit exposures at branches, with weaker quality credits being reviewed at more frequent time
intervals. Problem and impaired loans are identified at an early stage and are actively managed by a separate dedicated
Special Credit Management unit which possesses the relevant expertise and experience.

Exposure to banks and financial institutions involves consultation with a dedicated unit within the HSBC Group that
controls and manages these exposures on a global basis. Similarly, cross border risk is also controlled globally by this unit
through the imposition of country limits.

A review of all credit matters undertaken by our branch and head office credit managers is completed regularly by our
internal auditors to ensure all our policies, guidelines, practices, conditions and terms are followed.

We manage real estate lending within well-defined parameters, with an emphasis on relationship and project
sponsorship for all new transactions. We are actively managing the exposure level and composition of this portfolio given
its concentration in our credit portfolio. Where we are dependent upon third parties for establishing asset values, consistent
and transparent valuations are ensured through maintaining a list of approved professionals that meet our standards.

Credit risk rating framework (Audited)
Under Basel II, two principal approaches are available for measuring credit risk: AIRB and Standardized. Most of the
bank’s credit risk exposure is measured using the AIRB approach.

Under the AIRB approach, the bank’s credit risk rating framework incorporates PD of an obligor and loss
severity expressed in terms of EAD and LGD. These measures are used to calculate expected loss and minimum
capital requirements. They are also used in conjunction with other inputs to inform rating assessments and other risk
management decisions.

All estimates are subject to pre-implementation and post-implementation validation and/or monitoring, including a
variety of tests designed to ensure the ongoing accuracy and validity of the data used.

For wholesale business (bank, sovereign and corporate), obligor PD is estimated using a 23-grade Customer Risk
Rating scale, of which 21 are non-default ratings representing varying degrees of strength of financial condition, and
two are default ratings. Scores generated by models and/or scorecards for individual obligors are reviewed by credit
approvers. The final approved customer risk ratings are mapped to a PD value range of which the ‘mid-point’ is used in
the regulatory capital calculation.

Models for LGD/EAD estimation for wholesale business (bank, sovereign and corporate) were developed within
HSBC Group’s framework of basic principles, which permits flexibility in the application of parameters by HSBC’s
operating entities to suit conditions in their own jurisdictions. EAD is estimated to a 12-month horizon and is, broadly
speaking, the sum of current exposure and, where applicable, an estimate for future increases in the exposure. LGD is
expressed as a percentage of EAD.
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For all retail business, exposures are segmented into homogeneous pools of accounts with similar risk characteristics.
PD, LGD and EAD parameters are estimated for each pool based on observed historical loss data. The segmentation of
exposures into different pools is carried out every month based on the characteristics associated with the exposures at
the time of monthly review while the risk measures applied to the exposures are based on the measures associated with
the pools that have been derived using data over an entire economic cycle.

HSBC Financial applies the simplified Standardized approach with the Basel II framework to calculate the risk
weighting of credit exposures.

Stress testing and sensitivity analysis (Unaudited)

In order to estimate both expected and unexpected losses under extreme, but plausible scenarios, we have established a
framework for conducting stress testing around our credit portfolios. These scenarios are used to inform management
about risks in the portfolio and implications for both capital requirements and income statement impacts. Stress testing
also plays an important role in the ICAAP process.

Scenarios considered may be wide ranging, such as macroeconomic stresses or focused on particular industry or other
portfolio issues. While there are a wide range of techniques that can be employed in such stress testing, our aim is to
produce an estimate of potential outcomes and their likelihood of occurrence. Therefore a combination of quantitative
and qualitative approaches is employed. There is naturally a significant degree of interpretation in these stress tests and
therefore a range of outcomes is typically provided for management’s review.
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Maximum exposure to credit risk (4udited)

The following table presents the maximum exposure to credit risk of balance sheet and off-balance sheet financial
instruments, before taking into account any collateral held or other credit enhancements. For on-balance sheet financial
assets, the exposure to credit risk equals their carrying amount. For financial guarantees, the maximum exposure to credit
risk is the maximum amount that we would have to pay if the guarantees were called upon. For loan commitments and
other credit-related commitments that are not unconditionally cancellable, the maximum exposure to credit risk is the

full amount of the committed facilities.

On balance sheet
Cash and balances at central Banks..........cc..ooovviiiiuiiiiiiiieieeceee et
Items in the course of collection from other banks..........c.ccocovvieiiiiviiiiiiiiicieecee e

TTAQING ASSELS..eevvevieeieiietietteteete ettt et e ett et e steeseestesteeseessesteeseessesseeseensesseessessessenssensesens
Treasury and other eligible illS.........cccooieiiiiiiiiieiiee e
DIEDt SECUITLIES.. ...ttt ettt
EQUILY SECUITEIES ...ttt ettt ettt ee e
CUStOMET tradiNg ASSELS ....e.veeueetiitieiesiesteeiete sttt ettt ettt ettt enee st e et eeesbeseeeneeneeee
Bankers’ aCCEPLANCES ......ccueiueeiiriiiiieieie ettt ettt sttt ene e e
Less: securities not exposed to credit TiSK........ooeeveriieeieriieeieieeeeee e

DIETIVALIVES ..ttt ettt e et e e et e e eaaeeeeas e e eeseeeenaeeeeareeeesneeeenseeereeeennes

Loans and advances held at amortized COSt........oovvviiiiiiiiiiieeree e

Loans and advances t0 DanKS ..........c.oovvviiiiiiiiiiiecee et
Loans and advances t0 CUSLOIMETS .......cccuviieiuiieiiieeceeeeeieeeeeeeeetteeeeteeeeaeeeeaeeeenaeeens

Financial investments — available for Sale ...........oooviiviiiiiiiiiiieceeeeceeeee e

Treasury and other Similar DillS..........ccoieeiiiiiiiiiie e
DEDt SECUTTLIES ...ttt
Less: Securities not exposed to credit TiSK.......c.evvverereriiiinenicieeseeee e

Other assets
Customers’ liability under aCCePtanCes..........coveeverieriirieiienieeieeseeeee et
Accrued INcome and Other .........coiieiiiiiieiei e

Total on balance SKEet...............ccoveiiiiiiiiiiie e

Off-balance sheet
FInancial gUATANTEES. .......ccuieuieieieieeieieste ettt ettt saeseeneeneeneas
Loan and other credit-related COMMItMENTS ........cccveiiviiiiiiieeiee e

Total maximum exposure to credit risk

2012 2011
$Sm $m
4 2
90 104
5,250 4,549
308 245
2,092 2,034
20 29
262 304
2,590 1,975
(22) (38)
1,810 2,203
47,052 48,887
1,480 4,530
45,572 44 357
20,402 19,168
2,308 1,716
18,103 17,452
)] -
4,737 4,059
290 360
79,635 79,332
3,083 2,641
36,918 38,003
119,636 119,976
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Collateral and other credit enhancements (4udited)

Our lending policy assesses the customer’s capacity to repay, rather than relying excessively on the underlying collateral
security. Depending on the customer’s standing and the type of product, some facilities may be unsecured. Nevertheless,
collateral is an important mitigant of credit risk.

The principal collateral types are as follows:
— in the personal sector, mortgages over residential properties or charges over other personal assets being financed;

— in the commercial and industrial sector, charges over business assets such as land, buildings and equipment, inventory
and receivables;

— in the commercial real estate sector, charges over the properties being financed; and
— in the financial sector, charges over financial instruments such as debt and equity securities in support of trading facilities.

Our credit risk management policies include appropriate guidelines on the acceptability of specific classes of collateral
or credit risk mitigation. Valuation parameters are updated periodically depending on the nature of the collateral. Full
covering corporate guarantees as well as bank and sovereign guarantees are recognized as credit mitigants for capital
purposes.

The bank does not disclose the fair value of collateral held as security or other credit enhancements on loans past due
but not impaired or individually assessed impaired loans, as it is not practical to do so.

Collateral held as security for financial assets other than loans is determined by the nature of the instrument.
Government and other debt securities, including money market instruments, are generally unsecured, with the exception
of asset-backed securities and similar instruments, which are secured by pools of financial assets.

The bank has policies in place to monitor the existence of undesirable concentration of the collateral supporting our
credit exposures.
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Loan portfolio diversity (Audited)
Concentration of credit risk may arise when the ability of a number of borrowers or counterparties to meet their contractual
obligations are similarly affected by external factors. Examples of concentration risk would include geographic, industry
and environmental factors. Therefore, diversification of credit risk is a key concept by which we are guided.

In assessing and monitoring the credit risk, we aggregate exposures by product type, industry and geographic area.
Exposures are measured at EAD as defined under the Basel II framework, which presents the amounts of loss the bank
may be exposed to in the case of default of a customer.

The following tables demonstrate the diversification of our loan portfolios:

Loan portfolio by product type

Wholesale loan portfolios
Sovereign

Drawn exposures.......

Undrawn COMMUITIMENTS ........cvveiieviieiieieeeeeeeeteeeeeaee e et e e eteeeereeeeeeeeseaeeeereeeeeeeens

Derivatives................

Banks

Drawn exposures.......
Undrawn commitments

Repurchase type tranSactions...........oceveirierieieinienieieeeiesieteeee st

Derivatives................

Other off-balance sheet eXPOSUIES .........cc.eoverieiriirierieiiireieeeie et

Corporate

Drawn exposures.......

Undrawn COMMITIMENTS .......oveiveeiieieiteeiieiesieetteie st eieeee e et eaesbe et eeesbesseeneesaeas
Repurchase type tranSactions...........cceeeeriereeierienieeieee et

Derivatives................

Other off-balance sheet €XPOSUIES .........ccevirierienirieiereeee e

Total wholesale 10an POTtfOliOS .......ccvervieierieriieieie et

Retail loan portfolios

Residential mortgages.....
Home equity lines of credit

Personal unsecured revolving loan facilities.........c.ccereeierierieeieiieneeieiese e

Other personal loan facilities

Other small to medium enterprises loan facilities..........ccocceververieneriecieeeeeienne
Consumer finance 10an portfolios ...........ceecvererieieieiieieeeeee e

Total retail loan portfolios.....

Total loan portfolio exposure

Exposure Exposure
at default at default
2012 2011
$m $m
20,083 19,235
29 25

79 30
20,191 19,290
3,591 3,395
- 785

37 117
2,127 2,295
347 158
6,102 6,750
26,330 24,762
11,124 10,179
131 29
1,070 1,017
2,277 2,769
40,932 38,756
67,225 64,796
17,850 18,106
5,543 6,032
1,127 1,158
2,827 3,019
746 815
1,567 2,481
29,660 31,611
96,885 94,407
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Wholesale loan portfolio by industry sector

Corporate
REAL ESTALE ...ttt ettt et ereeeaaas

TranSpOrt AN SEOTAZE .....eovveveeririieiieiesieeteeie et et e te ettt etesteesaessesteeseessesseessensensenes
BUSINESS SEIVICES ..ovviiiviiiiietiiceie ettt ettt ettt ete e et e eaaeeareeveereeennas
AULOIMOTIVE ..ottt ettt ettt et eeveeete e et e et e eeteeeteeeteeeaaeeareeveeereeennas
Mining, 10g2INg and fOrEStIY ........ccvevieriiieieie et
CONSLIUCEION SEIVICES ...vvieevierreereeeateeteeeteeeseeeeeeteeeteeeseeeseeeseeseeeseeeseeeseeeaseeseeseens
REtAIl trAE ....cveiiieeie ettt ettt
Hotels and accommOdation.............ccvieuiiiiieiiecieeceeceeeee ettt e
AGEICUITUTE ...ttt ettt ettt esaesbeeae e st e beeseessensesseennensens
INAIVIAUALS....c.viiiiieiic ettt ettt ettt e et e ens
GOVEITIMENE SEIVICES.....cuvieurierieeteeitteeteeeteeeteeeteeesteeseeeteeeseessseeseeeseesseeeseesssessseasseans

Total wholesale 10an portfolio EXPOSUIE .......cueeieiiriieieierieeiieie ettt sae e
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Exposure Exposure
at default at default
2012 2011
$m $m
20,191 19,290
6,102 6,750
7,812 7,826
6,904 6,123
4,540 4,308
3,667 3,402
3,032 3,342
2,856 2,463
1,989 1,925
1,969 1,614
1,641 1,453
1,589 1,486
1,567 1,499
1,288 1,103
903 971
764 665
369 573

42 3
40,932 38,756
67,225 64,796




Wholesale loan portfolio by geographic area

Sovereign

(021 4 V-1 - T PRSP

Banks

Corporate
Canada

British Columbia.......c..coovviiiviiiiiieiceeece e
(011715 (o TSRS
F N Lo 4 TR

Alantic PrOVINCES ....ocveeveeieeiieieieeie et
United States 0f AMETICA ....c..eevvvveeiieieeeieecee e

Total wholesale loan portfolio eXpOSUIe .........cceeeeveerienierierieeereenee.

Exposure Exposure
at default at default
2012 2011
$m $m
17,795 16,899
684 179
1,712 2,212
20,191 19,290
2,875 3,336
1,082 1,606
2,145 1,808
6,102 6,750
11,725 11,921
11,009 10,006
10,556 9,831
5,346 4,539
1,009 1,025
719 677
369 413
199 344
40,932 38,756
67,225 64,796

Large customer concentrations are borrowing groups where approved facilities exceed 10% of our regulatory capital

base. At 31 December 2012, this amount was approximately $588m (2011: $564m).

The following table provides details of our large customer concentrations:

TOLAl EXPOSULE ....vveuveeierieiieeieetieieete et este ettt steeeeeaesseeseesbesseeseenaennas
AVerage eXpOoSUre PEIr CUSTOIMIET .......c.eveverrereriieeeneeeeseeereneseeseeeseneeas

As a percentage of exposure from total corporate customers

Exposure
at default
2012

$m

6,329
333

15.5%

Exposure
at default
2011

$m

4,999
278

12.9%

The increase in the large customer exposure is comprised mainly of increased exposures to Canadian provinces. Overall,
three quarters of the large customer exposure is to Canadian sovereign customers and to Canadian Chartered banks. The

remaining quarter is to low risk corporate clients.
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Credit quality of financial assets (Audited)
The bank describes credit quality in reference to the following categories:

S&P equivalent Moody'’s equivalent
Category Our internal customer risk rating risk rating risk rating
Strong Minimal to low default risk AAAto A- Aaato A3
Medium Satisfactory to moderate default risk BBB+ to B+ Baal to Bl
Sub-standard Significant default risk to special management B to CCC B2to C
Impaired Default D C

For core banking operations, the credit quality of financial assets is presented using EAD and will therefore not
agree to the carrying values as disclosed within the consolidated statements of financial position. EAD represents the
outstanding or drawn amount of a credit exposure, before deducting any specific provision or amounts written off as
well as an undrawn portion, which represents estimated amounts not recognized in the statement of financial position
that could be drawn at time of default by the credit party.

Credit quality of wholesale portfolio (Audited)

Exposure at default 2012 2011
Drawn Undrawn Total Drawn Undrawn Total
$m $m $m $m $m $m
StrONG...vevveveeveierrnnns 29,726 2,656 32,382 28,561 3,354 31,915
Medium..................... 24,953 8,360 33,313 23,802 7,539 31,341
Sub-standard ............. 880 137 1,017 911 96 1,007
Impaired..................... 513 - 513 533 - 533
56,072 11,153 67,225 53,807 10,989 64,796

Credit quality of retail portfolio (excluding Consumer Finance segment) (Audited)

Exposure at default 2012 2011
Drawn Undrawn Total Drawn Undrawn Total
$m $m $m $m $m $m
SroNG.....oveveveienennns 10,168 1 10,169 10,325 604 10,929
Medium..................... 12,538 4,504 17,042 13,046 4,189 17,235
Sub-standard ............. 646 926 742 705 96 801
Impaired.......ccceeneee. 140 — 140 165 — 165
23,492 4,601 28,093 24,241 4,889 29,130

Included in residential mortgages are $1.3bn (2011: $1.5bn) of mortgages insured under the National Housing Act.
In addition, as part of the bank’s securitization program, the bank has a portfolio of insured residential mortgages
amounting to $4.2bn (2011: $6.1bn).
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Credit quality of retail portfolio (Consumer Finance segment) (Audited)

Exposure at default Drawn Drawn
2012 2011

$m $m

18 (0] TSRS RPN 341 605
IMIEAIUIM ..ttt ettt b e bt bt at bt s bt e st eb e et e nbeneeneas 844 1,598
SUD-STANAATA ....vtiteieic ettt 335 238
TINPAITEA ..ottt ettt ettt et e b e se et e b e seesse b e eaeeseenseeneeneentens 47 40
1,567 2,481

At 31 December 2012, 97.7% of the drawn wholesale portfolio and 95.7% of the drawn retail portfolio were categorized
as strong and medium respectively, an increase of 0.1% and decrease of 0.4% respectively compared with 2011. The
remainder of the drawn wholesale portfolio and drawn retail portfolio, which are categorized as sub-standard and
impaired, decreased by $51m and $20m respectively compared with 2011. The improvement in credit quality is largely
due to the modestly improved Canadian economic recovery

Exposures to Europe (Audited)

The bank’s exposure to Europe and in particular the eurozone remains well controlled within the bank’s overall exposure
to credit risk. Exposures to the eurozone increased by $354m compared with the position at 31 December 2011 due
to $250m in exposures with core eurozone countries, $96m in exposures with non-core/ non-peripheral countries and
$8m in exposures with peripheral countries. The increase in exposures with peripheral countries was due to increases
of $12m in exposures with Italy and $5m in exposures with Spain, partially offset by a decrease of $9m in exposures
with Portugal. The majority of exposures with Spain are held with an HSBC affiliate. Peripheral country exposures
remain to be within the financial services industry sector. Exposures to other European countries outside of the eurozone
increased by $355m mainly as a result of an increase of $451m of exposures with the United Kingdom, partially offset
by a decrease of exposures with Switzerland.

Exposures to eurozone countries

2012 2011
Financial Financial
Corpo- institu- Sover- Corpo- institu- Sover-
rate tions' eign Total rate tions' eign Total
$m $m $m $m $m $m $m $m
Core countries
Germany................ - 326 - 326 - 71 - 71
France......cccocoveeeee. - 316 156 472 198 19 257 474
Netherlands............ - - - - — 3 - 3
Total core countries.. - 642 156 798 198 93 257 548
Peripheral countries
Italy...ccoooveeene - 12 - 12 - - - -
Portugal ................. - 1 - 1 - 10 - 10
Spain......cccevenennen. — 8 — 8 — 3 — 3
Total peripheral
countries ................ — 21 — 21 — 13 — 13
Belgium........cccc.... - 98 - 98 - - - -
Luxembourg............. — — — — — 2 — 2
- 761 156 917 198 108 257 563

1 Exposures with financial institutions include exposures with other HSBC Group affiliates of $3m in Germany, $38m in France and $7m in
Spain (2011: $3m in Germany and $8m in France).
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Exposures to other European countries outside of the eurozone

2012 2011
Financial Financial
Corpo- institu- Sover- Corpo- institu- Sover-

rate tions' eign Total rate tions! eign Total

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

Romania................... - - - - 2 - - 2
Sweden.......c.ccceeeeeee. - 38 - 38 - 37 - 37
Switzerland .............. 75 - 486 561 - 13 643 656
United Kingdom....... 8 1,052 - 1,060 4 553 52 609
83 1,090 486 1,659 6 603 695 1,304

1 Exposures with financial institutions include exposures with other HSBC Group affiliates of $928m in the United Kingdom (2011: $339m).

Renegotiated loans (Audited)

The carrying amount of loans that would otherwise be past due or impaired whose terms have been renegotiated was
$103m at 31 December 2012 (2011: $121m). The decrease was due to the renegotiation of a customer’s loan facilities
within the manufacturing and international trade service industry.

Loans past due but not impaired (Audited)

Examples of exposures considered past due but not impaired include loans that have missed the most recent payment
date but on which there is no evidence of impairment; loans fully secured by cash collateral; residential mortgages in
arrears more than 90 days, but where the value of collateral is sufficient to repay both the principal debt and all potential
interest for at least one year; and short-term trade facilities past due more than 90 days for technical reasons such as
delays in documentation, but where there is no concern over the creditworthiness of the counterparty.

The aging analysis below includes past due loans on which collective impairment allowances have been assessed,
though at their early stage of arrears, there is normally no identifiable impairment.

Loans and advances held at amortized cost 2012 2011

$Sm $m
UP 10 29 AAYS oottt ettt ettt ettt sbete et s b b seete b e b essetaebeesenseneas 626 502
30759 dAYS c.viveeveeiieieietete ettt ettt et bt a et sbeseeaeese s neens 146 157
6089 dAYS ...ttt ettt b ettt b ettt b b seeaeebe s ne e 72 63
00179 AAYS ..vveveerireeieeieteetei ettt ettt ettt ettt et b e te et b se et ae b nbeseeaeese s neens 35 24
180 dAYS ANA OVET ..eeviiiiieeieie ettt ettt et et e st esa e beeseensesesseesaensens 10 6

889 752

Impaired loans and allowance for credit losses (Audited)

When impairment losses occur, we reduce the carrying amount of loans through the use of an allowance account with
a charge to income. The allowance for credit losses consists of both individually assessed and collectively assessed
allowances, each of which is reviewed on a regular basis. The allowance for credit losses reduces the gross value of an
asset to its net carrying value.

An allowance is maintained for credit losses which, in management’s opinion, is considered adequate to absorb all
incurred credit-related losses in our portfolio, of both on and off-balance sheet items, including deposits with other
regulated financial institutions, loans, acceptances, derivative instruments and other credit-related contingent liabilities,
such as letters of credit and guarantees.
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Assessing the adequacy of the allowance for credit losses is inherently subjective as it requires making estimates
that may be susceptible to significant change. This includes the amount and timing of expected future cash flows and
incurred losses for loans that are not individually identified as being impaired.

Individually significant accounts are treated as impaired as soon as there is objective evidence that an impairment
loss has been incurred. The criteria used by us to determine that there is such objective evidence include:

— known cash flow difficulties experienced by the borrower;

— past due contractual payments of either principal or interest;

— Dbreach of loan covenants or conditions;

— the probability that the borrower will enter bankruptcy or other financial realization; and
— asignificant downgrading in credit rating by an external credit rating agency.

Individually assessed impairment allowances are recorded on these individual accounts on an account-by-account
basis to reduce their carrying value to estimated realizable amount.

The collectively assessed impairment allowance is our best estimate of incurred losses in the portfolio for those
individually significant accounts for which no evidence of impairment has been individually identified or for high-
volume groups of homogeneous loans that are not considered individually significant. In determining an appropriate
level of collectively assessed impairment, we apply the following methodologies:

Business and government — For these loans, the underlying credit metrics including PD, LGD and EAD, for each
customer are derived from the bank’s internal rating system as a basis for the collectively assessed impairment allowance.
The bank incorporates a quantitatively supported management judgement framework which includes both internal and
external indicators, to establish an overall collective impairment allowance consistent with recent loss experience and
uncertainties in the environment.

Residential mortgages — Historic average loss rates are used to determine the general provision for these portfolios.
Management may consider other current information should they believe that these historic loss rates do not fully reflect
incurred losses in these portfolios.

Consumer Finance and other consumer loans — Analysis of historical delinquency movements by product type is
used as the basis for the collectively assessed impairment allowance for these loan portfolios. By tracking delinquency
movement among pools of homogeneous loans, an estimate of incurred losses in each pool is determined. These
estimates can be amended should management believe they do not fully reflect incurred losses. This judgemental
adjustment employs an established framework and references both internal and external indicators of credit quality.

In addition to the methodologies outlined above, the balance of the collectively assessed impairment allowance is
also analyzed as a function of risk-weighted assets and is also referenced to the allowances held by our peer group.
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Impaired financial assets at amortized cost (Audited)
The table below represents the bank’s exposure at default from impaired financial assets measured at amortized cost as
well as off-balance sheet exposures relating to impaired letters of credit and guarantees:

Exposure Exposure
at default at default
2012 2011
$m $m
Corporate'

REAL ESTALE ..ottt ettt ettt sttt e st e saeese e b e beeseenbesaeeseenaerens 221 251
23 1S o USSP 55 20
WHhOIESALE trAAC......veeieniiiieiieieete ettt ettt et e e eseesaese e 38 31
Transportation and STOTAZE ........c.eeeeriirieeieierieereeeeie et eseeaesteesaeaesreeseesesseessensensees 38 49
CONSIIUCION SETVICES ...vvivvivieniitietiesiesteeteestesseateesseseeseessessesseessessesseeseessessesssessansenns 31 7
MANUTACTUTING ....eveveeiieieeie ettt ettt ettt sttt e b e saeessenbesbeessensesseeseensenseas 27 35
AULOIMOLIVE L.ttt ettt ettt ettt et et e s te e st ebesbeestessesaeessensesseessensesseeseensenseas 21 26
AGEICUITUTE ...ttt ettt ettt sb e st et esae e st esbesseessensesseeseensenseas 16 13
Hotels and accoOMmMOAAtION...........ceeieriiiiieieii et 15 20
OthET SETVICES...eeuviutietienieteetieeiete ettt et e e te et esteste e st estesbeeseessesbeeseesaenseeseeseensenseeseensenns 15 25
SOLE PrOPTICLOTS ..euvieetetieeietieste et eie et ettt e steett et e te st esaesseeeeesbesseeseensesseeseessenseeseensenns 14 23
ONET .ottt sttt et et e ettt ebe st st e b e se e st e b e eneeseensenes 22 33
513 533
Residential MOTEEAZES .....c..evviriiiieieetieiieieste ettt bttt 117 128
Consumer finance financial @SSELS..........cuevveririiiiiririeieneeeeee e 47 40
Other Tetail IOANS........eiieiiieieieite ettt ettt sttt 23 37

Total exposure from impaired financial assets at amortized cost and
off-balance sheet credit EXPOSUIES ........cc.eeieriiiieierieieeieee et 700 738

1 Includes $7m (2011: $15m) of letters of credit.

The table below represents the carry value of impaired financial assets measured at amortized cost and related allowances
and provisions for credit losses:

Carry Carry

value value

2012 2011

$m $m

Impaired loans and advances t0 CUSTOMETS .........eueruieierieriieeieierieeeieie e eeeeeesieeeeeneenaeas 707 619

IMPAIred ACCEPLANCES ......evireeiieiiiteieieieet ettt ettt ettt - 40

Impaired financial assets at amortized COSt ........cceviriiiiiririeieneeceeeeeeese e 707 659

Individually assessed allowance for credit 10SSES........ccoviriiecirieniniiiininencieeecnee 202 208

Collectively assessed allowance for credit 10SSES.......vevuererieriereeieieseeieeieeeee e 217 256

Allowance relating to on-balance sheet financial assets at amortized cost' .................. 419 464

Provision for credit losses relating to off-balance sheet credit exposures?.................... 80 73

Allowance and provision for credit IOSSES ........c.eriiirrieririeiereeeeieie e 499 537

Net impaired financial assets at amortized COSt........c.evuerirvierierieieiere e 208 122
Allowance and provision for credit losses as percentage of impaired financial assets

At AMOTTIZEA COSE ..viiiiiieiiiiiitcc et 70.5% 81.5%

1 Included under ‘Loans and advances to customers’in the consolidated statement of financial position.
2 Included under ‘Other liabilities’ in the consolidated statement of financial position.
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Impaired financial investments (Audited)

The bank carries $9m (2011: $19m) of impaired available-for-sale securities which are included under ‘Financial
Investments’ in the consolidated statement of financial position.

‘Loan impairment charges and other credit risk provisions’, as presented in the consolidated income statement as
$211m (2011: $197m), includes a $1m impairment charge (2011: $3m reversal of prior impairment charges) relating to
an available-for-sale financial investment.

Movement in total allowances for credit losses (Audited)

Customers

Individually  Collectively

assessed assessed Total
$m $m $m
At 1January 2012 ....ovieieieieeeeiesieet et 208 329 537
Movements 2012
Loans and advances written off .............cccoevviiiiiiiiiiicicee e 91) (122) (213)
Recoveries of loans and advances written off..............ccoceeiiinn. - 4 4
Charge to iIncome Statement!............ccoceveeviererieiere e 103 107 210
Interest recognized on impaired loans and advances..................... (18) - (18)
Allowances reclassified as held for sale ...........ccoeoveeiieiiiciiennnne. - 22) 22)
Other MOVEMENTS .....c.cerviiieeieiieiieiieieie et - 1 1
At 31 December 2012 ......oveuieiiiiieieiieeee et 202 297 499
Customers
Individually ~ Collectively
assessed assessed Total
$m $m $m
At 17anuary 2011 oo 227 400 627
Movements 2011
Loans and advances written off ...........cocevevininieniiiecc e 94) (185) (279)
Recoveries of loans and advances written off................c.cceenene. — 7 7
Charge to iIncome Statement'...........ccoeeveereereereeiene e 93 107 200
Interest recognized on impaired loans and advances..................... (22) - (22)
Other MOVEMENTS ......c.veeviiiieiiieciie ettt 4 — 4
At 31 December 2011 ...eoeiiiiieieieeieeeeee e e 208 329 537

1 In addition to the charge to income statement above, ‘Loan impairment charges and other credit risk provisions’, as presented in the
consolidated income statement as $211m (2011: $197m), includes a $81m impairment charge (2011: $3m reversal of prior impairment
charges) relating to an available-for-sale investment.

Coverage by collectively assessed impairment (Unaudited)

2012 2011

% %

As a percentage of total loans with customers (gross of allowances for credit losses)..... 0.64 0.73
As a percentage of risk-weighted assets' .........ooovevieiieieiieienieeeece e 0.81 0.93

1 Information does not form an integral part of the audited consolidated financial statements.
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Loan impairment charges and other credit risk provisions (dudited)

2012 2011
$m $m
Loan impairment charges for individually assessed loans and advances
Wholesale 10ans and adVances............coeoueieerenieiriiienieieeeseee e 920 87
Retail 10ans and adVanCes .........c.coirerieiririnienieieee s 13 6
103 93
Loan impairment charges for collectively assessed loans and advances
Wholesale 10ans and adVancCes............coevecieriiieieniesieieie e 20) (11)
Retail 10ans and adVances .........c.cocovevveiiininieiiiinicce s 17 14
Consumer finance loans and adVances ..........c..cceoevererieinineniecninenceeeeeseeaeas 102 104
Off-balance sheet Credit EXPOSUIES .....c..eveuertirieieririirieieetste ettt 8 -
107 107
Loan impairment charges 210 200
Financial investment impairment charges 1 3)
Loan impairment charges and other credit risk provisions........c..cecceeeveeienereneeniennens 211 197
L0an 10SS TAtIO" ..ottt 0.40% 0.37%

1 Loan loss ratio is defined as loan impairment charges divided by the average loans and acceptances, net of allowance for credit losses.

The loan loss ratio increased marginally to 0.40% compared with 0.37% in 2011 mainly as a result of higher specific
loan impairment charges and an increase in the provision for off-balance sheet credit exposures, partially offset by a

higher release in collective wholesale loan allowance.

Derivative portfolio (Audited)

The credit equivalent amount of derivative exposure comprises the current replacement cost of positions plus an
allowance for potential future fluctuation of interest rate or foreign exchange rate derivative contracts. We enter into
derivatives primarily to support our customers’ requirements and to assist us in the management of assets and liabilities,

particularly relating to interest and foreign exchange rate risks as noted above.

The credit equivalent amount of our derivative portfolio by product type is as follows:

2012 2011

$m $m

INterest 1ate CONTIACES ......cccuiiiiiiiiiii ettt e e et e e e et e e e e etaeeeeeeaaeees 1,101 1,292
Foreign eXchange CONIACES..........iviiiiiiirieierieeiieiee ettt 2,080 2,014
Commodity contracts................... 94 35
Net credit equivalent amount 3,275 3,341

A more detailed analysis of our derivative portfolios is presented in note 11.
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Liquidity and funding risk (dudited)

Liquidity risk is the risk that we do not have sufficient financial resources to meet our obligations as they fall due or will
have to obtain such resources at an excessive cost. This risk arises from mismatches in the timing of cash flows. Funding
risk, a form of liquidity risk, arises when the necessary liquidity to fund illiquid asset positions cannot be obtained at
the expected terms and when required.

The objective of our liquidity and funding management strategy is to ensure that all foreseeable funding commitments,
including deposit withdrawals, can be met when due, and that access to the wholesale markets is coordinated and cost-effective.

Governance, policies and procedures (Audited)

The ARC is responsible for defining the bank’s liquidity risk tolerances. In setting liquidity tolerances, the ARC has
regard for the HSBC Group liquidity risk framework which mandates that each site manage its liquidity and funding on
a self-sustaining basis. The ARC also reviews and approves the bank’s liquidity and funding policy and is responsible
for its oversight.

ALCO is responsible for the development of policies, and practices to manage liquidity risk. Its mandate is established
by HSBC Group policy, the ARC, and the bank’s RMC.

ALCO monitors liquidity risk on an ongoing basis. ALCO is responsible for the oversight of the liquidity and funding
risk management, establishing liquidity risk parameters, and monitoring metrics against risk appetite, funding costs, and
early warning indicators of a liquidity stress. ALCO is also responsible for ensuring the operational effectiveness of the
bank’s liquidity contingency plan.

The management of liquidity and funding is carried out by our Balance Sheet Management group in accordance
with practices and limits approved by ALCO, the ARC and HSBC Holdings. Compliance with policies is monitored
by ALCO.

Our liquidity and funding management process includes:
— projecting cash flows under various stress scenarios and considering the level of liquid assets necessary in relation thereto;
— monitoring statement of financial position liquidity ratios against internal measures;
— maintaining a diverse range of funding sources;
— managing the concentration and profile of debt maturities;
— managing contingent liquidity commitment exposures within predetermined caps;
— maintaining debt financing plans;

— monitoring depositor concentration in order to avoid undue reliance on large individual depositors and ensuring a
satisfactory overall funding mix; and

— maintaining liquidity and funding contingency plans.

Liquidity regulation (Unaudited)

In December 2010, the Basel Committee on Banking Supervision published the ‘International framework for liquidity
risk measurement, standards and monitoring’. The framework comprises two liquidity metrics: the liquidity coverage
ratio and the net stable funding ratio. The ratios are subject to an observation period and are expected to become
established standards by 2015 and 2018, respectively.

A significant level of interpretation is required in determining how to apply the definitions as currently drafted. It is
therefore likely that the ratios will be subject to further change as requirements are finalized.

In 2012, OSFI released a significant update to its Guideline B-6 ‘Liquidity Principles’. In addition to the incorporation
of Basel III principles, the Guideline requires regulatory liquidity monitoring and stress testing. Accordingly, the bank
has submitted regular Net Cumulative Cash Flow reports during 2012.
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Liquidity and funding risk management framework (Unaudited)
The objective of our liquidity framework is to allow us to withstand very severe liquidity stresses. It is designed to be
adaptable to changing business models, markets, and regulations.

Our liquidity and funding risk management framework requires:
— liquidity to be managed on a stand-alone basis with no implicit reliance on the HSBC Group or central banks;
— compliance with the limit for the advances to core funding ratio; and

— maintaining cumulative positive cash flows in each time band within the specified time horizons in respect of
idiosyncratic and market-wide stress scenarios, respectively.

Advances to core funding (Unaudited)

The bank emphasizes the importance of core current accounts and savings accounts as a source of funds to finance
lending to customers, and discourages reliance on short-term professional funding. This is achieved by placing limits to
restrict the bank’s ability to increase loans and advances to customers without corresponding growth in current accounts
and savings accounts. This measure is referred to as the ‘advances to core funding’ ratio.

The ratio describes loans and advances to customers as a percentage of the total of core customer current and savings
accounts and term funding with a remaining term to maturity in excess of one year. Loans and advances to customers
which are part of reverse repurchase arrangements, and where the bank receives securities which are deemed to be liquid,
are excluded from the advances to core funding ratio, as are current accounts and savings accounts from customers
deemed to be ‘non-core’. The categorization of customer deposits into core and non-core takes into account the nature
of the customer and the size and pricing of the deposit.

The distinction between core and non-core deposits generally means that the bank’s measure of advances to core
funding is more restrictive than that which could be inferred from the published financial statements.

Advances to core funding ratio

2012 2011

% %

2 T 1 L SRRSO RRRRTRN 96 96
B 2541141870 DTSSR 96 96
IMIDIIMIUITL. ettt ettt e et e e et e e eat e e e eaaeeeeaeeeenaaeeeseeesesaeeseneeesseeeenaes 90 88
AAVEBTAZER ...ttt ettt ettt ettt h et e e a ettt et e e e e bt e enteeate et e e bt e eneeereeenneenee 94 90

The advances to core funding ratio is reviewed and monitored by ALCO.

Primary sources of funding (Audited)

Current accounts and savings deposits payable on demand or on short notice form a significant part of our funding. We
place considerable importance on maintaining the stability and growth of these deposits, which provide a diversified
pool of funds.

We also access professional markets in order to maintain a presence in local money markets and to optimize the
funding of asset maturities not naturally matched by core deposit funding. As part of our wholesale funding arrangements,
we have a number of programs for fundraising activities, so that undue reliance is not placed on any one source of
funding.

No reliance is placed on unsecured money market wholesale funding as source of core funding. Only wholesale
funding with a residual term to maturity of one year or greater is counted towards the core funding base. In addition, our
stress testing assumptions require an equivalent amount of liquid assets to be held against wholesale funding maturing
within the relevant stress testing horizon.
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The following is an analysis, by remaining contractual maturities at the reporting date, of undiscounted cash flows
payable under financial liabilities at 31 December 2012.

On demand Due
and due between Due

within 3 and between 1 Due after
3 months 12 months  and 5 years 5 years Total
$m $m $m $m $m
Deposits by banks .........cccceveeeieiennne 1,775 - - - 1,775
Customer accounts...........cceveeeeeennnee.. 36,309 6,626 4,097 - 47,032
Trading liabilities .........ccccceverrreennne. 2,673 - - - 2,673
Financial liabilities..........c.ccccoeeveenenns 5 16 63 750 834
Derivatives .....coccveeeeeeeceieecieeeieeees 526 - - - 526
Debt securities in iSSU€........c...ceevveenn. 1,078 3,397 8,347 107 12,929
Subordinated liabilities' ..................... 3 8 43 339 393
Other financial liabilities.................... 5,461 462 1,784 - 7,707
47,830 10,509 14,334 1,196 73,869
Loan commitments..............ccccveeeeennn. 36,650 190 77 - 36,917
Financial guarantee contracts............. 625 579 102 - 1,306
85,105 11,278 14,513 1,196 112,092

1 Excludes interest payable exceeding 15 years.

Certain balances in the above table will not agree directly to the balances in the consolidated statements of financial
position as the table incorporates cash flows for both principal and interest, on an undiscounted basis, except for
derivatives and trading liabilities. Furthermore, loan commitments and financial guarantee contracts are not recognized
on the statement of financial position. Trading liabilities and trading derivatives have been included in the ‘On demand
and due within 3 months’ time bucket, and not by contractual maturity, because trading liabilities are typically held for
short periods of time. The undiscounted cash flows on hedging derivative liabilities are classified according to their
contractual maturity. The undiscounted cash flows potentially payable under financial guarantee contracts are classified
on the basis of the earliest date they can be drawn down.

Cash flows payable in respect of deposits are primarily contractually repayable on demand or on short notice.
However, in practice, short-term deposit balances remain stable as cash inflows and outflows broadly match.

Contractual obligations (Audited)

As part of our normal business operations we have contractual obligations for payment of liabilities. Amounts included
in unsecured long-term funding in the table below are wholesale term deposits with an original term to maturity of more
than one year, based on contractual repayment dates. Also included are obligations related to commitments not recorded
in the consolidated balance sheets, such as those relating to operating leases.

A summary of our future contractual payments as at 31 December 2012 is as follows:

Less than

1 year 1to 5 years AfterS years Total

$m $m $m $m

Subordinated debentures'............cccooerierieninienienenenn - - 724 724
Operating 1 ases .........eeveverueereeieenieneieeeieseeeieeieseeeneas 53 153 72 278
Committed purchase obligations ...........cccceceeeerieneenenn 121 168 24 313
Unsecured long-term funding' ..........ccccoveriienennnnne. 1,892 3,510 109 5,511
Total contractual obligations...........cccecvevverereeerienernenn 2,066 3,831 929 6,826

1 Includes principal amounts only.

55



HSBC BANK CANADA

Management'’s Discussion and Analysis (continued)

Committed purchase obligations include long-term arrangement for the provision of technology and data processing
services by HSBC Group companies. Not included in the table are any commitments relating to customers utilizing
undrawn portions of their loan facilities. As a result of our ongoing funding and liquidity management process which
we monitor regularly, we expect to be able to meet all of our funding and other commitments in the normal course of
our operations.

Stress testing (Unaudited)

The bank runs a range of stressed cash flow scenarios as its primary liquidity risk measures, spanning various idiosyncratic
and market-wide stress scenarios. Stressed cash flow scenarios are further supplemented by regular enterprise-wide
stress testing and reverse stress testing. The results of all liquidity stress tests are reviewed and monitored by ALCO.

We would meet any unexpected cash outflows primarily from our cash, by selling or entering into repurchase
agreements (‘repos’) with the securities assessed as liquid assets, and by maturing interbank loans and reverse repos.
Additional sources of secured funding such as collateralized lending markets could also be accessed over the longer
term. In general, customer advances are assumed to be renewed and as a result are not assumed to generate a stressed
cash inflow or represent a liquidity resource.

Contingent liquidity risk is the risk associated with the need to provide additional funds to clients. We include
estimates of contingent liquidity cash outflows within all stressed cash flow scenarios.

The stressed coverage ratios tabulated below express stressed cash inflows as a percentage of stressed cash outflows
over one-month and three-month time horizons. Inflows included in the numerator of the stressed coverage ratio are
those that are assumed to be generated from the monetization of liquid assets net of management assumed haircuts, and
cash inflows related to assets contractually maturing within the stressed cash flow horizon and not already reflected as
a monetization of a liquid asset.

Stressed one-month and three-month coverage ratios

Stressed one-month Stressed three-month
coverage ratios at coverage ratios at

31 December 31 December
2012 2011 2012 2011
% % % %
Period end .........oooooviiieiieeeeeeeeeeee e 136 145 116 120
MAXIMUIN ... 142 183 122 151
MINIMUIML .. 125 138 106 114
AVETAZE .ottt ettt s s s s e 136 158 114 129

Liquid assets (Unaudited)

The bank’s liquid assets are classified according to their liquidity value. Federal government and provincial government,
including government guaranteed, debt qualify as Level 1 or Level 2. High quality foreign government debt and certain
other debt issuers may also be counted towards the bank’s liquid assets under prescribed policies. All assets within the
liquid asset portfolio are unencumbered.

The bank’s aggregate liquid assets are shown in the table below.

Estimated liquidity value
at 31 December

2012 2011

$m $m

) C ) RSOSSN 15,955 15,341
) C ) TSR 3,280 2,770
19,235 18,111
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Encumbered assets (Unaudited)

In the normal course of business, the bank will pledge or otherwise encumber assets. The pledging of assets will occur
to meet the bank’s payments and settlement system obligations, as security in a repurchase transaction, or as margining
requirements. Limits are in place to control such pledging.

The bank actively monitors its pledging positions. Encumbered assets are not counted towards the bank’s liquid
assets used for internal stress testing scenarios. We further estimate the impact of credit rating downgrade triggers, and
exclude the estimated impact from liquid assets within the bank’s liquidity stress testing scenarios.

Market risk (Audited)
Market risk is the risk that movements in market risk factors, including foreign exchange rates and commodity prices,
interest rates, credit spreads and equity prices, will reduce our income or the value of our portfolios.

The objective of market risk management is to identify, measure and control market risk exposures in order to
optimize return on risk and to remain within the bank’s risk appetite.

We separate exposures to market risk into trading and non-trading portfolios. Trading portfolios include those
positions arising from market-making, proprietary position-taking and other positions designated as held-for-trading.

Policies and procedures (Audited)

Market risk is managed through strategies in accordance with policies and risk limits set out by ALCO and approved by
the Board as well as centrally by HSBC Group Risk Management. We set risk limits for each of our trading operations
dependent upon the size, financial and capital resources of the operations, market liquidity of the instruments traded,
business plan, experience and track record of management and dealers, internal audit ratings, support function resources
and support systems. Risk limits are reviewed and set by ALCO on an annual basis at a minimum.

We use a range of tools to monitor and limit market risk exposures. These include: present value of a basis point,
Value at Risk (‘VaR”), foreign exchange exposure limits, maximum loss limits, options premium paid limits, and product
and issuance limits.

Value at risk (Audited)
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.

The VaR models used are predominantly based on historical simulation. These models derive plausible future
scenarios from past series of recorded market rates and prices, taking account of inter-relationships between different
markets and rates such as interest rates and foreign exchange rates. The models also incorporate the effect of option
features on the underlying exposures.

The historical simulation models used incorporate the following features:
— potential market movements are calculated with reference to data from the past two years;

— historical market rates and prices are calculated with reference to foreign exchange rates and commodity prices,
interest rates, equity prices and the associated volatilities;

— VaR is calculated to a 99 % confidence level; and

— VaR is calculated for a one-day holding period.
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Statistically, we would expect to see losses in excess of VaR only one % of the time over a one-year period. Although

a valuable guide to risk, VaR should always be viewed in the context of its limitations:

the use of historical data as a proxy for estimating future events may not encompass all potential events, particularly
those which are extreme in nature;

the use of a one-day holding period assumes that all positions can be liquidated or hedged in one day, which may not
fully reflect the market risk arising at times of severe illiquidity, when a one day holding period may be insufficient
to liquidate or hedge all positions fully;

the use of a 99 % confidence level, by definition, does not take into account losses that might occur beyond this level
of confidence;

VaR is calculated on the basis of exposures outstanding at the close of business and therefore does not necessarily
reflect intra-day exposures; and

VaR is unlikely to reflect loss potential on exposures that only arise under significant market moves.

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

instruments. The information presented below does not include the results of HSBC Financial because the subsidiary
employs other methods to measure and manage market risk.

Summary value at risk information (4udited)

2012 2011
$m $m

BN OF YT ...ttt ettt n e bt naenae s 9 16
AAVEBTAZER ...ttt ettt et ettt e b et e e a e ettt et e e bt e eneeeat e et e enteeeaeeeneeenbeenee 14 16
IMIITUITIUITL. 1.ttt ettt et et e bt eseesseseesaessesseeaeessensesseessensesseessensesens 9 10
IMIAXIITIUIN c..c ittt ettt et et e s e eaa e st e seeseessese et aessensesseessensesseessensesseessensenseas 18 29

30
28
26
24
22

Risk appetite is determined by the level of interest rate, foreign exchange, credit, and equity sensitivities. The

decrease in VaR during 2012 was mainly driven by the reduction of credit spread sensitivities and swap spread risk
caused by the tightening of credit spreads and widening of swaps spreads. The bank has taken a long position in bonds
as a result of rates increasing.
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Structural risk (Audited)

Structural risk is the impact of interest rate and foreign exchange rate risks on assets and liabilities included in the
banking book, including those in our consolidated statements of financial position. We value instruments included in
the banking book at cost plus accrued interest (the effective interest rate method) and changes in rates and prices will
not directly impact earnings. However, to the extent that assets and liabilities are not directly matched either by interest
or exchange rates, any changes in the mix of assets or liabilities will affect earnings.

Interest rate risk (Audited)

Interest rate risk arises primarily out of differences in the term to maturity or repricing of our assets and liabilities both
on and off-balance sheet. These interest rate risk exposures, or ‘gaps’, are monitored by ALCO against prescribed limits.
The gap position measures assets and liabilities based on contractual repricing data as well as incorporating assumptions
on customer behaviour on products with a degree of optionality as to prepayment, redemption or repricing (such as
redeemable deposit products and mortgages with prepayment options). These assumptions, which are based on historical
behavioural patterns, are periodically reviewed by ALCO.

We believe in a conservative approach in setting limits on these mismatched positions. Limits are established based
on the impact on the present value of all net cash flows of an immediate and parallel upward shift in all relevant yield
curves of 0.01%. We also have established limits on these mismatched positions in terms of Dollars at Risk and VaR. Net
interest income is forecasted using various interest rate and statement of financial position growth scenarios to provide
a comprehensive analysis of spread earnings at risk.

We use a variety of cash and derivative instruments, principally interest rate swaps, to manage our interest rate risk.
We use derivatives to modify the interest rate characteristics of related statement of financial position instruments and
to hedge anticipated exposures when market conditions are considered beneficial.

In managing interest rate risk, we rely primarily upon our contractual interest rate sensitivity position adjusted
for assumptions regarding customer behaviour. Adjustments made include assumptions relating to early repayment
of consumer loans and residential mortgages and customer preferences for demand, notice and redeemable deposits.
Based upon these adjustments made to our contractual positions, it is estimated that an immediate and sustained parallel
increase in interest rates of 1% across all currencies and maturities would increase net interest income by $50m (2011:
$61m) over the next twelve months assuming no additional hedging is undertaken.

Foreign exchange risk (Audited)

We are exposed to foreign exchange risk on our foreign currency-denominated asset and liability positions. We buy and
sell currencies in the spot, forward, futures and options markets, on behalf of our customers and for our own account,
to manage our own currency exposures arising from assets and liabilities denominated in currencies other than the
Canadian dollar. Limits have been established as to the magnitude of the exposure on a currency-by-currency basis as
well as maximum loss limits on any position held.

Operational risk (dudited)

Operational risk is the risk of loss to us resulting from inadequate or failed internal processes and systems, human error
or external events. This type of risk includes fraud, unauthorized activities, errors, and settlement risk arising from the
large number of daily banking transactions occurring in the normal course of business. Also, there are a wide variety of
business and event risks inherent in all business activities.

We have policies for managing operational risk and aim to minimize loss through a framework requiring all business
units to identify, assess, monitor and control operational risk, including the Operational Risk and Internal Control
Committee, as described above in the Risk Management section.

We manage operational risk through disciplined application and evaluation of internal controls, appropriate
segregation of duties, independent authorization of transactions, and regular, systematic reconciliation and monitoring
of transactions. We have a dedicated function that proactively manages our compliance process, and we maintain high
ethical standards. These processes together with our control structure help ensure that our exposure to operational risk is
managed. This control structure is complemented by independent and periodic reviews by our Internal Audit department.
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As part of the enterprise-wide risk management process, we have established business continuity and event
management practices so we can continue to service our customers’ needs in the event of major business disruption.
Back-up facilities in various cities across North America increase our recovery capabilities for key businesses.

In common with other HSBC Group companies, as well as other Canadian banks and large organizations, we have
business continuity plans in place to deal with events that could impact banking operations, from health concerns to
weather related events to power outages and beyond. We monitor emerging issues and review, test and upgrade plans to
prepare for foreseen and unforeseen events.
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HSBC BANK CANADA

The presentation and preparation of the annual
consolidated financial statements, Management’s
Discussion and Analysis (‘MD&A’) and all other
information in the Annual Report is the responsibility of
the management of HSBC Bank Canada (‘the bank’). The
consolidated financial statements have been prepared
in accordance with International Financial Reporting
Standards. The consolidated financial statements and
information in the MD&A necessarily include amounts
based on informed judgements and estimates of the
expected effects of current events and transactions with
appropriate consideration to materiality.

In meeting its responsibility for the reliability
of financial information, management relies on
comprehensive internal accounting, operating and
system controls. The bank’s overall controls include:
an organizational structure providing for effective
segregation of responsibilities, delegation of authority
and personal accountability; written communication
of policies and procedures of corporate conduct
throughout the bank, and careful selection and training
of personnel; regular updating and application of
written accounting and administrative policies and
procedures necessary to ensure adequate internal
control over transactions, assets and records; and a
continuing program of extensive internal audit covering
all aspects of the bank’s operations. These controls are
designed to provide reasonable assurance that financial
records are reliable for preparing the consolidated
financial statements and maintaining accountability for
assets, that assets are safeguarded against unauthorized
use or disposition and that the bank is in compliance
with all regulatory requirements.

At least once a year, the Office of the Superintendent
of Financial Institutions Canada (‘OSFI’), makes such
examination and enquiry into the affairs of the bank as
deemed necessary to ensure that the provisions of the Bank
Act, having reference to the rights and interests of the
depositors and the creditors of the bank, are being complied
with and that the bank is in a sound financial position.
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Statement of Management’s Responsibility for Financial Information

The bank’s Board of Directors oversees management’s
responsibilities for financial reporting through the Audit
and Risk Committee, which is composed of directors
who are not officers or employees of the bank. The
Audit and Risk Committee reviews the bank’s interim
and annual consolidated financial statements and MD&A
and recommends them for approval by the Board of
Directors. Other key responsibilities of the Audit and
Risk Committee include monitoring the bank’s system
of internal control, monitoring its compliance with
legal and regulatory requirements, considering the
appointment of the Shareholders’ auditors and reviewing
the qualifications, independence and performance of
Shareholders’ auditors and internal auditors.

As at 31 December 2012, we, the bank’s Chief
Executive Officer and Chief Financial Officer, have
certified the effectiveness of our internal control
over financial reporting as defined by the Canadian
Securities Administrators under National Instrument 52-
109 (Certification of Disclosure in Issuer’s Annual and
Interim Filings).

The Shareholders’ auditors, the bank’s Chief Auditor
and OSFI have full and free access to the Board of
Directors and its committees to discuss audit, financial
reporting and related matters.

ot e

Paulo Maia
President and Chief Executive Olfficer

4

Jacques Fleurant
Chief Financial Officer

Vancouver, Canada
27 February 2013
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Independent Auditors’ Report

To the Shareholders of HSBC Bank Canada

We have audited the accompanying consolidated
financial statements of HSBC Bank Canada, which
comprise the consolidated statements of financial
position as at 31 December 2012 and 31 December
2011, the consolidated income statement and statements
of comprehensive income, changes in equity and cash
flows for the years then ended, and notes, comprising
a summary of significant accounting policies and other
explanatory information.

Management’s Responsibility for the
Consolidated Financial Statements

Management is responsible for the preparation and fair
presentation of these consolidated financial statements
in accordance with International Financial Reporting
Standards, and for such internal control as management
determines is necessary to enable the preparation of
consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.
We conducted our audits in accordance with Canadian
generally accepted auditing standards. Those standards
require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance
about whether the consolidated financial statements are
free from material misstatement.

An audit involves performing procedures to obtain
audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures
selected depend on our judgment, including the
assessment of the risks of material misstatement of
the consolidated financial statements, whether due
to fraud or error. In making those risk assessments,
we consider internal control relevant to the entity’s
preparation and fair presentation of the consolidated
financial statements in order to design audit procedures
that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness
of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates
made by management, as well as evaluating the overall
presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained
in our audits is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements
present fairly, in all material respects, the consolidated
financial position of HSBC Bank Canada as at
31 December 2012 and 31 December 2011, and its
consolidated financial performance and its consolidated
cash flows for the years then ended in accordance with
International Financial Reporting Standards.

LK s 2P
i

Chartered Accountants

Vancouver, Canada
27 February 2013
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HSBC BANK CANADA

Consolidated income statement

For the year ended 31 December (in millions of dollars except per share amounts)

2012 2011
Notes $m $m
INtEIESt INCOMIE......ciiuiiiie it 2,236 2,366
INEETESt EXPEISE...ecuvieiiieiieeiiieiieiie ettt ettt ettt sseesiaeenbeenbeeseens (761) (810)
NEt INTETEST INCOIME ...veiviiiieiie ettt e e eaae e e e 1,475 1,556
FEE INCOME ...ttt 689 734
F@ EXPEOIISE ...ttt (88) (90)
Net 86 INCOME . ..uviiiieiciieieeteee ettt 601 644
Trading income excluding net interest iINCOME .........cceeveeerierieeerienieeenenns 143 130
Net interest income on trading activities .........coceeeeriereieierienieseeieee e 37 20
Net trading INCOME....c..eeueeiieieiieierte ettt ettt ee e eneenee 180 150
Net income/(expense) from financial instruments designated at fair value.. 27 16
Gains less losses from financial iINVeStMENtS .........c.evveveererenieinenienieiens 52 43
Other Operating INCOME. .......ceveruiriierieierieeeieieste et ete et eee e seeeeaesaesseeseeneens 24 13
Gain on sale of full service brokerage business...........cecvecvererieierieneeeennns 88 -
Net operating income before loan impairment charges
and other credit risk provisions...............cccoocoiiiiininiiin e 2,393 2,422
Loan impairment charges and other credit risk provisions...........ccceceeueenee. (211) (197)
Net operating inCome..............coccoooiiiiiiiiiiiii e 3 2,182 2,225
Employee compensation and benefits............cooevirieneniiiineniiiieencieens 4,5 (650) (790)
General and adminiStrative EXPeNSES. ......cc.ueverierririerieriereenienieneeieneesieeeens (409) (396)
Depreciation of property, plant and equipment............ccccecevvereereeerreriereenenne. 35) (33)
Amortization and impairment of intangible assets ............coceeervrerereneenenne. (19) (40)
ReEStructuring Charges..........oveieeieiiieieiiiieeeeiesie ettt ee et 36) (14)
Total operating eXPemnses .............cccoecuereriiienieniiienene et (1,149) (1,273)
Operating Profit..............oocooiiiiiiiii e 1,033 952
Share of Profit in @SSOCIALES ....c..euervereirieieiirierieieteereee e 5 4
Profit before income tax eXpense ..............cccooueviiienieniiieneni e 1,038 956
INCOME tAX EXPEIISE....veiiiiiiiietiet ettt ettt 6 277) (252)
Profit for the year.............cccooooiiiiiiiii e 761 704
Profit attributable to common shareholders............cccooeeieciininiecienieeienne. 690 633
Profit attributable to preferred shareholders ...........cccooeeievieiiniicieieciennen 61 61
Profit attributable to shareholders ...........ccooeveirinineniciieccee, 751 694
Profit attributable to non-controlling INterests .........ccovereeeiereereeierieneeeiennen 10 10
Average number of common shares outstanding (000°S)..........ccceverireencnns 498,668 498,668
Basic earnings per common Share.............coccevererieieneneeieeseeeee e $ 138 $ 1.27

The accompanying notes on pages 69 to 129 and the audited sections of ‘Risk Management within Management s Discussion and Analysis
on pages 31 to 60 form an integral part of these consolidated financial statements.
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HSBC BANK CANADA

Consolidated statement of comprehensive income

For the year ended 31 December (in millions of dollars)

Profit fOr the YEar .....oouiiiiiiiiii e

Other comprehensive income
Available-for-sale INVESTMENTS. .......c.civviiiiiiiiiciieerie ettt ere e eae s

— £ VAU ZAINS ..ottt
— fair value gains transferred to income statement on disposal ..........c.cccecveenuenene.
— INCOMIE LAXES....veuvuriiieteireiieteet ettt ettt sttt et eb et ae et eae
Cash fIOW REAZES ....c.veeuieiiiiiee ettt

— £AIT VAIUC ZAINS ..ottt ettt te e eas
— fair value gains transferred to income Statement ...........cocceeeeeereeneeieniesieieeene.
— ANCOMIE EAXES..c.veuveveuertetenteuieteet ettt ettt ettt bttt b et et s bttt es e eb e et st e e ese et nae s

Actuarial losses on defined benefit plans..........ccooceeevevieeiiieieniceeee e

— DETOre INCOME tAXES ..eiivviiiieiieiee ettt ettt e et e e et e eeareeeeareeeearee e
— INICOINIE TAXECS.vveeiurreeeureeeerreeeetreeeeseeeeiteeeeseeeesseeeeseeeeseeessseeeesseseesseessseeeseeessesensreeens

Other comprehensive (loss)/income for the year, net of tax .........ccoceeevevenennrinenennns

Total comprehensive income for the Year.........c.ocevveievieiieieieiecee e

Total comprehensive income for the year attributable to:
—SharehOlders .........cceuiuiiiiiiiiiccc e
— NON-CONLIOIIING INETESES ......vieiiiieiirieieietccretc ettt

2012 2011
$m $m
761 704
17 57

20 123
(52) (43)
15 (23)

(141) 185
110 445

(307) (193)

56 (67)
39) (39)
(53) 47)

14 8

(197) 203
564 907
554 897

10 10
564 907

The accompanying notes on pages 69 to 129 and the audited sections of ‘Risk Management within Management s Discussion and Analysis

on pages 31 to 60 form an integral part of these consolidated financial statements.
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HSBC BANK CANADA

Consolidated statement of financial position

(in millions of dollars)

31 December 31 December
2012 2011
Notes $m $m
ASSETS
Cash and balances at central bank ..............cccocoeeeviiiiiieiiiiiecieeeeceeee e 56 77
Items in the course of collection from other banks.............ccocvvvevvevinrennns 90 104
TTAAING ASSCLS...veuveviieieiieiieiieieete et et et et est et e ese et e sseeseesaesbeessesseseeseesaesens 10 5,272 4,587
DIEIIVALIVES ...ttt ettt et ettt e ete et eveeeaeas 11 1,810 2,203
Loans and advances t0 banks.........cccooocvvieieiiiiiieicieeecec e 1,480 4,530
Loans and advances t0 CUSTOIMETS .......ccuveeevuereiiieeereeeceeeeeeeeeeee e ereeeevee e 45,572 44,357
Financial INVESTMENTS.........ccuviiieieiciic ettt e 12 20,411 19,168
(011153 W 1T £SO 18 910 559
Prepayments and accrued INCOME.......ccuevueeuierierieieieeeeeeeee e 165 225
Customers’ liability under acCeptances..........coveeeerveriereenienienieese e 4,737 4,059
Property, plant and eqUIPMENT .........ccoevviriiiieriiieeee e 16 140 123
Goodwill and Intangible aSSets ..........ccceveeieriererieiirieeeeee e 19 71 76
TOLAL ASSCLS .vviiiurieieirieeettee ettt et eere e et e et e e et e e eteeeeveeeeareeeetreeeneeeennes 80,714 80,068
LIABILITIES AND EQUITY
Liabilities
Deposits DY DAnKS ........ccueriiieieiieiee e 2,173 1,329
CUSLOMET ACCOUNTS ...uvvvieeeeiiiieeeeeiieeeeeeeire e e e eeetteeeeeeeateeeeeeetaeeeeeeeareeeeeeennnnes 48,304 46,614
Items in the course of transmission to other banks..............cccceeeevvieecnereenns 71 110
Trading Habilities .......ccoveruirieieie e 20 2,672 2,996
Financial liabilities designated at fair value..........cccccevieiieniniiiencnicee 22 436 1,006
DETIVALIVES ..ttt et e e e e e et e e eeareeeetaeeeaeeeens 11 1,415 1,746
Dbt SECUITHIES 11N ISSUE. ....eeiiueeiiieeeieeiieeeeeieieeeeeeee e e e eeeee e e e eaaeeeeeeeaaeeeeeenes 21 11,980 13,327
Other Habilities......c.eeiuiierieereiie ettt ettt et ere e 23 2,384 2,485
ACCEPLANCES ....veevvieeiieeiie ettt ettt ettt ettt e stte et e e st enbeeeseeesaeenseenseenneas 4,737 4,059
Accruals and deferred INCOME .......c..coovvviiiiiiiiiiiiceeecee et 528 566
Retirement benefit HabilitieS ........oovviiiiiiiiiiicee e 4 328 301
Subordinated HabIlItIES .......oovvviiieiieceie et 24 324 326
TOtal HADIIITIES ..vvvivvieeceiee ettt ettt e et e e ae e enaes 75,352 74,865
Equity
Preferred Shares..........oooviiieiiieieeeee e 27 946 946
COMIMON SHATES.....ccuviiiiiieiie et 27 1,225 1,225
OtRET TESCIVES ..uvieiivieeciiie ettt ee e eetre e et e et e etee e veeeeaseeeetveeereeeennes 281 439
Retained earnings 2,680 2,363
Total shareholders” EqUILY ........coirieieriiniieieierecee e 5,132 4,973
NOn-Controlling INEEIESES .......ccvireerieriirieiere e 28 230 230
TOLAL EQUILY .veveeneie ettt ettt ettt ettt ene e e 5,362 5,203
Total equity and Habilities........cccoveeieriiieieie e 80,714 80,068

The accompanying notes on pages 69 to 129 and the audited sections of ‘Risk Management within Management's Discussion and Analysis
on pages 31 to 60 form an integral part of these consolidated financial statements.

=t 1

Paulo Maia
President and Chief Executive Officer

Approved on behalf of the Board of Directors:

o 11y %

Samuel Minzberg
Chairman, HSBC Bank Canada
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HSBC BANK CANADA

Consolidated statement of cash flows

For the year ended 31 December (in millions of dollars)

Cash flows from operating activities
Profit DETOIe taX.....c.evveuiiieiirieieiitccrect et

Adjustments for:
— non-cash items included in profit before tax.........cccecevevevenevninennns
— change in OpPerating aSSELS.........cvcvevieruieierierieeieieieereeeesiesre e esae s e
— change in operating Habilities .........ccccceeierieriieieieieccceeee e
AKX PAIA .ottt et eb e ere s b ens

Net cash from operating aCtiVities ..........c.ceceerueverireirieerinieeneeceeeeeeeneene

Cash flows from investing activities

Purchase of financial INVESIMENTS.......c..cceerirenieieiiieiceeeeeee e
Proceeds from the sale and maturity of financial investments......................
Purchase of property, plant and equipment............cccoeceereeriieerieneseeieie e
Proceeds from sale of property, plant and equipment...........ccccooereeveeeenen.
Net cash flow from the sale of full service retail brokerage business...........
Purchase of intangibles ...........ccoiiieririiieee e

Net cash used in INVEStiNG ACHVILIES ....ecverveeieriieiieiese et

Cash flows from financing activities
Dividends paid to shareholders...........ocoveirinineniiiniinincinccceeceee
Distributions to non-controlling interests ...........c.cevvereererereerieneneeieeneens

Net cash used in financing aCtiVitieS .......ccveueruerieriereeieieee e
Net decrease in cash and cash equivalents..........................cocoe
Cash and cash equivalents at the beginning of the year.............c.ccccceeenne.
Cash and cash equivalents at the end of the year.........cc.ccccovevvienincnenenne

Note

29
29
29

29

2012 2011
$m $m
1,038 956
206 312
(3,311) (11)
1,140 684
(350) (247)
(1,277) 1,694
(15,683) (20,373)
14,423 17,383
(56) (46)
- 8
(116) -
(14) (21)
(1,446) (3,049)
391) (361)
(10) (10)
(401) (371)
(3,124) (1,726)
4,877 6,603
1,753 4,877

The accompanying notes on pages 69 to 129 and the audited sections of ‘Risk Management within Management s Discussion and Analysis

on pages 31 to 60 form an integral part of these consolidated financial statements.
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Consolidated statement of changes

For the year ended 31 December (in millions of dollars)
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements
31 December 2012 and 2011 (all tabular amounts are in millions of dollars unless stated otherwise)

1 Basis of preparation

a  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 Holdings’). In these consolidated financial 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 (‘IFRS”) and accounting guidelines as issued by the
Office of the Superintendent of Financial Institutions Canada (‘OSFI’), as required under Section 308(4) of the
Bank Act.

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

In 2011, the bank prepared its first annual consolidated financial statements in accordance with IFRS and
accordingly IFRS 1, ‘First-Time Adoption of International Financial Reporting Standards’ was applied that time.
Details of the bank’s adoption of IFRS were included in notes 1(a) and 34 on the 2011 consolidated financial
statements.

b Presentation of information

The bank’s consolidated financial statements are presented in Canadian dollars which is its functional currency.
The abbreviations ‘$m’ represents millions of dollars. All tabular amounts are in millions of dollars except where
otherwise noted. Certain prior year amounts have been reclassified to conform with the current year’s presentation.

Disclosures required under IFRS 7 ‘Financial Instruments: Disclosures’ (‘IFRS 7°) concerning the nature and extent
of risks relating to financial instruments have been included in the audited sections of ‘Risk Management’ within
the MD&A on pages 31 to 60.

Capital disclosures and Loans and advances under IAS 1 ‘Presentation of financial statements’ (‘AS 1”) have been
included in the audited sections of ‘Risk Management’ within the MD&A on pages 31 to 60.

The bank provides services or enters into transactions with HSBC Group regarding the sharing of costs of
development by Canadian employees for certain technology platforms used by HSBC around the world. In previous
periods, we have shown the salary and related direct expenses for these employees and the recovery of these
expenditures on a gross basis as part of ‘General and administrative expenses’ and ‘Other operating income’
respectively. Effective for 2012, the bank has reported the impact of these transactions on a net basis by reclassifying
the recovery of these expenditures from ‘Other operating income’ to ‘General and administrative expenses’. This
change in presentation only affects transactions for which there is no arm’s length mark-up on costs. As a result,
the impact of this change is a reduction in ‘Other operating income’ and ‘General and administrative expenses’ of
$58m (2011: $75m)

The bank records a collective allowance on all items with credit risk including off-balance sheet credit instruments
such as guarantees and credit commitments. In previous years, the collective allowance related to all credit
instruments has been recorded as a deduction from ‘Loans and advances to customers’. Effective for 2012, the bank
has reclassified the portion of the collective allowance related to off-balance sheet credit instruments into ‘Other
liabilities’. As a result, the impact of this change is an increase in ‘Loans and advances to customers’ and ‘Other
liabilities” of $80m (2011: $73m).

Neither of the above reclassifications have any impact on profit for the year or shareholders’ equity.
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (continued)

1 Basis of preparation (continued)

Cc

Use of estimates and assumptions

The preparation of financial information requires the use of estimates and assumptions about future conditions.
The use of available information and the application of judgement are inherent in the formation of estimates.
Actual results in the future may differ from estimates upon which financial information is prepared. Management
believes that the 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 within the MD&A.

Consolidation

The consolidated financial statements of the bank comprise the financial statements of the bank and its subsidiaries.
Subsidiaries are consolidated from the date that 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 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 of 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 a loss 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 an SPE:

— 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;

— 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;

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

— the bank 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 an SPE.

All inter-company transactions are eliminated on consolidation.

The consolidated financial statements of the bank also include the attributable share of the results and reserves of
associates.
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Changes in accounting policy during 2012

There were no changes in accounting policy in 2012.



1 Basis of preparation (continued)

f  Future accounting developments

At 31 December 2012, a number of standards and interpretations, and amendments thereto, had been issued by
the IASB, which are not effective for these consolidated financial statements. The IASB is continuing to work on
projects on insurance, revenue recognition and lease accounting, which together with the standards described below,
represent widespread and significant changes to accounting requirements from 2013.

Standards applicable in 2013

In May 2011, the IASB issued IFRS 10 ‘Consolidated Financial Statements’ (‘IFRS 10’), and IFRS 12 ‘Disclosure
of Interests in Other Entities’ (‘IFRS 12”). In June 2012, the IASB issued amendments to IFRS 10 and IFRS 12
‘Transition Guidance’. The standards and amendments are effective for annual periods beginning on or after 1
January 2013. IFRS 10 is 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. This will replace the current approach which emphasizes 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.

Based on our initial assessment, we do not expect IFRS 10 and 12 to have a material impact on the bank’s financial
statements as there will be no change to the entities presently consolidated by the bank.

In May 2011, the IASB also issued IFRS 13 ‘Fair Value Measurement’ (‘IFRS 13”). This standard is effective for
annual periods beginning on or after 1 January 2013 and will be applied prospectively. 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 all fair value measurements required or permitted by IFRS.
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. Based on our initial
assessment, we do not expect the adoption of IFRS 13 to have a material impact on the bank’s consolidated financial
statements.

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 and will be applied retrospectively.

The most significant impact 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 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.

In addition, unvested amounts related to past service events are no longer amortized and recognized in the income
statement over the vesting period, but recognized in full on the date of the past service event as a charge or a credit
to income.

The estimated effect of the adoption of this standard is an increase in total operating expenses for fiscal 2013 of
approximately $10m. In addition, as the standard is to be applied retrospectively, there is an increase in retained
earnings on 1 January 2013 of $14m net of income taxes relating to past service gains recorded in previous years
that are currently deferred.

In December 2011, the IASB issued amendments to IFRS 7 ‘Disclosures — Offsetting Financial Assets and Financial
Liabilities’ which requires the disclosures about the effect or potential effects of offsetting financial assets and
financial liabilities and related arrangements on an entity’s financial position. The amendments are effective
for annual periods beginning on or after 1 January 2013 and interim periods within those annual periods. The
amendments are required to be applied retrospectively.
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1 Basis of preparation (continued)

f

Future accounting developments (continued)
Standards applicable in 2014

In December 2011, the IASB issued amendments to IAS 32 ‘Offsetting Financial Assets and Financial Liabilities’
which clarified the requirements for offsetting financial instruments and addressed inconsistencies in current practice
when applying the offsetting criteria in IAS 32 ‘Financial Instruments: Presentation’. The amendments are effective
for annual periods beginning on or after 1 January 2014 with early adoption permitted and are required to be applied
retrospectively.

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

In October 2012, the IASB issued amendments to IFRS 10, IFRS 12 and IAS 27 ‘Investment Entities’, which
introduced an exception to the principle that all subsidiaries shall be consolidated. The amendments require a parent
that is an investment entity to measure its investments in particular subsidiaries at fair value through profit or loss
instead of consolidating all subsidiaries in its consolidated and separate financial statements. The amendments are
effective from 1 January 2014 with early adoption permitted. Based on our initial assessment, we do not expect the
amendments to have a material impact on the bank’s consolidated financial statements.

Standards applicable in 2015

In November 2009, the IASB issued IFRS 9 ‘Financial Instruments’ (‘IFRS 9°) which introduced new requirements
for the classification and measurement of financial assets. In October 2010, the IASB issued an amendment to
IFRS 9 incorporating requirements for financial liabilities. Together, these changes represent the first phase in the
IASB’s planned replacement of IAS 39 ‘Financial Instruments: Recognition and Measurement’ (‘IAS 39’) with a
less complex and improved standard for financial instruments.

Following the IASB’s decision in December 2011 to defer the effective date, the standard is effective for annual
periods beginning on or after 1 January 2015. IFRS 9 is required to be applied retrospectively but prior periods need
not be restated.

The second and third phases in the IASB’s implementation of IFRS 9 will address the impairment of financial assets
measured at amortized cost and hedge accounting.

The TASB is in the process of amending the requirements for classification and measurement in IFRS 9 to address
practice and other issues.

As a result of uncertainties with regard to the final IFRS 9 requirements for classification and measurement and
impairment, the bank remains unable to provide a date by which it plans to apply IFRS 9 as OSFI does not presently
allow early adoption. Therefore, it remains impracticable to quantify the impact of IFRS 9 as at the date of publication
of these consolidated financial statements.

2 Summary of significant accounting policies

a
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Interest income and expense

Interest income and expense for all financial instruments except for those classified as held for trading or designated
at fair value (other than debt securities issued by the bank and derivatives managed in conjunction with such debt
securities issued) are recognized in ‘Interest income’ and ‘Interest expense’ in the income statement using the
effective interest rate method. The effective interest rate method is a way of calculating the amortized cost of a
financial asset or a financial liability (or groups of financial assets or financial liabilities) and of allocating the
interest income or interest expense over the relevant period.

The effective interest rate is the rate that exactly discounts estimated future cash receipts or payments through the
expected life of the financial instrument or, where appropriate, a shorter period, to the net carrying amount of the
financial asset or financial liability. When calculating the effective interest rate, we estimate cash flows considering
all contractual terms of the financial instrument but not future credit losses. The calculation includes all amounts
paid or received by the bank that are an integral part of the effective interest rate of a financial instrument, including
transaction costs and all other premiums or discounts.



2 Summary of significant accounting policies (continued)

a Interest income and expense (continued)

Interest on impaired financial assets is recognized using the rate of interest used to discount the future cash flows
for the purpose of measuring the impairment loss.

b Non-interest income

Fee income is earned from a diverse range of services provided by the bank to its customers. Fee income is accounted
for as follows:

— income earned on the execution of a significant act is recognized as revenue when the act is completed (for
example, fees arising from negotiating, or participating in the negotiation of, a transaction for a third party, such
as an arrangement for the acquisition of shares or other securities);

— income earned from the provision of services is recognized as revenue as the services are provided (for example,
asset management, portfolio and other management advisory and service fees); and

— income which forms an integral part of the effective interest rate of a financial instrument is recognized as an
adjustment to the effective interest rate (for example, certain loan commitment fees) and recorded in ‘Interest
income’ (note 2(a)).

Net trading income comprises all gains and losses from changes in the fair value of financial assets and financial
liabilities held for trading, together with related interest income, expense and dividends.

Net income from financial instruments designated at fair value includes all gains and losses from changes in the
fair value of financial assets and financial liabilities designated at fair value through profit or loss. Interest income
and expense and dividend income arising on those financial instruments are also included in ‘Net income from
financial instruments designated at fair value’, except for interest arising from debt securities issued, and derivatives
managed in conjunction with debt securities, which is recognized in ‘Interest expense’.

Dividend income is recognized when the right to receive payment is established.

¢ Segment reporting

Operations are managed according to the main customer groups of the HSBC Group: Retail Banking and Wealth
Management, Commercial Banking, Global Banking and Markets and Consumer Finance. Measurement of segment
assets, liabilities, income and expenses is based on the bank’s accounting policies. Segment income and expenses
include transfers between segments and these transfers are conducted on arm’s length terms and conditions. Shared
costs are included in segments on the basis of the actual recharges made.

d  Valuation of financial instruments

All financial instruments are recognized initially at fair value. In the normal course of business, the fair value
of a financial instrument on initial recognition is the transaction price (that is, the fair value of the consideration
given or received). In certain circumstances, however, the fair value will be based on other observable current
market transactions in the same instrument, without modification or repackaging, or on a valuation technique
whose variables include only data from observable markets, such as interest rate yield curves, option volatilities and
currency rates. When such evidence exists, the bank recognizes a trading gain or loss on inception of the financial
instrument. When unobservable market data have a significant impact on the valuation of financial instruments, the
entire initial difference in fair value indicated by the valuation model from the transaction price is not recognized
immediately in the income statement but is recognized over the life of the transaction on an appropriate basis, or
when the inputs become observable, or the transaction matures or is closed out, or when the bank enters into an
offsetting transaction.
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d

Valuation of financial instruments (continued)

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

Valuation techniques incorporate assumptions about factors that other market participants would use in their
valuation, including interest rate yield curves, prepayment and default rates, volatilities and exchange rates. If
there are additional factors that are not incorporated within the valuation model but would be considered by market
participants, further fair value adjustments may be applied. These fair value adjustments include adjustments for
bid-offer spread, model uncertainty, credit risk and model limitation.

If the fair value of a financial asset measured at fair value becomes negative, the financial instrument is recorded
as a financial liability until its fair value becomes positive, at which time the financial instrument is recorded as a
financial asset.

The fair values of financial liabilities are measured using quoted market prices where available or using valuation
techniques. These fair values include market participants’ assessments of the appropriate credit spread to apply to the
bank’s liabilities. The amount of change during the period, and cumulatively, in the fair value of designated financial
liabilities that is attributable to changes in their credit spread is determined as the amount of change in the fair value
that is not attributable to changes in market conditions that give rise to market risk.

Loans and advances to banks and customers

Loans and advances to banks and customers include loans and advances originated by the bank. Loans and advances
are recognized when cash is advanced to borrowers. They are derecognized when either the borrower repays their
obligations, or the loans are sold or written off, or substantially all the risks and rewards of ownership are transferred.
They are initially recorded at fair value plus any directly attributable transaction costs and are subsequently measured
at amortized cost using the effective interest rate method, less impairment losses. Where exposures are hedged by
derivatives designated and qualifying as fair value hedges, the carrying value of the loans and advances so hedged
includes a fair value adjustment for the hedged risk only.

The bank may commit to underwrite loans on fixed contractual terms for specified periods of time, where the
drawdown of the loan is contingent upon certain future events outside the control of the bank.
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Impairment of loans and advances

Losses for impairment are recognized when there is objective evidence that impairment of a loan or portfolio of loans
has occurred as a result of a loss event and where the loss event has an impact on the estimated future cash flows of
the loan or portfolio of loans. Impairment losses are calculated on individual loans and on groups of loans assessed
collectively. Impairment losses are recorded as charges to the income statement. The carrying amount of impaired
loans on the statement of financial position is reduced through the use of impairment allowance accounts. Losses
expected from future events are not recognized.

Individually assessed loans and advances

The factors considered in determining that a loan is individually significant for the purposes of assessing impairment
include:

— the size of the loan;
— the number of loans in the portfolio;
— the importance of the individual loan relationship, and how this is managed; and

— whether the volumes of defaults and losses are sufficient to enable a collective assessment methodology to be applied.



2 Summary of significant accounting policies (continued)

f

Impairment of loans and advances (continued)

For all loans that are considered individually significant, the bank assesses on a case-by-case basis at each reporting
date whether there is any objective evidence that a loan is impaired. The criteria used by the bank to determine that
there is such objective evidence include:

— known cash flow difficulties experienced by the borrower;

— past due contractual payments of either principal or interest;

— breach of loan covenants or conditions;

— the probability that the borrower will enter bankruptcy or other financial realization; and
— asignificant downgrading in credit rating by an external credit rating agency.

For those loans where objective evidence of impairment exists, impairment losses are determined by considering
the following factors:

— the bank’s aggregate exposure to the customer;

— the viability of the customer’s business model and its capability to trade successfully out of financial difficulties
and generate sufficient cash flow to service its debt obligations;

— the amount and timing of expected receipts and recoveries;
— the likely dividend available on liquidation or bankruptcy;

— the extent of other creditors’ commitments ranking ahead of, or pari passu with, the bank and the likelihood of
other creditors continuing to support the company;

— the complexity of determining the aggregate amount and ranking of all creditor claims and the extent to which
legal and insurance uncertainties are evident;

— the realizable value of security (or other credit mitigants) and likelihood of successful repossession;
— the likely deduction of any costs involved in recovery of amounts outstanding; and
— when available, the secondary market price of the debt.

Impairment losses are calculated by discounting the expected future cash flows of a loan at its original effective
interest rate, and comparing the resultant present value with the loan’s current carrying amount. The impairment
allowances on individually significant accounts are reviewed at least quarterly and more regularly when circumstances
require. This normally encompasses re-assessment of the enforceability of any collateral held and the timing and
amount of actual and anticipated receipts. Individually assessed impairment allowances are only released when there
is reasonable and objective evidence of a reduction in the established loss estimate.

Collectively assessed loans and advances
Impairment is assessed on a collective basis in two circumstances:

— to cover losses which have been incurred but have not yet been identified on loans subject to individual
assessment; and

— for homogeneous groups of loans that are not considered individually significant.

For business and government loans, for which evidence of loss has been specifically identified on an individual
basis, the underlying credit metrics, including probability of default, loss given default and exposure at default, for
each customer is derived from the bank’s internal rating systems as a basis for determining the collective allowance.
Management amends these metrics for some or all borrowers where they consider that the rating system metrics do
not fully reflect incurred losses. This judgemental adjustment employs an established framework and references both
internal and external indicators of credit quality.

For consumer loans, residential mortgages and credit cards, expected losses are estimated through analysis of
historical losses, delinquency migration and write-off trends, supplemented by judgemental adjustments that employ
an established framework and reference both internal and external indicators of credit quality.
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f

Impairment of loans and advances (continued)

The level of the collective allowance is reassessed each quarter and may fluctuate as a result of changes in portfolio
volumes, concentrations and risk; analysis of developing trends in probability of loss, severity of loss and exposure
at default factors; and management’s current assessment of indicators that may have affected the condition of the
portfolio. The balance of the collective allowance is also analyzed as a function of risk-weighted assets and is also
referenced to applicable industry data.

Collective allowances relating to off balance sheet credit instruments such as guarantees and credit commitments
are included in other liabilities.

The loan impairment charges and other credit risk provisions is charged to income and comprises the amounts
written off during the year, net of recoveries on amounts written off in prior years, and changes in provisions.

Write-off of loans and advances

Loans (and the related impairment allowance accounts) are normally written off, either partially or in full, when there
is no realistic prospect of recovery. Where loans are secured, this is generally after receipt of any proceeds from the
realization of security. In circumstances where the net realizable value of any collateral has been determined and
there is no reasonable expectation of further recovery, write-off may be earlier.

Reversals of impairment

If the amount of an impairment loss decreases in a subsequent period, and the decrease can be related objectively to
an event occurring after the impairment was recognized, the excess is written back by reducing the loan impairment
allowance account accordingly. The write-back is recognized in the income statement.

Assets acquired in exchange for loans

Non-financial assets acquired in exchange for loans as part of an orderly realization are reported in ‘Other assets’
and at the lower of the carrying amount of the loan (net of any impairment allowance) and its net realizable value
at the date of exchange. Any subsequent write-down of the acquired asset to its net realizable value is recognized
in the income statement, in ‘Other operating income’. Any subsequent increase in the net realizable value, to the
extent this does not exceed the cumulative write-down, is also recognized in ‘Other operating income’, together with
any realized gains or losses on disposal. Foreclosed assets that are expected to be held for longer than one year are
recorded in accordance with the bank’s accounting policy for such assets.

Renegotiated loans

Loans subject to collective impairment assessment whose terms have been renegotiated are no longer considered
past due, but are treated as new loans for measurement purposes once the minimum numbers of payments required
under the new arrangements have been received. These renegotiated loans are segregated from other parts of the loan
portfolio for the purpose of collective impairment assessment, to reflect their risk profile. Loans subject to individual
impairment assessment, whose terms have been renegotiated, are subject to ongoing review to determine whether
they remain impaired or should be considered past due.

Trading assets and trading liabilities

Treasury bills, debt securities, equity shares, acceptances, deposits, debt securities in issue, and short positions
in securities are classified as held for trading if they have been acquired principally for the purpose of selling or
repurchasing in the near term, or they form part of a portfolio of identified financial instruments that are managed
together. These financial assets or financial liabilities are recognized on trade date, when the bank enters into
contractual arrangements with counterparties to purchase or sell financial instruments, and are normally derecognized
when either sold (assets) or extinguished (liabilities). Measurement is initially at fair value, with transaction costs
taken to the income statement. Subsequently their fair values are re-measured, and gains and losses from changes
therein are recognized in the income statement in ‘Net trading income’.
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h  Financial instruments designated at fair value

Financial instruments, other than those held for trading, are classified in this category if they meet the necessary
criteria and are so designated by management. The bank may designate financial instruments at fair value when the
designation eliminates or significantly reduces measurement or recognition inconsistencies that would otherwise
arise from measuring financial assets or financial liabilities, or recognizing gains and losses on them, on different
bases. Under this criterion, the main classes of financial instruments designated by the bank are debt securities
issued and subordinated debt. The interest payable on certain fixed rate long-term debt securities issued have been
matched with the interest on ‘receive fixed/pay variable’ interest rate swaps as part of a documented interest rate
risk management strategy. An accounting mismatch would arise if the debt securities issued were accounted for at
amortized cost, because the related derivatives are measured at fair value with changes in the fair value recognized
in the income statement. By designating the long-term debt at fair value, the movement in the fair value of the long-
term debt will also be recognized in the income statement.

The fair value designation, once made, is irrevocable. Designated financial assets and financial liabilities are
recognized when the bank enters into the contractual provisions of the arrangements with counterparties, which is
generally on trade date, and are normally derecognized when sold (assets) or extinguished (liabilities). Measurement
is initially at fair value, with transaction costs taken directly to the income statement. Subsequently, the fair values
are re-measured, and gains and losses from changes therein are recognized in ‘Net income from financial instruments
designated at fair value’.

i Financial investments

Treasury bills, debt securities and equity shares intended to be held on a continuing basis, other than those designated
at fair value, are classified as available-for-sale. Financial investments are recognized on trade date, when the bank
enters into contractual arrangements with counterparties to purchase securities, and are normally derecognized when
either the securities are sold or the borrowers repay their obligations.

Available-for-sale financial assets are initially measured at fair value plus direct and incremental transaction costs.
They are subsequently re-measured at fair value, and changes therein are recognized in other comprehensive income
in ‘Available-for-sale investments — fair value gains/(losses)’ until the financial assets are either sold or become
impaired. When available-for-sale financial assets are sold, cumulative gains or losses previously recognized in other
comprehensive income are recognized in the income statement as ‘Gains less losses from financial investments’.

Interest income is recognized on available-for-sale debt securities using the effective interest rate method, calculated
over the asset’s expected life. Premiums and/or discounts arising on the purchase of dated investment securities are
included in the calculation of their effective interest rates. Dividends are recognized in the income statement when
the right to receive payment has been established.

At each reporting date an assessment is made of whether there is any objective evidence of impairment in the value
of a financial asset. Impairment losses are recognized if, and only if, there is objective evidence of impairment as a
result of one or more events that occurred after the initial recognition of the financial asset (a ‘loss event’) and that
loss event (or events) has an impact on the estimated future cash flows of the financial asset that can be reliably
estimated.

If the available-for-sale financial asset is impaired, the difference between the financial asset’s acquisition cost
(net of any principal repayments and amortization) and the current fair value, less any previous impairment loss
recognized in the income statement, is removed from other comprehensive income and recognized in the income
statement.

Impairment losses for available-for-sale debt securities are recognized within ‘Loan impairment charges and other
credit risk provisions’ in the income statement and impairment losses for available-for-sale equity securities are
recognized within ‘Gains less losses from financial investments’ in the income statement.
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Financial investments (continued)

Once an impairment loss has been recognized on an available-for-sale financial asset, the subsequent accounting
treatment for changes in the fair value of that asset differs depending on the nature of the available-for-sale financial
asset concerned:

— for an available-for-sale debt security, a subsequent decline in the fair value of the instrument is recognized in the
income statement when there is further objective evidence of impairment as a result of further decreases in the
estimated future cash flows of the financial asset. Where there is no further objective evidence of impairment, the
decline in fair value of the financial asset is recognized in other comprehensive income. If the fair value of the
debt security increases in a subsequent period, and the increase can be objectively related to an event occurring
after the impairment loss was recognized in the income statement, the impairment loss is reversed through the
income statement to the extent of the increase in fair value.

— for an available-for-sale equity security, all subsequent increases in the fair value of the instrument are treated
as a revaluation and are recognized directly in other comprehensive income. Impairment losses recognized on
the equity security are not reversed through the income statement. Subsequent decreases in the fair value of the
available-for-sale equity security are recognized in the income statement, to the extent that further cumulative
impairment losses have been incurred in relation to the acquisition cost of the equity security.

Sale and repurchase agreements (including stock lending and borrowing)

When securities are sold subject to a commitment to repurchase them at a predetermined price (‘repos’), they remain
in the statement of financial position and a liability is recorded in respect of the consideration received. Securities
purchased under commitments to sell (‘reverse repos’) are not recognized in the statement of financial position
and the consideration paid is recorded in ‘Loans and advances to banks’ or ‘Loans and advances to customers’ as
appropriate. The difference between the sale and repurchase price is treated as interest and recognized over the life
of the agreement.

Securities lending and borrowing transactions are generally secured, with collateral taking the form of securities
or cash advanced or received. The transfer of securities to counterparties under these agreements is not normally
reflected in the statement of financial position. Cash collateral advanced or received is recorded as an asset or a
liability, respectively.

Securities borrowed are not recognized on the statement of financial position.
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Derivatives and hedge accounting

Derivatives are recognized initially, and are subsequently re-measured, at fair value. Fair values of exchange-traded
derivatives are obtained from quoted market prices. Fair values of over-the-counter derivatives are obtained using
valuation techniques, including discounted cash flow and option pricing models.

Derivatives are classified as assets when their fair value is positive or as liabilities when their fair value is negative.

The method of recognizing fair value gains or losses depends on whether derivatives are held for trading or are
designated as hedging instruments, and if the latter, the nature of the risks being hedged. All gains and losses from
changes in the fair value of derivatives held for trading are recognized in the income statement. When derivatives
are designated as hedges, the bank classifies them as either: (i) hedges of the change in fair value of recognized
assets or liabilities or firm commitments (‘fair value hedges’); or (ii) hedges of the variability in highly probable
future cash flows attributable to a recognized asset or liability, or a forecast transaction (‘cash flow hedges’). Hedge
accounting is applied to derivatives designated as hedging instruments in a fair value or cash flow hedge provided
certain criteria are met.

Hedge accounting

At the inception of a hedging relationship, the bank documents the relationship between the hedging instruments
and hedged items, its risk management objective and its strategy for undertaking the hedge. The bank also requires a
documented assessment, both at hedge inception and on an ongoing basis, of whether or not the hedging instruments,
primarily derivatives, that are used in hedging transactions are highly effective in offsetting the changes attributable
to the hedged risks in the fair values or cash flow of the hedged items. Interest on designated qualifying hedges is
included in ‘Net interest income’.



2 Summary of significant accounting policies (continued)

k Derivatives and hedge accounting (continued)
Hedge accounting (continued)
Fair value hedge

Changes in the fair value of derivatives that are designated and qualify as fair value hedging instruments are recorded
in the income statement, along with changes in the fair value of the hedged assets, liabilities or bank thereof that are
attributable to the hedged risk.

If a hedging relationship no longer meets the criteria for hedge accounting, the cumulative adjustment to the carrying
amount of the hedged item is amortized to the income statement based on a recalculated effective interest rate over
the residual period to maturity, unless the hedged item has been derecognized, in which case it is released to the
income statement immediately.

Cash flow hedge

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges
is recognized in other comprehensive income within the ‘Cash flow hedging reserve’. Any gain or loss in fair value
relating to an ineffective portion is recognized immediately in the income statement. The accumulated gains and
losses recognized in other comprehensive income are reclassified to the income statement in the periods in which
the hedged item will affect profit or loss.

When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge accounting,
any cumulative gain or loss existing in other comprehensive income at that time remains separately in equity until
the forecast transaction is eventually recognized in the income statement. When a forecasted transaction is no longer
expected to occur, the cumulative gain or loss that was reported in other comprehensive income is immediately
reclassified to the income statement.

Hedge effectiveness testing

To qualify for hedge accounting, the bank requires that, at the inception of the hedge and throughout its life, each
hedge must be expected to be highly effective (prospective effectiveness) and demonstrate actual effectiveness
(retrospective effectiveness) on an ongoing basis.

The documentation of each hedging relationship sets out how the effectiveness of the hedge is assessed. The method
the bank adopts for assessing hedge effectiveness will depend on its risk management strategy.

For prospective effectiveness the hedging instrument must be expected to be highly effective in offsetting changes
in fair value or cash flows attributable to the hedged risk during the period for which the hedge is designated. For
actual effectiveness to be achieved, the changes in fair value or cash flows must offset each other in the range of
80% to 125%.

Hedge ineffectiveness is recognized in the income statement in ‘Net trading income’.
Derivatives that do not qualify for hedge accounting

All gains and losses from changes in the fair values of derivatives that do not qualify for hedge accounting are
recognized immediately in the income statement. These gains and losses are reported in ‘Net trading income’,
except where derivatives are managed in conjunction with financial instruments designated at fair value (other than
derivatives managed in conjunction with debt securities issued by the bank), in which case gains and losses are
reported in ‘Net income from financial instruments designated at fair value’. The interest on derivatives managed
in conjunction with debt securities issued by the bank which are designated at fair value is recognized in ‘Interest
expense’. All other gains and losses on these derivatives are reported in ‘Net income from financial instruments
designated at fair value’.
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1

Derecognition of financial assets and liabilities

Financial assets are derecognized when the contractual right to receive cash flows from the assets has expired; or
when the bank has transferred its contractual right to receive the cash flows of the financial assets, and either:

— substantially all the risks and rewards of ownership have been transferred; or
— the bank has neither retained nor transferred substantially all the risks and rewards, but has not retained control.

Financial liabilities are derecognized when they are extinguished, that is when the obligation is discharged, cancelled
or expires.

Offsetting financial assets and financial liabilities

Financial assets and financial liabilities are offset and the net amount reported in the statement of financial position
when there is a legally enforceable right to offset the recognized amounts and there is an intention to settle on a net
basis, or realize the asset and settle the liability simultaneously.

Associates

The bank classifies investments in entities over which it has significant influence, but does not control, as associates.
For the purpose of determining this classification, control is considered to be the power to govern the financial and
operating policies of an entity so as to obtain benefits from its activities.

Investments in associates are recognized using the equity method. Under this method, such investments are initially
stated at cost, including attributable goodwill, and are adjusted thereafter for the post-acquisition change in the
bank’s share of net assets, less dividends or distributions received.

Profits on transactions between the bank and its associates are eliminated to the extent of the bank’s interest in
the respective associates. Losses are also eliminated to the extent of the bank’s interest in the associates unless the
transaction provides evidence of an impairment of the asset transferred.
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Goodwill and intangible assets

i) Goodwill arises on acquisition of subsidiaries, when the aggregate of the fair value of the consideration
transferred, the amount of any non-controlling interest and the fair value of any previously held equity interest in
the acquiree exceeds the amounts of identifiable assets and liabilities acquired. If they do not exceed the amounts
of the identifiable assets and liabilities of an acquired business, the difference is recognized immediately in the
income statement.

Intangible assets are recognized separately from goodwill when they are separable or arise from contractual or
other legal rights, and their fair value can be measured reliably.

Goodwill is allocated to cash-generating units for the purpose of impairment testing, which is undertaken
at the lowest level at which goodwill is monitored for internal management purposes. Impairment testing is
performed at least annually, and whenever there is an indication that the cash-generating unit may be impaired,
by comparing the recoverable amount from a cash-generating unit with the carrying amount of its net assets,
including attributable goodwill. The recoverable amount of an asset is the higher of'its fair value less cost to sell,
and its value in use. Value in use is the present value of the expected future cash flows from a cash-generating
unit. If the recoverable amount is less than carrying value, an impairment loss is charged to the income statement.
Goodwill is stated at cost less accumulated impairment losses.

At the date of disposal of a business, attributable goodwill is included in the bank’s share of net assets in the
calculation of the gain or loss on disposal.



2 Summary of significant accounting policies (continued)

[}]

Goodwill and intangible assets (continued)

ii) The bank’s intangible assets are comprised of internally generated computer software and purchased software
with finite useful lives. The cost of internally generated software comprises all directly attributable costs
necessary to create, produce and prepare the software to be capable of operating in the manner intended by
management. Costs incurred in the ongoing maintenance of software are expensed immediately as incurred.

Intangible assets are subject to impairment review if there are events or circumstances that indicate the carrying
amount may not be recoverable. Intangible assets that have an indefinite useful life, or are not yet ready for use,
are tested for impairment annually. This impairment test may be performed at any time during the year, provided
it is performed at the same time every year. An intangible asset recognized during the current period is tested
before the end of the current year. Intangible assets that have a finite useful life are stated at cost less amortization
and accumulated impairment losses and are amortized over their estimated useful lives. Intangible assets with
finite useful lives are amortized, generally on a straight-line basis, over their useful lives as follows:

— internally generated software between 3 and 5 years

— purchased software between 3 and 5 years

p

Property, plant and equipment

Land and buildings are stated at historical cost or fair value at the Parent’s date of transition to IFRS (‘deemed cost’),
less any impairment losses and depreciation calculated to write off the assets over their estimated useful lives as
follows:

— land is not depreciated;
— buildings are depreciated over their estimated useful lives (between 20 and 40 years); and

— leasehold improvements are depreciated over the shorter of their lease term or over their estimated remaining
useful lives.

Equipment, fixtures and fittings (including equipment on operating leases where the bank is the lessor) are stated at
cost less any impairment losses and depreciation calculated on a straight-line basis to write off the assets over their
useful lives, which are generally between 3 and 5 years.

Property, plant and equipment is subject to an impairment review if there are events or changes in circumstances
which indicate that the carrying amount may not be recoverable.

Gains and losses on disposal are recorded in ‘Other operating income’ in the year of disposal.

Investment properties are included in the statement of financial position at fair value with changes therein recognized
in the income statement in the period of change. Fair values are determined by independent professional valuators
who apply recognized valuation techniques.

q

Finance and operating leases

Agreements which transfer to counterparties substantially all the risks and rewards incidental to the ownership of
assets, but not necessarily legal title, are classified as finance leases. When the bank is a lessor under finance leases
the amounts due under the leases, after deduction of unearned charges, are included in ‘Loans and advances to banks’
or ‘Loans and advances to customers’, as appropriate. The finance income receivable is recognized in ‘Net interest
income’ over the periods of the leases so as to give a constant rate of return on the net investment in the leases.

All other leases are classified as operating leases. When acting as lessor, the bank includes the assets subject to
operating leases in ‘Property, plant and equipment’ and accounts for them accordingly. Impairment losses are
recognized to the extent that residual values are not fully recoverable and the carrying value of the assets is thereby
impaired. When the bank is the lessee, leased assets are not recognized on the statement of financial position. Rentals
payable and receivable under operating leases are accounted for on a straight-line basis over the periods of the leases
and are included in ‘General and administrative expenses’ and ‘Other operating income’ respectively.
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r

Income tax

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

Current tax is the tax expected to be payable on the taxable profit for the year, calculated using tax rates enacted or
substantively enacted by the reporting date, and any adjustment to tax payable in respect of previous years. Current
tax assets and liabilities are offset when the bank intends to settle on a net basis and the legal right to offset exists.

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

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

Deferred tax relating to actuarial gains and losses on post-employment benefits is recognized directly in other
comprehensive income. Deferred tax relating to fair value re-measurement of available-for-sale investments and
cash flow hedging instruments are charged or credited directly to other comprehensive income, and are subsequently
recognized in the income statement when the deferred fair value gain or loss is recognized in the income statement.
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Pension and other post-employment benefits

The bank operates a number of pension and other post-employment benefit plans. These plans include both defined
benefit and defined contribution plans and various other post-employment benefits such as post employment
healthcare. The post-retirement plans include supplemental pension arrangements that provide pension benefits in
excess of the benefits provided by the pension plans, and post-retirement, non-pension arrangements that provide
certain benefits in retirement. The pension plans are funded by contributions from the bank or its employees, while
the supplemental pension arrangements are not funded.

Payments to defined contribution plans are charged as an expense as they fall due.

The defined benefit pension costs and the present value of defined benefit obligations are calculated on the
reporting date by the scheme’s actuaries using the projected unit credit method. The net charge to the income
statement mainly comprises the current service cost, plus the unwinding of the discount rate on plan liabilities,
less the expected return on plan assets, and is presented in operating expenses. Past service costs are charged
immediately to the income statement to the extent that the benefits have vested, and are otherwise recognized
on a straight-line basis over the average period until the benefits vest. Actuarial gains and losses comprise
experience adjustments (the effects of differences between the previous actuarial assumptions and what has
actually occurred), as well as the effects of changes in actuarial assumptions. Actuarial gains and losses are
recognized in other comprehensive income in the period in which they arise.

The defined benefit liability recognized in the statement of financial position represents the present value of
defined benefit obligations adjusted for unrecognized past service costs and reduced by the fair value of plan
assets. Any net defined benefit surplus is limited to unrecognized past service costs plus the present value of
available refunds and reductions in future contributions to the plan.

The costs of obligations arising from other defined post-employment benefits plans, such as defined benefit
healthcare plans, are accounted for on the same basis as defined benefit pension plans.



2 Summary of significant accounting policies (continued)

t

Share-based payments

The cost of share-based payment arrangements with employees is measured by reference to the fair value of equity
instruments on the date they are granted, and recognized as an expense on a straight-line basis over the vesting period,
with a corresponding credit to retained earnings. The vesting period is the period during which all the specified vesting
conditions of a share-based payment arrangement are to be satisfied. The fair value of equity instruments that are made
available immediately, with no vesting period attached to the award, are expensed immediately.

Fair value is determined by using appropriate valuation models, taking into account the terms and conditions upon
which the equity instruments were granted. Vesting conditions include service conditions and performance conditions.
Market performance conditions are taken into account when estimating the fair value of equity instruments at the date
of grant, so that an award is treated as vesting irrespective of whether the market performance condition or non-vesting
condition is satisfied, provided all other conditions are satisfied.

Vesting conditions, other than market performance conditions, are not taken into account in the initial estimate of the
fair value at the grant date. They are taken into account by adjusting the number of equity instruments included in the
measurement of the transaction, so that the amount recognized for services received as consideration for the equity
instruments granted shall be based on the number of equity instruments that eventually vest.

Where an award has been modified, as a minimum the expense of the original award continues to be recognized as if
it had not been modified. Where the effect of a modification is to increase the fair value of an award or increase the
number of equity instruments, the incremental fair value of the award or incremental fair value of the extra equity
instruments is recognized in addition to the expense of the original grant, measured at the date of modification, over
the modified vesting period.

A cancellation that occurs during the vesting period is treated as an acceleration of vesting, and recognized immediately
for the amount that would otherwise have been recognized for services over the vesting period.

HSBC Holdings is the grantor of its equity instruments for all share awards and share options across the group. The credit
to ‘Retained earnings’ on expensing an award represents the effective capital contribution from HSBC Holdings. To the
extent the bank will be, or has been, required to fund a share-based payment arrangement, this capital contribution is
reduced and the fair value of shares expected to be released to employees is recorded within ‘Other liabilities’.

Foreign currencies

Transactions in foreign currencies are recorded in the functional currency at the rate of exchange prevailing on the date
of the transaction. Monetary assets and liabilities denominated in foreign currencies are translated into the functional
currency at the rate of exchange in effect at the statement of financial position date. Any resulting exchange differences
are included in the income statement.

Non-monetary assets and liabilities measured at fair value in a foreign currency are translated into the functional
currency using the rate of exchange at the date the fair value was determined. Any exchange component of a gain or
loss on a non-monetary item is recognized in other comprehensive income if the gain or loss on the non-monetary item
is recognized in other comprehensive income. Any exchange component of a gain or loss on a non-monetary item is
recognized in the income statement if the gain or loss on the non-monetary item is recognized in the income statement.

Provisions

Provisions are recognized when it is probable that an outflow of economic benefits will be required to settle a current
legal or constructive obligation, which has arisen as a result of past events, and for which a reliable estimate can be
made of the amount of the obligation.

Contingent liabilities, which include certain guarantees and letters of credit pledged as collateral security, are possible
obligations that arise from past events whose existence will be confirmed only by the occurrence, or non-occurrence, of
one or more uncertain future events not wholly within the control of the bank; or are present obligations that have arisen
from past events but are not recognized because it is not probable that settlement will require outflow of economic
benefits, or because the amount of the obligations cannot be reliably measured. Contingent liabilities are not recognized
in the financial statements but are disclosed unless the probability of settlement is remote.
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w

Financial guarantee contracts

Liabilities under financial guarantee contracts are recorded initially at their fair value, which is generally the fee
received or receivable. Subsequently, the financial guarantee liabilities are measured at the higher of the initial fair
value, less cumulative amortization, and the best estimate of the expenditure required to settle the obligations.

Debt securities in issue and deposits by customers and banks

Financial liabilities are recognized when the bank enters into the contractual provisions of the arrangements with
counterparties, which is generally on trade date, and initially measured at fair value, which are normally the proceeds
received net of directly attributable transaction costs incurred. Subsequent measurement of financial liabilities,
other than those measured at fair value through profit or loss and financial guarantees, is at amortized cost, using
the effective interest rate method to amortize the difference between proceeds received, net of directly attributable
transaction costs incurred, and the redemption amount over the expected life of the instrument.

Debt securities issued are debts for which transferable certificates have been issued. Debt securities in issue also
include secured borrowings arising from securitization transactions.

Share capital and other equity instruments

Shares are classified as equity when there is no contractual obligation to transfer cash or other financial assets.
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Cash and cash equivalents

For the purpose of the statement of cash flows, cash and cash equivalents include highly liquid investments that are
readily convertible to known amounts of cash and which are subject to an insignificant risk of change in value. Such
investments are normally those with less than three months’ maturity from the date of acquisition, and include cash
and balances at central bank, debt securities, loans and advances to banks, items in the course of collection from or
in transmission to other banks and certificates of deposit.



3 Net operating income

Net operating income is stated after the following items of income, expense, gains and losses:

2012 2011
Sm $m
Income
Interest recognized on impaired financial aSSELS ...........cevverieiiereeieiereeeeieie e 18 22
Fees earned on financial assets or liabilities not held for trading nor designated at
fair value, other than fees included in effective interest rate calculations on these
types of assets and Habilities.........iveiereiieieie e 321 292
Fees earned on trust and other fiduciary activities where the bank holds or invests
assets on behalf of itS CUSTOMETS ......eoveuveuiruiriiiiieirereer e 131 167
Expense
Interest on financial instruments, excluding interest on financial liabilities held for
trading or designated at fair Value..........ocoevieriiiiiiiiieeecee e 742 792
Fees payable on financial assets or liabilities not held for trading nor designated at
fair value, other than fees included in effective interest rate calculations on these
types of assets and Habilities..........c.ccevueirireinieiinieieceec e 56 51
Fees payable on trust and other fiduciary activities where the bank holds or invests
assets on behalf of 1tS CUSTOMETS ........ccvivvieiiiiciieieie e 8 9
Gains/(losses)
Loss on disposal of property, plant and equipment, intangible assets and
NON-fINANCIAl INVESTMENLS ......oviiiiiieieii ettt ee e ee e 88 2)
Loan impairment charge and other credit risk provisions
Net impairment charge on loans and advances...........cccooeveerererieieneneeiere e 202 200
Other credit TiSK PrOVISIONS . .....oiviiieieriieieie ettt e e sbeeeeeneenaeas 8 -
Impairment/(reversal) of available-for-sale debt securities ...........cceeerieieviereeieiennns 1 3)
4 Employee compensation and benefits
a  Total employee compensation
2012 2011
$m $m
Wages and SAIATIES ......cvervieeieiieiieteieete ettt ettt ettt te b e sbeetsessesseeseensenaeas 525 635
POst-eMPlOYEE DENETILS ...c.viivieeiiiieiieiieieeie ettt nees 52 59
ORET .ttt ettt b ettt b et n e 73 96
650 790
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4 Employee compensation and benefits (continued)

b Post-employment benefits

We sponsor a number of defined benefit and defined contribution plans providing pension, other retirement and post-
employment benefits to eligible employees. Non-pension plans comprise of healthcare and other post employment
benefits and are not funded.

Income statement charge 2012 2011
$m $m
Defined benefit plans
PENSION PIANS ..ottt et 10 14
INON-PENSION PIAIS ..ttt ettt sttt ebe e e - 10
Defined contribution pension Plans ..........c.ccoceererireerieneneeriene e 31 35
41 59
Curtailment and settlement gains and other amounts related to restructuring
INCIUACA ADOVE ...t 11 -
Post-employment Denefits...........cccoueeviriiriiiiiniiiiiceeeecee e 52 59
¢ Post-employment benefit plans
Net liability
Net liability recognized on the statement of financial position in respect of defined benefit plans
2012 2011
$m $m
PENSION PIANS ..ottt ettt ettt 157) (129)
Fair value of Plan @SSELS........cevuiriiiieiee ettt 410 388
Present value of defined benefit obligations..........cccvveeieriiieiene e (562) (513)
Effect of TIMit 0N Plan .....cc.ooieieicieee e e Q) 4
INON-PENSION PIAINS ..ttt ettt ettt sae et e e eae e s eneeeaes (171) (172)
Present value of defined benefit obligations...........ccveeeieviiiieienieceeiee e (152) (150)
Unrecognized Past SEIVICE ZAIN .......coververveeierieeiieiesieeteesieseesteeseesesseessensesseeseeaensens (19) (22)
INCE HADIIIEY .ttt (328) (301)
2012 2011
$m $m
Fair value Of Plan @SSELS........eviiiiriiriiieiesit et e 410 388
Present value of defined benefit 0bligations .............cccevirierieniiieieiieeee e (714) (663)
Unrecognized Past SETVICE COSE....euirtiiiiriiriiieienitrieeie sttt ettt sttt eaee e (19) (22)
ORET .t ettt 5) “4)
N HADIIILY .ttt (328) (301)
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4 Employee compensation and benefits (continued)

¢ Post-employment benefit plans (continued)

Principal actuarial assumptions

The principal actuarial financial assumptions used to calculate the bank’s obligations under its defined plans are
presented in the table below. The 2012 and 2011 assumptions will also form and have formed the basis for measuring

periodic costs under the plans in 2013 and 2012 respectively.

Pension plans

Non-pension plans

2012

%

DiISCOUNE TALE ... 4.0-4.5
Expected rate of return’...........coceveeiecieniinieieee 6.5-7.0
Rate of increase for pensions ..........ccceeveveeveeeriennnnne. 3.0-3.4
Rate of pay INCrease........cccoveeieeereeieeeeeeeeee e 3.0-3.4
Healthcare cost trend rates — Initial rate ..................... n/a
Healthcare cost trend rates — Ultimate rate?® ............... n/a

2011
%

4.75-5.25
6.5-7.0
3.0-3.8
3.0-3.8
n/a

n/a

2012
%

4.0-4.5

n/a
3.0-34
3.0-34
7.2-8.0
4.9-5.0

1 Effective 1 January 2013, expected rate of return will be for accounting purposes the discount rate applicable.

2 The non-pension ‘Healthcare cost trend rates — Ultimate rate’is applied from 2016.

2011
%

4.75-5.25
n/a
3.0-3.8
3.0-3.8
8.0-6.5
5.0-4.9

The bank determines the discount rates to be applied to its obligations in consultation with the plans’ local actuaries, on
the basis of the current average yield of high quality Canadian corporate bonds, with maturities consistent with those
of the defined benefit obligations. The expected rate of return on plan assets represents the best estimate of long-term
future asset returns, which takes into account historical market returns plus additional factors such as the current rate

of inflation and interest rates.

Mortality assumption

Mortality assumptions were determined using the 1994 Uninsured Pensioner Mortality Table with generational mortality

improvements projected using projection scale AA (sex distinct rates).

The average life expectancies from age 65 under this assumption are as follows:

For a male currently aged 605 .........coveiiiiieieirieeeet ettt ettt
For a male currently aged 45 .........c.coiiiiiiiiiciieeec ettt
For a female currently aged 05 ......c.ooiiiiiiiieiiiieiee ettt
For a female currently a@ed 45 .......oovioieiieiieieieee ettt sttt ettt et na e eneens

Average

years from

age 65

19
21
22
23
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¢ Post-employment benefit plans (continued)
Actuarial assumption sensitivities

The discount rate is sensitive to changes in market conditions arising during the reporting period. The rate of inflation
was not modelled as the potential effect was not material. The following table shows the effect of a /4 percentage point
change (‘25bps’) in the above and other key assumptions on post-employment defined benefit plans:

Pension plans
2012 2011
$m $m
Discount rate
Change in pension obligation at year end from a 25 bps increase ............cocceeeueee. (23) (20)
Change in pension obligation at year end from a 25 bps decrease..........c.ceceeveeenee 23 20
Change in following year pension cost from a 25 bps increase...........ccceceeverveeenene 1) €8
Change in following year pension cost from a 25 bps decrease..........ccoceoveereenenne 1 1
Rate of pay increase
Change in pension obligation at year end from a 25 bps increase............ccceevvennenne 10 9
Change in pension obligation at year end from a 25 bps decrease ..............ccccuenenee ) ®)
Change in following year pension cost from a 25 bps increase..........c.cceeeevervennne 1 1
Change in following year pension cost from a 25 bps decrease.........ccccevveeereenenne a (1)
Mortality
Change in pension obligation from each year of longevity assumed ...................... 11 11

Non-pension plans

The effect of a 25bps increase in the discount rate to the 2012 defined benefit charge was not material.

2012 2011
Sm $m
Change in defined benefit obligation at year end from a 25 bps increase
1N the dISCOUNE TALE ....cvviiiiiiiiciiicie ettt ettt st aaeebeesbeesseens (6) (6)
Increase in defined benefit obligation from each additional year of longevity assumed .... 3 4

The actuarial assumptions of the healthcare cost trend rates have a significant effect on the amounts recognized. A one
percentage point change in assumed healthcare cost trend rates would have the following effects on amounts recognized
in2012:

1% 1%

increase decrease

$m $m
Increase/(decrease) of the aggregate of the current service cost and interest cost......... 1 a
Decrease of defined benefit OblIZAtion ..........ccceeieierierieieieeceeee e (&) ()]
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4 Employee compensation and benefits (continued)

¢ Post-employment benefit plans (continued)
Expected rates of return

Pension plans

Fair value of plan assets
EQUILIES ©vveiiiieiieieeecieeee e
BONAS ..o

1 The expected rates of return are weighted on the basis of the fair value of plan assets.

2012 2011
Expected Expected
rates of rates of
return’ Value return’ Value
% $m % $m
7.7 260 7.7 252
3.5 147 3.5 132
3.2 3 3.2 4
410 388
(562) (513)
3) (4)
157) (129)
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4 Employee compensation and benefits (continued)

¢ Post-employment benefit plans (continued)

Fair value of plan assets and present value of defined benefit obligations

Pension plans Non-pension plans
2012 2011 2012 2011
$m $m $m $m
Fair value of plan assets
At 1 JaNUATY .o 388 385 - -
Expected return on plan assets.........cccecveeveriereeennennnn 26 26 - -
Contributions by the bank
Normal contributions ...........cccceeeeierieereeierieenennes 12 24 1 4
Special contributions..........c.eceeeeierieneeieriesieenens 18 11 - -
Contributions by employees .........ccccvevveriereeierieneennenn 1 1 - -
Experience gains/(10SSEs)......cevevvereereevierienrieierieneenes 7 (35) - -
Benefits paid .......ccocvieeieiieieeeeeee e 37 (24) 3 4)
Distributed on settlements...........ocevveveerenenieenennenn Q) — “4) —
At 31 DeCember ....c..ccueveruiriiiciriieieeeeeeeeeee 410 388 - —
Present value of defined benefit obligations
At 1 JaNUATY ..o (513) (480) (150) (135)
CUrrent SEIVICE COSt..uvrirriiiiirieirieieereesteeeieeeeeeeeve e 13) (14) *) 4)
INEEreSt COS..vviiniiiiiiiieiieceeeie e (25) (26) 8 ®)
Contributions by employees ..........ccccecverererverieneennens ) ) - -
Actuarial gains ........coceeieiiiriniiiee e (55) (16) “4) @)
Benefits paid ........ccccevevieiiineniiee 37 24 4 4
Special contractual benefits .........c.ccocevveeeinenierinennne A3 - - -
Liabilities extinguished on curtailments and settlements 11 — 11 —
At 31 DECEMDET ......ocueniiiiieiiiiiecrieiceeccereeecee (562) (513) (152) (150)
Funded.......coooviiiiiiiice (507) (463) - -
Unfunded.......coooeivinineiiinicnenceeeeeene (55) (50) (152) (150)
OthET oo 5) 4) - -
Unrecognized past SErvice Zains..........ccevveeveeeeeeneene - - (19) (22)
Net Hability ...covevveveeieiririeeeeeeeeene (157) (129) 171) (172)

The actual return on plan assets for the year ended 31 December 2012 was a return of $33m (2011: negative return of
$9m). Based on the most recent valuations of the plans, the bank expects to make $30m of contributions to defined
benefit pension plans during 2013.

Benefits expected to be paid

2013 2014 2015 2016 2017  2018-2022

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

Pension plan.............. 24 22 22 19 19 119
Non-pension plans .... 4 4 5 4 4 28

90



4 Employee compensation and benefits (continued)

¢ Post-employment benefit plans (continued)

Total expense recognized in the income statement in ‘Employee compensation and benefits’

Pension plans Non-pension plans
2012 2011 2012 2011
$m $m $m $m
CUITENE SETVICE COSL.nvinrianiaieariaieieeeieieieseeeeeeeeneeeeeas 13 14 5 4
INterest COSt....viimiiiiiiiieieee e 25 26 8 8
Expected return on plan assets........cocceeveveeeieeeniennene. (26) (26) - -
Past SEIVICE COSt...iivuiiriiiiiiiiieiiecie et - - 2) 2)
Gain on curtailments ..........ccoeeveveveeveienieeneeeee e o) - an -
Special termination benefit...........ccccooveeviniiiinenennn. 3 — - —
TOtal EXPENSE ...ttt 10 14 - 10

Total net actuarial losses recognized in other comprehensive income since transition to IFRS are $163m.

Actuarial valuations for the bank’s pension plans are prepared annually and for non-pension arrangements triennially.
The most recent actuarial valuations of the defined benefit pension plans for funding purposes were conducted as at 31
December 2011 and the most recent actuarial valuation of the non-pension arrangements was as at 1 July 2012.

Summary

Pension plans

2012 2011

$m $m
Defined benefit ObIiZatiON ........ccueiiiiiiiriirieiees e e (562) (513)
Fair value of Plan @SSELS........cciiiiriiriiieierieeees e e 410 388
OBRET <.ttt sttt 5) 4)
INEE AETICTE. ettt ettt et eesb e et e e saestaeenseenbeeseeseeeenas 157 (129)
Experience gains on plan Habilities .........ccccverieiiriiienerieeecceee e 6 3
Experience gains/(losses) on plan assets 7 35)
Losses from changes in actuarial assUMPLions ............cceeeeerierienierienenieienee e (62) (20)
Total net actuarial 10SSES .......cviiiuiiieiieiicie et et (49) (52)
Non-pension plans
2012 2011
Sm $m

Defined benefit ObIIZAtION ........ccueviieiieieieci e (152) (150)
INCE AETICHE -ttt ettt e e ee (152) (150)
Experience gains on plan Habilities...........coeeeiiiierreeeieieieisie st seseses 12 -
Losses from changes in actuarial aSSUMPLIONS ..........ccuevieierierieieeieniesieieiesieeeeeeeseeas (16) 7
Total net ACtUATIAl 1OSSES .....vevievieieiiictieii ettt ettt ettt ese s saeas “4) 7
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5 Share-based payments

Under an HSBC Group share plan, share and share options of HSBC Holdings’ shares may be awarded.

During 2012, $15m was charged to the income statement in respect of equity-settled share-based payment transactions
(2011: $24m). This expense, which was computed from the fair values of the share-based payment transactions when
contracted, arose under employee share awards made in accordance with the HSBC Group’s reward structures.

Calculation of fair values

Fair values of share options/awards, measured at the date of grant of the option/award are calculated using a binomial
lattice model methodology that is based on the underlying assumptions of the Black-Scholes model by HSBC Holdings.

Restricted share awards

Restricted shares are awarded to other employees on the basis of their performance, potential and retention requirements,
to aid recruitment or as a part-deferral of annual bonuses. Shares are awarded without corporate performance conditions
and generally vest between one and three years from the date of award, providing the employees have remained
continuously employed by the bank for this period.

The bank has a liability in respect of restricted share awards of $26m as at 31 December 2012 (2011: $16m) to its parent,
HSBC Holdings, for the funding as the vested portion as of unexercised grants. The liability is fair valued each reporting
period with an adjustment to equity.

2012 2011

Number Number

(°000) (‘000)

Outstanding at 1 JANUATY ........c.coovueirieiiiirieietcieere ettt 2,564 3,412
AWArded N the YEAT .....c.eeiiiieiieieciee ettt 1,449 1,483
Re1eased I the YEAT .....c.eiiiiiieiieiecieetteiee ettt st sbesaeeseensenneas (1,447) (2,122)
Lapsed and cancelled in the YEar ........ccevuiriiieriieieieieeie e (208) (217)
Transfers and other movements in the Year ..........ccccoeverieiieieneiieiee e 610 8
Outstanding at 31 DECEMDET ..........ceuiriieiieiesie ettt ae s e 2,968 2,564

The weighted average fair value of shares awarded by the HSBC Group for restricted share awards in 2012 was $8.70
per share (2011: $10.03 per share).

Savings-related share option plans

Savings-related share option plans invite eligible employees to enter into savings contracts to save up to $425 as of
31 December 2012 per month, with the option to use the savings to acquire shares. The aim of the plans is to align the
interests of all employees with the creation of shareholder value. The options are exercisable within three months following
the first anniversary of the commencement of a one-year savings contract or within six months following either the third
or the fifth anniversary of the commencement of three-year or five-year contracts, respectively. The exercise price is set at
20% (2011: 20%) discount to the market value immediately preceding the date of invitation.

2012 2011
Weighted Weighted
Number average Number average
(°000) $ (°000) $
Outstanding at 1 January...........cceceeeevievieneeverieneeenns 3,908 5.91 4,281 6.03
Awarded in the year .........ccoccoeieviininieeeeeeee 874 7.19 534 8.04
Exercised in the year.........ocoevevierenieieiese e (1,729) 5.64 (273) 8.32
Forfeited, cancelled and expired in the year............... (566) 6.89 (661) 7.40
Transfers and other movements in the year ................ 95) 4.26 27 5.84
Outstanding at 31 December...........cecevervrienienennen. 2,392 6.42 3,908 5.91

The weighted average fair value of options awarded during the year was $1.62 per option (2011: $1.99 per option). The
weighted average share price at the dates the share options were exercised was $8.81 per share (2011: $10.74 per share).
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6 Tax expense

2012 2011
Sm $m
Current taxation
FEACTAL....ooiiiieiieieeeeee ettt sttt ettt ettt naeneas 168 163
PrOVINCIAL ..ot 93 96
261 259
Deferred taxation
Origination and reversal of temporary differences ............ccoceeeveveiievievienieieieee 16 7
TAX EXPEIISE ...ttt ettt ettt ettt a ettt bt et et ebe e it et e bt ea b e b e bt eat e b eb e it e b bt et et 277 252

The provision for income taxes shown in the consolidated income statements is at a rate that is different than the
combined federal and provincial statutory income tax rate for the following reasons:

Analysis of tax expense 2012 2011
% %
Combined federal and provincial inCOMe tax rate ..........coceevereereeieieneeieieseeeeeeins 25.8 26.3
Adjustments resulting from:
Adjustment for tax eXempPt INCOME........ccueeieriiriieiertirieeiete ettt e eae e (1.0) (0.1)
Substantively enacted tax rate Changes..........coocevveiririinieinineneeeeeseeeee e 1.0
Additional financial INStItUtION tAXES ......ceeververieieririirieieiieiesteee et 0.2 0.1
ORET, NEL...viitiiciei ettt ettt ettt e ete e e et eeeteeeteeeaeeeaaeeteereeaeens 0.9 0.1
ETECtIVE tAX TALE ..ottt 26.9 26.4

In addition to the amount charged to the income statement, the aggregate amount of current and deferred taxation
relating to items that are taken directly to equity was $86m increase in equity (2011: $82m decrease in equity).
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6 Tax expense (continued)

Deferred Taxation

Movement in deferred taxation during the year:

2012 2011

$m $m

AT T JANUATY ..ottt ettt ettt et e b e 139 133
Income statement credit/(Charge).........oeveveriirieierieeeeee e (16) 7
Other MOVEIMENLS .......eeiieiieiieiieie ettt ettt ettt ettt et et ettt e beese et e sbeeseeneenaeas 1 @)

Other comprehensive income:

Actuarial gains and LOSSES .........eouiruieieriiieieie et 14 3

AL 31 DECEMDET ....ceviiiiicciti ettt 138 139

The amount of deferred taxation accounted for in the statement of financial position comprised the following deferred
tax assets and liabilities:

2012 2011
$m $m
Deferred tax assets
Retirement Benefits ........cccvevviiiiiiiiiiicccece e 86 76
Loan impairment allOWancCes ...........cceoireeieriiiieieiesieeiee e 54 72
UNUSEA taX CIEAILS ...vviiuiieiieeiiieiie ettt ettt et et e e e e sseesteeesaeenseesseenseesneas 7 17
Assets 1€aSed t0 CUSTOMETS ... ..c.viiiieiieiieiieeieete et esteeeeee e eseeseesteessaesaseesseenseesnnas (66) (71)
Property, plant and €qQUIPMENT ..........cc.eoveieiririeieieerieiee e 2) -
Share-based PAYMENLS.........coruirierieiririeieieeeerteet ettt ettt beneene 7 6
Relief for tax losses carried fOrward............oooeeievrieiieiiieeiieee e 27 15
Other temporary differenCes .........cvevviviiieiiiiicieieie et 25 24
138 139
Deferred tax liabilities
Cash flOW NEAZES ....eovveiiiieiieieci ettt e st eseesae b e 1) (1)
Net deferred taX @SSEL....c.viviiiiierieieieeti ettt ettt ettt ettt ere et e eaeessebeeaeesaesseenas 137 138

The amount of temporary differences for which no deferred tax asset is recognized in the statement of financial position
is $4m (2011: $4m). This amount is in respect of capital losses where the recoverability of potential benefits is not
considered likely. The entire amount has no expiry date.

Deferred tax is not recognized in respect of the bank’s investments in subsidiaries where remittance of retained earning is not
contemplated, and for those associates where it has been determined that no additional tax will arise. The aggregate amount
of temporary differences associated with investments where no deferred tax liability is recognized is $381m (2011: $217m).

On the evidence available, including management’s updated analysis and projection of income, there will be sufficient taxable
income generated by the bank to support the recognition of its net deferred tax asset.
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7 Dividends

™

Dividends on our shares declared and paid, and distributions per unit on our HSBC HaTS
were as follows:

in each of the last two years

2012 2011
Sper share $Sm $per share $m
CommOnN ShATES........ccovvveieirieeiieeeiee e 330 300
Preferred Shares Class 1
Series C 1.275 9 1.275 9
Series D 1.250 9 1.250 9
Series E 1.650 16 1.650 16
Preferred Shares Class 2
SerieS B .viioiieicieeeee e 0.310 27 0.310 27
2012 2011
$per unit $Sm $per unit $m
HSBC HaTS™
Series 2015 i 51.50 10 51.50 10

8 Segment analysis

We manage and report our operations according to our main customer groups. Various estimate and allocation
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 allocated to customer groups using appropriate allocation formulas. Customer
group net interest income reflects internal funding charges and credits on the customer 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 is reflected in the Global Banking and Markets segment.

A description of each customer group is as follows:

Retail Banking and Wealth Management

Retail Banking and Wealth Management offers its products and services to customers based on their individual needs.
Customer offerings include personal banking products (current and savings accounts, mortgages and personal loans,
credit cards, debit cards and local and international payment services) and wealth management services (investment
products, estate and financial planning services).

Commercial Banking

Commercial Banking business is segmented into Corporate and Business Banking to serve both Corporate and Mid-
Market companies, as well as small to medium-sized enterprises respectively. Client offerings include financing,
payment and cash management, international trade finance, treasury capital markets and advisory, commercial cards
and online banking channels.

Global Banking and Markets

Global Banking and Markets consists of two principal business lines; Global Banking and Global Markets.

Global Banking is responsible for the overall management of relationships with major corporate and institutional clients.
This involves working closely with a variety of product specialists to deliver a comprehensive range of services such
as treasury and capital markets, transaction banking, strategic advisory and investment management and the origination
and ongoing management of the credit and lending product.

Global Markets is responsible for the management of relationships with clients that include international and local
corporations, institutional investors, financial institutions and other market participants. We specialize in foreign
exchange, credits and rates, structured derivatives and equities and debt capital markets.
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8 Segment analysis (continued)

Consumer Finance

Consumer Finance, through the bank’s wholly-owned subsidiary, HSBC Financial Corporation Limited, provided
consumer finance products and services, including real estate secured loans, personal loans, specialty insurance products
and credit cards, including private-label credit cards to retail merchants.

In 2012, HSBC Financial Corporation Limited announced the wind-down of the Consumer Finance business in Canada
and, except for existing commitments, ceased origination of loans. Details of restructuring charges incurred as a result
of this decision are set out in note 33.

Other

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

Effective for 2012, income and expenses of a call center which exclusively services the global Commercial Banking
business, was reclassified from the ‘Other’ segment to the ‘Commercial Banking’ segment. This was to conform with
similar policies adopted by other HSBC Group entities, enabling a more efficient allocation and recovery of these costs
and provides a more accurate reflection of the bank’s business operations. This has no impact on the overall financial
statements, but only impacts the segment analysis. Comparative data has been reclassified to conform with the current
presentation. The effect is to increase both fee income and expenses in 2012 and 2011 for Commercial Banking by $14m
and $15m respectively, with a corresponding decrease in the ‘Other’ segment.

The accounting policies of the segments are consistent with those followed in the preparation of the consolidated
financial statements as disclosed in note 2.

2012 2011
Sm $m

Retail Banking and Wealth Management
INEt INLETEST INCOIIIE ...ttt ettt ettt ettt b et b e enes 364 399
INEt FEE INCOIMEC ...ttt ettt ettt 172 255
Net trading INCOMEC.......eeuieuieiietieieie ettt ettt ettt et et e et saeeseestesseeneesesaeeneensenaes 12 20
Other OPErating INCOMIC. ....c..euveuirtirreieiirtentetetete ettt sttt ettt ene e saenene 12 9
Gain on sale of full service brokerage ..........cocccevveverieiiiiinicciiininceeecsceeeceene 80 —
Net operating income before loan impairment charges and other credit risk provisions 640 683
Loan impairment charges and other credit risk provisions............cececeeerenerieenenenns (28) (20)
INEt OPETAtING TNCOIMIC ...c..eeueeutetieiieiestt ettt ettt ettt et et ee st sae et e tesbeeneesesbeeneensenaes 612 663
Operating expenses exXcluding reStruCturing ... ....c.eeveeeeriereeierieneeeeie e eeeeee e e (492) (575)
RESrUCTUIING CRATZES. ... e eveeiieiieiieieei e ettt se e sae s ?2) (14)
Profit before INCOME taX EXPENSE....ccviiierierrieieieetieeieiesteeteesie e e e e steeseeaesaeeseenaeneeas 118 74
Commercial Banking
NEt INLETEST INCOIMIE ...ttt ettt sttt as 709 727
INEE FE@ INCOME ...ttt sttt 298 268
Net trading INCOME........ooveviuirieiiieieiitetieeeet ettt ettt 31 24
Other OPEIAtING 1SS ....cuvirvieeieiieiieieie ettt ettt ettt este et esesbeesaesesbeessessesseessensesseas (25) 41
Net operating income before loan impairment charges and other credit risk provisions 1,013 978
Loan impairment charges and other credit risk provisions............ceceeeeerverierieenenenns (79) (78)
INEt OPETAtING TNCOIMC ...c..eeueetitieiieiertt ettt ettt ettt et st see st sae et et sbeeseetesbeeneensenaes 934 900
Total OPETAtING EXPEISES ...c..eeueeririieiietieiieteste et ente bt et ete st e est et e bt eseeneesbeeseeneesbesseeneenaeas (366) (373)
OPCIAtING PIOTIL ..ottt sttt ettt et et e beeseeneesbeeseeneenneas 568 527
Share of Profit iN @SSOCIALES ....c.iiuieiereiiiieierie ettt eee 5 4
Profit before INCOME taX EXPENSE....ccvveeeierrieieieeeieiieie st eteeiete et steeseeeesseeseeneenaeas 573 531
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8 Segment analysis (continued)

Global Banking and Markets

INEt INTETESt INCOMIE ... ceeiee ettt e et et e et e et e et eeeetreeeteeeeseeeeaseeeesseeenaeeeereeeens
INEt FEC INCOIMIEC ...t ete e ettt e et e e e eae e e eaeeesaseeeeaseeenaseeereeeens
Net trading INCOME. ......eeuieuiiiiriieiieieeie ettt ettt ettt st et bt et e b saeeseeneenaes
Gains less losses from financial INVEStMENTS...........cocvveieireeieieeeiieeeree e
Other OPerating INCOMIE. .......ceviriiriieiertieit ettt ettt ettt ettt ebe et et ebeeneenaeas
Gain on sale of full service brokerage

Net operating income before loan impairment charges and other credit risk provisions
Loan impairment charges and other credit risk provisions...........ccoeceevveineennccnnnee

INEt OPETAtING TNCOIMC ...c..eeueeiitieiieiestt ettt ettt ettt et et e et st et e b sbeene e besaeeneensenaes
Total OPETAtING EXPEISES . ..c..veueetirieeitertieiieie st et eate st e eteeatesteest et e bt eseeneesbeeseentesbesseensenneas

Profit before iINCOME taX EXPENSE....ccviruieiereieiieieeeieiieie st eteeee et ee sttt eeesbeeseeneenaeas

Consumer Finance

INEE INLETESE INCOIMIE <.ttt ettt ettt ettt bttt ettt et es e b st eneeseebensenes
NEE FEE INCOME ...ttt ettt b bttt b
Gains less losses from financial INVESIMENTS..........c.eoveeiiirierieiieneieeeeeseee e
Other OPErating INCOMIEC. .......ceveruieieieetieeteieeteeetetesteeseeaesteeseessesseessensesseeseessesseessensessens
Net operating income before loan impairment charges and other credit risk provisions ...
Loan impairment charges and other credit risk provisions...........cecceeeeeeierieseeiennennns
INEt OPETAtING INCOIMIC ...c..eiutetitieiieieste ettt ettt ettt ettt ettt ettt et sbe et e b sbeebeeneenaes

Operating expenses excluding reStruCtUring ... ....c.evveeeerierieeieriereeieie e
ReESrUCTUIING ChATZES. ... e euvetieiiiiieieeteee ettt sttt

Profit before iINCOME taX EXPENSE....ccuveieierrieiieieeeieiieiesteeteeseete st e steeseeeeseeeseeneenaeas

Other

INEE INLETEST EXPEIISE ...veevervenverietirteeenteteetentesteseeteetesteseeseebesbeseestebesbeseneeseesesenseneeseesesenes
Net trading INCOMEC.......ccuveeieitieeieierieett et ettt et ettt et e steetee s essesaeessesesseessessesseessensesseas
Net (expense)/income from financial instruments designated at fair value...................
Other OPErating INCOMIEC. .....c.cevievieierieetieteieeteettetesteeseesesteeseessesseessensesseessessesseeseesessens

Net operating income....................
Total operating expenses

Profit/(1oss) before iNCOmME tax EXPENSE.......eeuveieruirieeieniiriieieie sttt

2012 2011
$m $m
167 165

87 79
106 90
51 40
2 2

8 _
421 376
- 1
421 377

112) (103)
309 274
266 282

44 42
1 3
4 5
315 332

(104) (100)
211 232
(100) (171)
(34) -

77 61
31 (17)
31 16
@7 16
31 38

4 53
43) (37
39) 16
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8 Segment analysis (continued)

Other information about the profit/(loss) for the year

Retail
Banking and Global
Wealth Commercial Banking and Consumer
Management Banking Markets Finance Other Total
$m $m $m $m $m $m
Year ended
31 December 2012
Net operating income 612 934 421 211 2,182
External............... 774 882 309 213 2,182
Inter-segment ...... (162) 52 112 ?2) - -
Year ended
31 December 2011
Net operating income 663 900 377 232 53 2,225
External............... 746 823 371 232 53 2,225
Inter-segment ...... (83) 77 6 - - -
Statement of financial position information
Retail
Banking and Global
Wealth Commercial Banking and Consumer
Management Banking Markets Finance Other Total
$Sm $Sm $Sm $m $m $m
At 31 December 2012
Loans and
advances to
customers (net) 23,755 16,367 5,411 1,497 (1,458) 45,572
Customers’
liability under
acceptances.... - 3,982 755 - - 4,737
Total assets........... 24,467 21,055 34,768 2,045 (1,621) 80,714
Customer accounts 20,225 20,291 7,818 1 31 48,304
Acceptances ........ - 3,982 755 - - 4,737
Total liabilities..... 23,527 24,739 26,554 1,599 (1,067) 75,352
At 31 December 2011
Loans and
advances to
customers (net) 24,580 15,355 3,931 2,412 (1,921) 44,357
Customers’
liability under
acceptances.... - 3,298 761 - - 4,059
Total assets........... 25,565 19,457 34,549 2,549 (2,052) 80,068
Customer accounts 25,210 18,935 2,505 1 (37) 46,614
Acceptances ........ - 3,298 761 - - 4,059
Total liabilities..... 28,270 23,173 22,807 2,159 (1,544) 74,865
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iabilities by measurement basis

9 Analysis of financial assets and 1

Financial assets and financial liabilities are measured on an ongoing basis at either fair value or amortized cost. The

summary of significant accounting policies in note 2 describes how the classes of financial instruments are measured,

and how income and expenses

including fair value gains and losses, are recognized. The following tables analyze the

5

carrying amount of financial assets and liabilities by category as defined in IAS 39 and by statement of financial position
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9 Analysis of financial assets and liabilities by measurement basis (continued)
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10 Trading assets

2012 2011
$m $m
Trading assets:
which may be repledged or resold by counterparties............cceevvevereeieneseeieniennns 1,149 704
not subject to repledge or resale by cOUNtErparties.........cevereeeereereeiesieseeieriennn 4,123 3,883
5,272 4,587
2012 2011
$m $m
Canadian and Provincial Government bonds'.............ccocerieievienieiecieieeieieeie e 1,753 1,670
DIEDE SECUITLIES . .evveuteieetieiiete ettt ettt et et e bt e st et esbeesee st ebesaeessensesseessensesseessensensens 339 364
TOtAl AEDE SECUTTLIES ...ttt ettt e e eeea e e e et e e e e e enaeesaneas 2,092 2,034
Bankers’ ACCEPLANCES ......c.vervieeieieieetieieie et eeeie ettt see et e et sbeeseeneesaeeseeneenaeas 2,590 1,975
Treasury and other eligible Bills.........cciiiiiiiiiiiiiee e 308 245
CUSLOMET tradiNG ASSELS ....eveeueeiieiieiieieeiteie st et et et ete et et e ete et e sbe e st eneesbeeseeneesbeeseeneenneas 262 304
EQUILY SECUTTHIES ...ttt ettt ettt st ettt ese et e sbeeseeneenaeas 20 29
5,272 4,587
1 Including government guaranteed bonds
2012 2011
$m $m
Term to maturity of debt securities
LSS than 1 YEAT ...oouiiiiiiiiieieeee ettt 301 542
L5 WRALS ettt ettt ettt ettt s 1,255 1,155
S10 YOATS ittt ettt ettt e en 291 222
F N 1S o N T TR P USSR 245 115
2,092 2,034
11 Derivatives
Fair values of derivatives by product contract type held
2012
Assets Liabilities
Trading Hedging Total Trading Hedging Total
Foreign exchange.......... 756 182 938 693 10 703
Interest rate..........cc.coc.... 530 282 812 484 168 652
Commodity .......ccoevenne. 60 - 60 60 - 60
Gross total fair values ... 1,346 464 1,810 1,237 178 1,415
2011
Assets Liabilities
Trading Hedging Total Trading Hedging Total
Foreign exchange.......... 1,034 87 1,121 999 9 1,008
Interest rate.................... 548 499 1,047 479 224 703
Commodity ......cccevunee 35 - 35 35 - 35
Gross total fair values ... 1,617 586 2,203 1,513 233 1,746
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The following tables summarize the notional amounts by remaining term to maturity of the derivative portfolio.
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11 Derivatives (continued)

Use of derivatives

The bank utilizes 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 qualify 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 in accordance with the bank’s approved risk
management policies, with matching deals being used to achieve this where necessary. When entering into derivative
transactions, the bank employs the same credit risk management procedures that are used for traditional lending to assess
and approve potential credit exposures.

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 principally 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 positions in
the 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.
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An analysis of the derivative portfolio and related credit exposure

2012 2011
Credit Risk- Credit Risk-
Notional equivalent weighted Notional equivalent weighted
amount' amount’ balance’ amount' amount”’ balance*
$m $m $m $m $m $m
Interest rate contracts
Future.................. 2,542 - - 4,359 — —
SWaps ..cceeveeerennens 59,246 1,094 382 61,602 1,285 346
Forward rate
agreements .... - - - 1,000 - -
Caps....cceeverennennnn 578 7 1 564 7 1
62,366 1,101 383 67,525 1,292 347
Foreign exchange
contracts
Spot contracts...... 1,168 - - 1,025 12 1
Forward contracts 43,827 888 126 43,771 1,123 148
Currency futures.. - - - - - -
Currency swaps
and options..... 22,889 1,192 333 13,967 879 247
67,384 2,080 459 58,763 2,014 396
Other derivative
contracts
Commodity
contracts......... 561 94 23 130 35 8
130,811 3,275 865 126,418 3,341 751

—_

Notional amounts are the contract amounts used to calculate the cash flows to be exchanged. They are a common measure of the volume
of outstanding transactions, but do not represent credit or market risk exposure.

[\

Credit equivalent amount is the current replacement cost plus an amount for future credit exposure associated with the potential for future
changes in currency and interest rates. The future credit exposure is calculated using a formula prescribed by OSFI in its capital adequacy
guidelines.

w

Risk-weighted balance represents a measure of the amount of regulatory capital required to support the derivative activities. It is estimated
by risk weighting the credit equivalent amounts according to the credit worthiness of the counterparties using factors prescribed by OSFI
in its capital adequacy guidelines.

Interest rate and currency futures are exchange-traded. All other contracts are over-the-counter. 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.

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 long-term 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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11 Derivatives (continued)

Fair value of derivatives designated as fair value hedges

2012 2011
Assets Liabilities Assets Liabilities
$Sm $Sm $m $m
Interest rate...........eeeveiieeeieiiiieee e 8 94 2 127

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

2012 2011
Sm $m
Gains/(losses)
— 0N hed@ing INSTIUMENTS .......ooieiiiiieieie ettt ettt sseeeeeneeneas (16) (185)
— on hedged items attributable to the hedged risk.........ccocveviiinieiiniiiieee, 17 179

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

2012 2011
Assets Liabilities Assets Liabilities
$m $m $m $m
Foreign exchange..........coceveeieienenieeeec e 182 10 87 9
Interest rate......c..oeeeeeeuviee e 274 74 497 97

The schedule of forecast principal balances on which the expected interest cash flows arise as at 31 December is as follows:

2012
More than More than
3 months 1 year
3 months butless than but less than 5 years
or less 1 year 5 years or more
$m $m $m $m
ASSEES .. 17,239 14,621 11,826 119
LAabilities c..cveuveverieieieiicnccceccc e (7,622) (6,048) (4,364) (387)
Net cash inflow/(outflow) exposure...........ccceevueruennne 9,617 8,573 7,462 (268)
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2011
More than More than
3 months 1 year
3 months  but less than  but less than 5 years
or less 1 year 5 years or more
$m $m $m $m
ASSCLS .ttt 19,190 15,454 12,201 1,157
LAabilities c..cveueeverienieieiicrccercc e (7,154) (6,854) (6,004) (55)
Net cash inflow eXpoSure.........ccecevereereereneerienenenne 12,036 8,600 6,197 1,102

The gains and losses on ineffective portions of such derivatives are recognized immediately in ‘Net trading income’.
During 2012, a loss of $3m (2011: loss of $1m) was recognized due to hedge ineffectiveness.

The following tables summarize the fair values of the bank’s derivative portfolio at 31 December segregated between
derivatives that are in a favourable or receivable position and those in an unfavourable or payable position. Fair values
of derivative instruments are determined using observable inputs (note 25).

2012
Trading Hedging
Favourable  Unfavourable Favourable  Unfavourable Total
position position  Net position position position  Net position net position
$m $m $m $m $m $m $m
Interest rate
contracts
Swaps ....ccceuee. 524 “477) 47 282 (169) 113 160
Caps....cceovennne 6 6) - - - - -
530 (483) 47 282 (169) 113 160
Foreign exchange
contracts
Spot contracts .. 1 ) - - - - -
Forward
contracts........ 345 (294) 51 - - - 51
Currency swaps
and options.... 410 399) 11 182 (10) 172 183
756 (694) 62 182 (10) 172 234
Other derivative
contracts
Commodity
contracts........ 60 (60) - - - - -
1,346 (1,237) 109 464 179 285 394
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11 Derivatives (continued)
2011
Trading Hedging
Favourable ~ Unfavourable Favourable  Unfavourable Total
position position  Net position position position  Net position net position
$m $m $m $m $m $m $m
Interest rate
contracts
SWaps ....ccceeee. 547 477) 70 499 (224) 275 345
Forward rate
agreements.... - 3) 3) - - - 3)
Caps..cccevveeene 1 1 2 - - - 2
548 (479) 69 499 (224) 275 344
Foreign exchange
contracts
Spot contracts .. 2 - 2 - - - 2
Forward
contracts........ 568 (592) (24) - - - 24)
Currency swaps
and options.... 464 (407) 57 87 ) 78 135
1,034 (999) 35 87 ) 78 113
Other derivative
contracts
Commodity
contracts........ 35 (35) — - — - -
1,617 (1,513) 104 586 (233) 353 457
12 Financial investments
Financial investments comprise the following:
2012 2011
$m $m
Financial investments
Which may be repledged or resold by counterparties. ..........oceeveevereeierereeeeseennens 750 107
Not subject to repledge or resale by counterparties ..........ccocveeeeerireeienerieieeenne. 19,661 19,061
20,411 19,168
Available-for-sale
Canadian and Provincial Government bonds'............ocoveeeviiiiiiiieiie e 13,429 13,743
Treasury bills and other eligible bills...........cccoiiiiiiiiiiiiieeeeee 2,308 1,716
International Government bonds'.............cooviiiiviiiiiieiericccee e 2,999 2,410
Other debt securities issued by banks and other financial institutions .................... 1,666 1,271
Other debt SECUTTLIES ....eevveiieiiiieii ettt ettt eseeeseneenbeenseens 9 28
20,411 19,168

1 Includes government guaranteed bonds.
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Financial investments (continued)

13

The term to maturity of financial investments are as follows:

2012 2011
$m $m

Term to maturity
LSS than 1 YEAT ...eeiiiieiieicieee et 4,760 4,451
o5 JRALS 1.ttt ettt enen 14,388 14,191
Sm10 YOATS -ttt ettt ettt ettt h ettt h e nt et h e n et nae st entenaeas 1,263 526
20,411 19,168

Business disposals

In 2012 as part of the wind down of the Consumer Finance business, the bank commenced negotiations to sell a portfolio
of loans. As the book value of the portfolio approximates fair value, an expected disposal is not likely to result in a
material gain or loss.

In 2011 the bank, together with certain of its wholly-owned subsidiaries, entered into an agreement to sell certain assets
of the full-service retail brokerage and related wealth management business. The transaction closed on 1 January 2012.
A gain of $88m, net of assets written off and directly related costs was recorded in 2012. Of this gain, $80m and $8m
was attributed to the Retail Banking and Wealth Management and Global Banking and Markets businesses respectively.

On closing, the assets of the full service business were transferred including accounts receivable, client accounts, certain
contracts and goodwill. The assets, liabilities and profit related to the business were previously included in the Retail
Banking and Wealth Management segment.

Assets and liabilities relating to the disposal groups were recorded as held for sale and measured at the lower of the
carrying amount and fair value less costs to sell. Assets and liabilities were included within ‘Other assets’ and ‘Other
liabilities’ respectively as follows:

2012 2011
$m $m
Current assets
TTAAINE ASSELS ...veuvetieiieieteeitete ettt ettt et e ettt et e e bt ese et e s beeseentesbeeneeneesbeeneeneesenee - 36
Consumer fiNANCe 10ANS .......ceuiriiiiiiiriieeiee et 427 -
Prepayments..........couiiiiiiiii s — 5
OFRET ASSELS ..nniiiiieieieie ettt ettt - 17
427 58
Non-current assets
Goodwill and INtangible @SSELS .......ccuevueruierieriiiieieie ettt - 3
Included in other assets (NOtE 18) .....ovviiieiiiiieieiecie e 427 61
Current liabilities
Trading HabIlItIEs ... .c.eeviiiieieiee et - (310)
Accruals and deferred INCOME ........cocveriiieiei et - 5)
Other THADTITEIES. ..ottt ettt e e saeeee e - 3)
Included in other 1iabilities (NOtE 23).....ccuevieriieieieiii et - (318)
INEt AISPOSAL ZLOUP .vvitiienieiieti ettt ettt ettt b ettt ebessenes 427 (257)
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ty
The following table provides an analysis of the interest rate sensitivity position based on contractual repricing dates of

assets and liabilities.
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15 Transfers of financial assets not qualifying for derecognition

16

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.

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

The following table analyzes the carrying amount of financial assets as at 31 December that did not qualify for
derecognition during the year and their associated financial liabilities:

Financial assets and associated liabilities transferred not qualifying for derecognition are as follows:

2012 2011
Fair Carrying Carrying
value of Carrying amount of Carrying amount of
Fair value associated amount of associated amount of associated
of assets liabilities assets liabilities assets liabilities
$m $m $m $m $m $m
Nature of transaction
Asset securitized ... 6,563 6,634 6,412 6,525 7,838 7,989
Mortgages sold
with recourse... 2,006 2,006 1,995 1,995 1,487 1,487
Repurchase
agreements .... 3,028 3,028 3,025 3,025 515 516
Securities lending
agreements .... - - - - 25 25
11,597 11,668 11,432 11,545 9,865 10,017

In addition to asset securitized noted above, the bank has also created $1,093m of securitized assets which remains on

the bank’s balance sheet and has not been transferred.

Property, plant and equipment

Cost
At 1 January 2012 ..o
AddItions at COSt ....cververeriiiriiriiicenereeeeesenne
Disposals and write offs.........cccoecveviereniiieee.

At 31 December 2012..........cccoooovviniiiiiiieecee.

Accumulated depreciation and impairment
At 1 January 2012 ..o
Depreciation charge for the year...........cccevenene.
Disposals and write offs.........ccccecvrvereniiienenne
At 31 December 2012 ..........c..ccoiininiiiinieee

Net carrying amount at 31 December 2012 ............

Freehold Leasehold Equipment,
land and improve- fixtures
buildings ments and fittings Total
$m $m $m $m
3 144 127 274
- 39 18 57
- 39 “5) (3)
3 153 100 256
?2) (72) a7 (151)
- (18) (20) 38)
- 28 45 73
2 (62) (52) (116)
1 91 48 140
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HSBC BANK CANADA

16 Property, plant and equipment (continued)

Freehold Leasehold  Equipment,
land and improve- fixtures
buildings ments  and fittings Total
$m $m $m $m
Cost
At 1 January 2011 ..o 2 148 133 283
Additions at COSt ...evvvrueeiiiiiieieeieceee e 1 27 18 46
DiSPOSALS .. - (€2)) (18) (49)
ORET .. — — (6) (6)
At 31 December 2011 ....ooviiiiiiiiiiiieeceeee 3 144 127 274
Accumulated depreciation and impairment
At 1 January 20171 .ooooeeieiieeceeeeeee e - (79) (81) (160)
Depreciation charge for the year.........c.cccevennenee. - (18) (19) (37
DiSPOSALS vt - 28 17 45
OthEr ..ot 2) 3) 6 1
At 31 December 2011 ....oooviiiiiiiiiiieieeeeee 2) (72) (77) (151)
Net carrying amount at 31 December 2011 ................ 1 72 50 123
17 Investments in subsidiaries
HSBC Bank Canada wholly-owns the following principal subsidiaries:
Subsidiary Place of incorporation Shareholders’ equity
HSBC South Point Investments (Barbados) LLP St. Michael, Barbados 1,105
HSBC Financial Corporation Limited Toronto, Ontario, Canada 432
HSBC Securities (Canada) Inc. Toronto, Ontario, Canada 213
HSBC Mortgage Corporation (Canada) Vancouver, British Columbia, Canada 137
HSBC Capital (Canada) Inc. Vancouver, British Columbia, Canada 97
HSBC Trust Company (Canada) Vancouver, British Columbia, Canada 65
HSBC Global Asset Management (Canada) Limited ~ Vancouver, British Columbia, Canada 16
HSBC Loan Corporation (Canada) Vancouver, British Columbia, Canada 12
Household Trust Company Toronto, Ontario, Canada 8
See also note 28(a) in respect of HSBC Canada Asset Trust.
18 Other assets
2012 2011
$m $m
Assets held for sale (NOte 13)....iiuiiiiiiiiiiiciieeee e 427 61
Accounts receivable and Other ..........ccociviriieiriiieeeeee e 116 137
DIETRITEA TAX vttt ettt sttt ettt et be bt e st eseebenaeneas 138 139
Other NON-fINANCIAL ASSELS.....c..evviiuieiieiieiieieteete ettt ettt e s e eae e eseeseesaensens 110 139
INVESTMENLS 1N ASSOCIALES ....vvevveurieiieiietieteeiiesteeteeiteteeteesteseeseesaesesseeseessesseessessenseesnensens 77 57
Due from clients, dealers and clearing corporations.............ccvecuereeieceerieseereesieseeenennes 24 11
(0315 (<) 72D QOSSPSR 18 15
910 559
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Goodwill and intangible assets

2012 2011

$m $m

GOOAWILL ..o 23 23
Internally generated computer SOfEWAre...........cooueirieucirieininccinieeececceeeeeee 48 53
71 76

During 2012, no goodwill impairment was recognized (2011: $nil). Impairment testing in respect of goodwill is performed
annually. The review of goodwill impairment represents management’s best estimates. These values are sensitive to the
cash flows projected for the periods for which detailed forecasts are available, and to assumptions regarding the long-
term sustainable pattern of cash flows thereafter. While the acceptable range within which underlying assumptions can
be applied is governed by the requirement for resulting forecasts to be compared with actual performance and verifiable
economic data in future years, the cash flow forecasts necessarily and appropriately reflect management’s view of future
business prospects. The process of identifying and evaluating goodwill impairment is inherently uncertain because it
requires significant management judgment in making a series of estimations, the results of which are highly sensitive

to the assumptions used.

20 Trading liabilities
2012 2011
$m $m
Other debt SECUTTIES TN ISSUEC ...vviiiuveeierreeeeieeeeetreeeteeeereeeereeeeteeeeeteeeereeeereeeetseeeereeeeneeas 112 175
Customer trading liabilities 916 1,516
Other liabilities — net ShOTt POSTLIONS ....e.veverieriieieierieeieri et 1,644 1,305
2,672 2,996
21 Debt securities in issue

2012 2011
$m $m
Bonds and medium term NOTES.......ccueiiiviiieriie ettt ettt eve e e eeee e eeaeeeeenes 10,559 10,168
Money mMarket INSEIUMEIES .......everuertiiieierii ettt ettt ettt eseeneesbeeseeneenaeas 1,421 3,159
11,980 13,327

Debt securities are recorded at cost
2012 2011
Sm $m

Term to maturity

LSS than 1 YEAT ..oviiiieiiiieiieieeie ettt ettt st esteeneeneeee e 4,136 4,856
L5 WBALS 1.ttt ettt et e bbb e st enee 7,735 7,464
5110 YRATS -ttt ettt ettt b et st e et ebeens 109 1,007
11,980 13,327
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (continued)

22 Financial liabilities designated at fair value

2012 2011

$m $m

Debt securities in issue and medium term NOLES.........ccvveerveeeerieeeiiieeeree e eereeereee s - 580
Subordinated debentures (NOLE 24) ........c.ecviivieieiieirieieieete ettt e e eae e 436 426
436 1,006

The carrying amount at 31 December 2012 of financial liabilities designated at fair value was $36m higher (2011: $35m
higher) than the contractual amount at maturity. At 31 December 2012, the cumulative amount of change in fair value
attributable to changes in credit risk was a gain of $7m (2011: $35m gain).

23 Otbher liabilities

2012 2011

$m $m

Mortgages SOld With TECOUTISE ......ccuevuiriiieiiiieieit e 1,995 1,487
ACCOUNTS PAYADIE ....oveiiiiiiieit ettt 189 404
Provisions and other non-financial Habilities ...........ccceevivereiriienenieiceeeeeseeen 157 73
Share based payment HabIlity .........cccceoveiririeieiiiieeee s 26 16
CUITEIE TAX 1evttieiieeiit et eette ettt et e et et e stteeteeeseeeateenbe e st esseeeseeenseenbeenseesseesseesnseenseenseenseas 17 187
Liabilities held for sale (N0t 13) ...ieiiiiiiieieieeiieieieee et - 318
2,384 2,485

24 Subordinated liabilities

Subordinated debentures, which are unsecured and subordinated in right of payment to the claims of depositors and
certain other creditors, comprise:

Foreign )
Currency Carrying amount
Year of Amount 2012 2011

Interest rate (%) maturity $m $m $m
Issued to HSBC Group Companies

A8221 s 2094 US$85 84 86
Issued to third parties

BOA% s 2021 200 200

A80% s 2022 436 426

30 day bankers’ acceptance rate plus 0.50%......... 2083 40 40
Total debentures.........ccccevvevveieiiinicriiinineieieeeeee 760 752

Less: designated at fair value (note 22) ................ (436) (426)
Debentures at amortized COSt........evveererenenieneennnn 324 326

1 The interest rate is fixed at 2.478% until it resets in July 2015. These debentures are in a fair value hedging relationship which is adjusted
for the fair value of the hedged risk.

2 The interest rate is fixed at 4.94% until March 2016 and thereafter the rate reprices at the 90 day average bankers’ acceptance rate plus
1%.

3 Interest rate is fixed at 4.8% until April 2017 and thereafter interest is payable at an annual rate equal to the 90 day bankers’ acceptance
rate plus 1%. These debentures are designated as held for trading under the fair value option.
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25 Fair values of financial instruments

Control framework

Fair values are subject to a control framework designed to ensure that they are either determined, or validated, by
a function independent of the risk-taker. To this end, ultimate responsibility for the determination of fair values lies
with the bank’s finance department, (‘Finance’). Finance establishes the accounting policies and procedures governing
valuation, and is responsible for ensuring that they comply with all relevant accounting standards.

For all financial instruments where fair values are determined by reference to externally quoted prices or observable
pricing inputs to models, independent price determination or validation is utilized. In inactive markets, direct observation
of a traded price may not be possible. In these circumstances, the bank will source alternative market information to
validate the financial instrument’s fair value, with greater weight given to information that is considered to be more
relevant and reliable. The factors that are considered in this regard are, inter alia:

— the extent to which prices may be expected to represent genuine traded or tradable prices;

— the degree of similarity between financial instruments;

— the degree of consistency between different sources;

— the process followed by the pricing provider to derive the data;

— the elapsed time between the date to which the market data relates and the reporting date; and
— the manner in which the data was sourced.

Models provide a logical framework for the capture and processing of necessary valuation inputs. For fair values
determined using a valuation model, the control framework may include, as applicable, independent development or
validation of (i) the logic within valuation models; (ii) the inputs to those models; (iii) any adjustments required outside
the valuation models; and, (iv) where possible, model outputs. Valuation models are subject to a process of due diligence
and calibration before becoming operational and are calibrated against external market data on an ongoing basis.

Determination of fair value
Fair values are determined according to the following hierarchy:

(a) Level 1 — quoted market price: financial instruments with quoted prices for identical instruments in active
markets.

(b) Level 2 — valuation technique using observable inputs: financial instruments with quoted prices for similar
instruments in active markets or quoted prices for identical or similar instruments in inactive markets and
financial instruments valued using models where all significant inputs are observable.

(c) Level 3 — valuation technique with significant unobservable inputs: financial instruments valued using models
where one or more significant inputs are unobservable.

The best evidence of fair value is a quoted price in an actively traded market. In the event that the market for a financial
instrument is not active, a valuation technique is used. The judgement as to whether a market is active may include, but
is not restricted to, the consideration of factors such as the magnitude and frequency of trading activity, the availability
of prices and the size of bid/offer spreads. In inactive markets, obtaining assurance that the transaction price provides
evidence of fair value or determining the adjustments to transaction prices that are necessary to measure the fair value
of the instrument requires additional work during the valuation process.

The majority of valuation techniques employ only observable market data, and so the reliability of the fair value measurement
is high. However, certain financial instruments are valued on the basis of valuation techniques that feature one or more
significant market inputs that are unobservable, and for them, the derivation of fair value is more judgmental. An instrument
in its entirety is classified as valued using significant unobservable inputs if, in the opinion of management, a significant
proportion of the instrument’s carrying amount and/ or inception profit (‘day 1 gain and loss’) is driven by unobservable inputs.
‘Unobservable’ in this context means that there is little or no current market data available from which to determine the level at
which an arm’s length transaction would be likely to occur. It generally does not mean that there is no market data available at
all upon which to base a determination of fair value (consensus pricing data may, for example, be used). Furthermore, in some
cases the majority of the fair value derived from a valuation technique with significant unobservable inputs may be attributable
to the observable inputs. Consequently, the effect of uncertainty in the determining unobservable inputs will generally be
restricted to uncertainty about the overall fair value of the financial instrument being measured.
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25 Fair value of financial instruments (continued)

Determination of fair value (continued)

In certain circumstances, primarily where debt is hedged with interest rate derivatives or structured notes issued, the
bank uses fair value to measure the carrying value of its own debt in issue. The bank records its own debt in issue at fair
value, based on quoted prices in an active market for the specific instrument concerned, if available. When quoted market
prices are unavailable, the own debt in issue is valued using valuation techniques, the inputs for which are either based
upon quoted prices in an inactive market for the instrument, or are estimated by comparison with quoted prices in an
active market for similar instruments. In both cases, the fair value includes the effect of applying the credit spread which
is appropriate to the bank’s liabilities. For all issued debt securities, discounted cash flow modelling is used to separate
the change in fair value that may be attributed to the bank’s credit spread movements from movements in other market
factors such as benchmark interest rates or foreign exchange rates. Specifically, the change in fair value of issued debt
securities attributable to the bank’s own credit spread is computed as follows: for each security at each reporting date, an
externally verifiable price is obtained or a price is derived using credit spreads for similar securities for the same issuer.
Then, using discounted cash flow, each security is valued using a risk-free discount curve. The difference in the valuations
is attributable to the bank’s own credit spread. This methodology is applied consistently across all securities.

Structured notes issued and certain other hybrid instrument liabilities are included within trading liabilities and are
measured at fair value. The credit spread applied to these instruments is derived from the spreads at which the bank issues
structured notes. These market spreads are significantly smaller than credit spreads observed for plain vanilla debt or in
the credit default swap markets.

Gains and losses arising from changes in the credit spread of liabilities issued by the bank reverse over the contractual
life of the debt, provided that the debt is not repaid early. All net positions in non-derivative financial instruments, and
all derivative portfolios, are valued at bid or offer prices as appropriate. Long positions are marked at bid prices; short
positions are marked at offer prices.

The fair value of a portfolio of financial instruments quoted in an active market is calculated as the product of the number
of units and its quoted price and no block discounts are made.

Transaction costs are not included in the fair value calculation, nor are the future costs of administering the over the
counter derivative portfolio. These, along with trade origination costs such as brokerage fees and post-trade costs, are
included either in ‘Fee expense’ or in ‘Total operating expenses’.

A detailed description of the valuation techniques applied to instruments of particular interest follows:
— Private equity

The bank’s private equity positions are generally classified as available-for-sale and are not traded in active markets.
In the absence of an active market, an investment’s fair value is estimated on the basis of an analysis of the investee’s
financial position and results, risk profile, prospects and other factors, as well as by reference to market valuations
for similar entities quoted in an active market, or the price at which similar companies have changed ownership.
The exercise of judgment is required because of uncertainties inherent in estimating fair value for private equity
Investments.

— Debt securities, treasury and other eligible bills, and equities

The fair value of these instruments is based on quoted market prices from an exchange, dealer, broker, industry group
or pricing service, when available. When unavailable, the fair value is determined by reference to quoted market
prices for similar instruments, adjusted as appropriate for the specific circumstances of the instruments.

Illiquidity and a lack of transparency in the market for asset- backed securities has resulted in less observable
data being available. While quoted market prices are generally used to determine the fair value of these securities,
valuation models are used to substantiate the reliability of the limited market data available and to identify whether
any adjustments to quoted market prices are required.

In the absence of quoted market prices, fair value is determined using valuation techniques based on the calculation
of the present value of expected future cash flows of the assets. The inputs to these valuation techniques are derived
from observable market data and, where relevant, assumptions in respect of unobservable inputs. In respect of asset-
backed securities and mortgages, the assumptions may include prepayment speeds, default rates and loss severity
based on collateral type, and performance as appropriate. The valuation output is benchmarked for consistency
against observable data for securities of a similar nature.
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25 Fair value of financial instruments (continued)

Determination of fair value (continued)

Derivatives

Over-the-counter (i.e. non-exchange traded) derivatives are valued using valuation models. Valuation models
calculate the present value of expected future cash flows, based upon ‘no-arbitrage’ principles. For many vanilla
derivative products, such as interest rate swaps and European options, the modeling approaches used are standard
across the industry. For more complex derivative products, there may be some differences in market practice. Inputs
to valuation models are determined from observable market data wherever possible, including prices available from
exchanges, dealers, brokers or providers of consensus pricing. Certain inputs may not be observable in the market
directly, but can be determined from observable prices via model calibration procedures. Finally, some inputs are
not observable, but can generally be estimated from historical data or other sources. Examples of inputs that are
generally observable include foreign exchange spot and forward rates, benchmark interest rate curves and volatility
surfaces for commonly traded option products. Examples of inputs that may be unobservable include volatility
spreads, in whole or in part, for less commonly traded option products, and correlations between market factors such
as foreign exchange rates, interest rates and equity prices.

Structured notes

The fair value of structured notes is derived from the fair value of the underlying debt security as described above,
and the fair value of the embedded derivative is determined as described in the paragraph above on derivatives.

Bases of valuing financial assets and liabilities measured at fair value

The table below provides an analysis of the various bases described above which have been deployed for valuing
financial assets and financial liabilities measured at fair value in the consolidated financial statements.

Valuation techniques
Level Level 3 with

Level 1 2 using significant
Quoted observable unobservable
market price inputs inputs Total
$m $m $Sm $m

At 31 December 2012
Assets
Trading aSSELS......cevververeeierieeeieieie et 2,292 2,980 - 5,272
DETIVALIVES ..t - 1,805 5 1,810
Financial investments: available-for-sale.................... 17,705 2,697 9 20,411
Liabilities
Trading Habilities ........ccoecereeiiiieecieeee e 2,119 504 49 2,672
Financial liabilities at fair value..........ccccooevveeeveeennnn. - 436 - 436
DEIIVALIVES ..ot - 1,408 7 1,415
At 31 December 2011
Assets
Trading @SSELS.....eververveieririiieietteierieieneeee et 2,240 2,347 - 4,587
DEIIVALIVES ...t - 2,081 122 2,203
Financial investments: available-for-sale.................... 17,039 2,110 19 19,168
Liabilities
Trading liabilities .......ccceeevereriiiieenieeeeceeee e 2,523 465 8 2,996
Financial liabilities at fair value..........cccccoevveeeveenneen. - 426 580 1,006
DEIIVAIVES ..o - 1,703 43 1,746
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (continued)

25 Fair value of financial instruments (continued)

Reconciliation of fair value measurements in Level 3 of the fair value hierarchy

Assets Liabilities
Available- Held for Held for  Designated
for-sale trading  Derivatives trading at fair value  Derivatives
$m $m $m $m $m $m
At 1 January 2012..... 19 - 122 8 580 43
Total gains or losses
recognized in
profit or loss......... 1 (117) a Q)] (36)
Issues......cooveveeninnnneee - - - 43 - -
Settlements................ an - - - (571) -
Transfer out............... - - - ) - -
At 31 December 2012 9 - 5 49 - 7
Total gains or losses
recognized in profit
or loss relating to
those assets and
liabilities held
at the end of the
reporting period .... - - 5 1 - 7
Assets Liabilities
Available- Held for Held for Designated
for-sale trading  Derivatives trading  atfairvalue  Derivatives
$m $m $m $m $m $m
At 1 January 2011 ..... 20 - 78 45 568 -
Total gains or losses
recognized in
profit or loss........ 6 - 44 (1) 12 43
Purchases.................. - - - 13 - -
Settlements................ @) - - ®) - -
Transfer out............... - - - (43) - -
Transfer in................. - - - 2 - -
At 31 December 2011 19 — 122 8 580 43
Total gains or losses
recognized in profit
or loss relating to
those assets and
liabilities held
at the end of the
reporting period .... 3 - 44 - 12 43

During 2012 and 2011, there were no significant transfers between Level 1 and 2.

For assets and liabilities classified as held for trading, realized and unrealized gains and losses are presented in the income
statement under ‘Trading income excluding net interest income’. Fair value changes on long-term debt designated at fair
value and related derivatives are presented in the income statement under ‘Changes in fair value of long-term debt issued
and related derivatives’. The income statement line item ‘Net income from financial instruments designated at fair value’
captures fair value movements on all other financial instruments designated at fair value and related derivatives.

118



25 Fair value of financial instruments (continued)

Reconciliation of fair value measurements in Level 3 of the fair value hierarchy (continued)

Realized gains and losses from available-for-sale securities are presented under ‘Gains less losses from financial
investments’ in the income statement while unrealized gains and losses are presented in ‘Fair value gains’ taken to
equity within ‘Available-for-sale investments’ in other comprehensive income.

Fair values of financial instruments not carried at fair value

Fair values at the balance sheet date of the assets and liabilities set out below are estimated for the purpose of disclosure
at follows:

i) Loans and advances to banks and customers

The fair value of loans and advances is based on observable market transactions, where available. In the absence
of observable market transactions, fair value is estimated using discounted cash flow models. Performing loans are
grouped, as far as possible, into homogeneous pools segregated by maturity and coupon rates. In general, contractual
cash flows are discounted using the bank’s estimate of the discount rate that a market participant would use in
valuing instruments with similar maturity, repricing and credit risk characteristics.

The fair value of a loan portfolio reflects both loan impairments at the reporting date and estimates of market
participants’ expectations of credit losses over the life of the loans. For impaired loans, fair value is estimated by
discounting the future cash flows over the time period in which they are expected to be recovered.

ii) Deposits by banks and customer accounts

For the purposes of estimating fair value, deposits by banks and customer accounts are grouped by residual maturity.
Fair values are estimated using discounted cash flows, applying current rates offered for deposits of similar remaining
maturities. The fair value of a deposit repayable on demand is assumed to be the amount payable on demand at the
reporting date.

iii) Debt securities in issue and subordinated liabilities

Fair values are determined using quoted market prices at the reporting date where available, or by reference to quoted
market prices for similar instruments.

The fair values in this note are stated at a specific date and may be significantly different from the amounts which will
actually be paid on the maturity or settlement dates of the instruments. In many cases, it would not be possible to realize
immediately the estimated fair values given the size of the portfolios measured. Accordingly, these fair values do not
represent the value of these financial instruments to the bank as a going concern.

For all classes of financial instruments, fair value represents the product of the value of a single instrument, multiplied
by the number of instruments held.

The following table lists financial instruments whose carrying amount is a reasonable approximation of fair value
because, for example, they are short-term in nature or reprice to current market rates frequently:

Assets Liabilities

Cash and balances at central bank Items in the course of transmission to other banks
Items in the course of collection from other banks Acceptances

Customers’ liability under acceptances Short-term payables within ‘Other liabilities’
Short-term receivables within ‘Other assets’ Accruals

Accrued income
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25 Fair value of financial instruments (continued)

Fair values of financial instruments which are not carried at fair value on the statement of financial position

2012 2011
Carrying Carrying
amount Fair value amount Fair value
$m $m $m $m
Assets

Loans and advances to banks..............cccovveeeinnns 1,480 1,480 4,530 4,530
Loans and advances to customers..............ccoeuu... 45,572 45,782 44 357 44,692

Liabilities
Deposits by banks .........ccceevivenieininienieieeeene 2,173 2,173 1,329 1,329
CUStOMET ACCOUNLS ......vieneieniieiieiie e 48,304 48,428 46,614 46,995
Debt securities in iSSUE........cceeevveevuieeveeereeereeeneenne. 11,980 12,203 13,327 13,393
Subordinated liabiliti€s .........c..ccoveevvieieeiiriieenens 324 299 326 340

Further discussion of the bank’s liquidity and funding management can be found in the audit sections of ‘Risk

management’ within Management’s Discussion and Analysis on pages 31 to 60 of the Annual Report.

26 Assets charged as security for liabilities and collateral accepted as security for assets

a  Assets charged as security for liabilities and contingent obligations

In the ordinary course of business, we pledge assets recorded on our consolidated statement of financial position
in relation to securitization activity, mortgages sold with recourse, securities lending and securities sold under
repurchase agreements. These transactions are conducted under terms that are usual and customary to standard
securitization, mortgages sold with recourse, securities lending and repurchase agreements. In addition, we also

pledge assets to secure our obligations within payment and depository clearing systems.

Financial assets pledged to secure recognized liabilities on the statement of financial position and obligations within

payment and depository clearing systems:

Residential MOTtZAZES ........evveeuiiieieeiieete ettt eneens
DIEDt SECUITHIES. ...ttt
EQUILY SECUITHIES ...ueuteetieiieieetteite ettt ettt ettt e b e eneen

2012 2011
Sm $m

35 29
5,725 6,933
5,835 3,059
- 9
11,595 10,030

The bank is required to pledge assets to secure its obligations in the Large Value Transfer System (‘LVTS”), which
processes electronically in real-time large value and time-critical payments in Canada. In the normal course of
business, pledged assets are released upon settlement of the bank’s obligations at the end of each business day. Only
in very rare circumstances are we required to borrow from the Bank of Canada to cover any settlement obligations.
Under those circumstances, the pledged assets would be used to secure the borrowing. No amounts were outstanding
under this arrangement at 31 December 2012 or 2011. Consequently, the assets pledged with respect to the bank’s

LVTS obligations have not been included in the table above.

b Collateral accepted as security for assets

The fair value of financial assets accepted as collateral that the bank is permitted to sell or repledge in the absence
of default is $4,328m (2011: $2,856m). The fair value of financial assets accepted as collateral that have been sold

or repledged is $2,651m (2011: $164m). The bank is obliged to return equivalent assets.

These transactions are conducted under terms that are usual and customary to standard securities borrowing and

reverse repurchase agreements.
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27 Share Capital

Authorized:

Preferred — Unlimited number of Class 1 preferred shares in one or more series and unlimited number of Class 2
preferred shares in one or more series. We may, from time to time, divide any unissued Class 1 preferred shares into
separate series and fix the number of shares in each series along with the associated rights, privileges, restrictions and
conditions.

Common — 993,677,000 shares.

Issued and fully paid:

2012 2011
Share Share
Number of capital Number of capital
shares $m shares $m
Preferred shares Class 1
Series Cl ..t 7,000,000 175 7,000,000 175
Series D2 ... 7,000,000 175 7,000,000 175
Series E? ..o 10,000,000 250 10,000,000 250
Preferred shares Class 2
Series B ..o 86,450,000 346 86,450,000 346
110,450,000 946 110,450,000 946
Common Shares.........ccevvverieieireneieeeeeeseeeeeee e 498,668,000 1,225 498,668,000 1,225
1 The shares are non-voting, non-cumulative and redeemable. Each share yields 5.1%, payable quarterly, as and when declared. During 2012

and 2011, $9m in dividends were declared and paid. Subject to regulatory approval, we may redeem the shares, in whole or in part, for cash
at a declining premium up to 30 June 2014, and at par thereafter. In each case, declared and unpaid dividends will also be paid thereon to
the date fixed for redemption.
We may also, at any time, but only with the prior consent of the regulator, give shareholders notice that they have the right, at their option,
to convert their shares into a new series of Class 1 Preferred Shares on a share-for-share basis.

2 The shares are non-voting, non-cumulative and redeemable. Each share yields 5%, payable quarterly, as and when declared. During 2012
and 2011, $9m in dividends were declared and paid.
Subject to regulatory approval, we may redeem the shares, in whole or in part, for cash at a declining premium up to 31 December 2014,
and at par thereafter. In each case, declared and unpaid dividends will also be paid thereon to the date fixed for redemption.
We may also, at any time but only with the prior consent of the regulator, give shareholders notice that they have the right, at their option,
to convert their shares into a new series of Class 1 Preferred Shares on a share-for-share basis.

w

The shares are non-voting, non-cumulative and redeemable shares with a par value of $25 each. Each share yields 6.6%, payable quarterly,
as and when declared. During 2012 and 2011, $16m in dividends were declared and paid.

The shares are not redeemable by the bank prior to 30 June 2014. Subject to regulatory approval, we may redeem the shares, in whole or
in part, for cash commencing 30 June 2014 and on 30 June every five years thereafter at par. In each case, declared and unpaid dividends
will also be paid thereon to the date fixed for redemption.
We may also, at any time but only with the prior consent of the regulator, give shareholders notice that they have the right, at their option,
to convert their shares into a new Series of Class 1 Preferred Shares (Series F) on a share-for-share basis.

4 The shares are voting and non-cumulative. During 2012 and 2011, $27m in dividends were declared and paid. Each share yields 7.75%,
payable quarterly, as and when declared. Holders are entitled to one vote for each share held.

Dividend restrictions:

We have covenanted that if the Trust fails to pay the indicated yield in full on the HSBC HaTS™, we will not declare
dividends on any of our shares unless the Trust first pays the indicated yield (note 28(a)).
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28 Non-controlling interest in trust and subsidiary

Non-controlling interest in trust and subsidiary comprises:

2012 2011

Sm $m

HSBC Canada ASSEt TIUSE .....c.certiriieieieeiieiesieeet ettt nees 200 200
HSBC Mortgage Corporation (Canada)...........cceeereeiereniieienenieeieee e 30 30
230 230

a

b

122

HSBC Canada Asset Trust

HSBC Canada Asset Trust (‘the Trust’) is a closed-end trust. The Trust was established by HSBC Trust Company
(Canada), our wholly-owned subsidiary, as trustee. The Trust’s objective is to hold qualifying assets which will
generate net income for distribution to holders of securities issued by the Trust (“‘HSBC HaTS™”). The Trust assets
are primarily undivided co-ownership interests in pools of Canada Mortgage and Housing Corporation and Genworth
Financial Mortgage Insurance Company Canada insured first mortgages originated by the bank, and Trust deposits
with the bank.

Unless we fail to declare dividends on our preferred shares, the Trust will make non-cumulative, semi-annual cash
distributions to the holders of the HSBC HaTS™. We have covenanted that if the Trust fails to pay the indicated
yield in full on the HSBC HaTS™, we will not declare dividends on any of our shares unless the Trust first pays the
indicated yield (note 27).

2012 2011
Units $m Units $m
HaTS™ — Series 2015 ..oovoviieieeeeeeeeeeeeeeeeee 200,000 200 200,000 200

Each Series 2015 unit was issued at $1,000 per unit to provide an effective annual yield of 5.149% to 30 June 2015
and the six month bankers’ acceptance rate plus 1.5% thereafter. The units are not redeemable by the holders. The
Trust may redeem the units on 30 June 2010 and on any distribution date thereafter, subject to payment of a premium
in certain circumstances and regulatory approval.

HSBC Mortgage Corporation (Canada)

The HSBC Group holds $30m, a 100% interest, of class B perpetual preferred shares issued by HSBC Mortgage
Corporation (Canada) (‘HMC’), a wholly-owned subsidiary. No dividends were paid or payable on these perpetual
preferred shares for the years ended 31 December 2012 and 2011. Dividends may be declared at the discretion of
the directors of HMC.



29 Notes on the statement of cash flows

2012 2011
Non-cash items included in profit before tax $m $m
Depreciation and amOTtiZAtION ............ccuerverrieieriierieeeiesteeeeeiere e sreessese e eseessesaeas 54 77
Share-based PAYMENT EXPENSE ......eeuverriirieieriieiieiestieeetesteeteetesreeseessessesseessessesseessessenns 17 24
Loan impairment charges and other credit risk provisions.............cceceveeveriereeeeseennns 211 197
Charge for defined benefit pension Plans ............ccoeeeierierieienieseeiee e 12 14
Gain on sale of full service retail brokerage business...........cecereeievierieierieseeieienns (88) -
206 312
Change in operating assets
Change in prepayment and accrued INCOME ..........ccveieeererieieirinieieeeieeeesieeeeee e 55 (39)
Change in net trading securities and net derivatives..........cocvevvereeierieneeiesieseeeeieenns (892) (1,000)
Change in loans and advances t0 CUSTOMETS .........evveeierierieeieienieerieee e eeeeeeseeeeeesaenaeas (1,426) 664
Change 1N OtNET @SSEES.......ieveiertieieiestieiete st et ete st e et et et e eseesaesteeseenaesseeseensesseeseensenseas (1,048) 364
3,311) (11)
Change in operating liabilities
Change in accruals and deferred INCOME ..........covirieieiiiienieiieeeeeeeeee 33) 3D
Change in deposits DY DANKS.........ccevviiieieieiiieieieeie ettt eae e 844 362
Change N CUSLOMET ACCOUNES........cuevertierieiertieieiesteeeeetesteeseesesseeseesesseessessesseessensessens 1,690 1,122
Change in debt SECUTTLIES M ISSUEC ..c..ervieieieriieieieeieeeeeie st eteiesie e eaesteeseeeeseeeseeneesaeas (1,348) (1,489)
Change in financial liabilities designated at fair value .........ccoccoeeeeieiiiieieieceeeee (571) 23
Change in other HabDIlItIES .......eoviiieieri et 558 697
1,140 684
Cash and cash equivalents
Cash and balances at central bank ..............cccoeevviiiiiiiiiiiee e 56 77
Items in the course of collection from/(to) other banks, net...........cceceveeveviereeieienens 19 (6)
Loans and advances to banks of one month or 1€8S ........cccccovvveiiiiiecieicieeceeeeree e 1,480 4,530
T-Bills and certificates of deposits — three months or 1€SS.........ccceevveverieieiieneeieieene 198 276
1,753 4,877
Interest
INEEIESE PAIA.....eeevieti ettt ettt ettt ettt e st et e beeseeneesbeeseensesseeseensenseas (801) (834)
INEETESE TECEIVEW ..ttt e et e et e e et et eeeeraeeeaeeas 2,301 2,321
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30 Contingent liabilities, contractual commitments and guarantees

2012 2011
Sm $m

Guarantees and other contingent liabilities
Guarantees and irrevocable letters of credit pledged as collateral security ............. 3,083 2,641

Commitments

Documentary credits and short-term trade-related transactions ............c.ceccecevuenene. 627 586
Undrawn formal standby facilities, credit lines and other commitments to lend' ... 36,291 37,417
36,918 38,003

1 Based on original contractual maturity.

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. Nominal principal amounts represent the amounts at risk should contracts be fully drawn upon and
clients default. As a significant portion of guarantees and commitments is expected to expire without being drawn upon,
the total of these nominal principal amounts is not representative of future liquidity requirements.

Litigation

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 result of operations.

Guarantees

The bank provides guarantees and similar undertakings on behalf of both third party customers and other entities within
the bank. These guarantees are generally provided in the normal course of the bank’s banking business. The principal
types of guarantees provided, and the maximum potential amount of future payments which the bank could be required
to make at 31 December, were as follows:

2012 2011

Guarantees in favour of third parties $Sm $m
Guarantee type

Financial guarantee contracts' 1,305 1,976

Performance DONAS?...........oooviiiiieecie et 1,778 665

TOAL .o e ettt ettt e b e teeetaeeaeas 3,083 2,641

| Financial guarantees contracts require the issuer to make specified payments to reimburse the holder for a loss incurred because a specified
debtor fails to make payment when due in accordance with the original or modified terms of a debt instrument. The amounts in the above
table are nominal principal amounts.

2 Performance bonds, bid bonds, standby letters of credit and other transaction-related guarantees are undertakings by which the obligation
on the bank and/or the bank to make payment depends on the outcome of a future event.

The amounts disclosed in the above table reflect the bank’s maximum exposure under a large number of individual
guarantee undertakings. The risks and exposures arising from guarantees are captured and managed in accordance with
the bank’s overall credit risk management policies and procedures. Guarantees with terms of more than one year are
subject to the bank’s annual credit review process.
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31

Backstop liquidity facilities

Backstop liquidity facilities are provided to asset-backed commercial paper conduit programs (‘programs’) administered
by the bank and third parties, as an alternate source of financing in the event that such programs are unable to access
commercial paper markets, or in limited circumstances, when predetermined performance measures of the financial
assets owned by these programs are not met. Generally, these facilities have a term for up to one year. The terms of
the backstop liquidity facilities do not require us to advance money to these programs in the event of bankruptcy or to
purchase non-performing or defaulted assets. None of the backstop liquidity facilities provided to programs administered
by the bank have been drawn upon. No amounts were drawn on liquidity facilities provided to programs administered
by third parties at 31 December 2012 or 2011. Undrawn commitments in respect of backstop liquidity facilities are
included in the amounts above.

Credit enhancements

The bank provides partial program-wide credit enhancements to the multi-seller conduit program administered by it
to protect commercial paper investors in the event that the collections on the underlying assets and any draws on the
transaction specific credit enhancement and liquidity backstop facilities are insufficient to repay the maturing asset-
backed commercial paper issued by such multi-seller conduit program. Each of the assets pools funded by this multi-
seller conduit program is structured to achieve a high investment grade credit profile through the provision of transaction
specific credit enhancement provided by the seller of each asset pool to this multi-seller conduit program. The term of
this program-wide credit enhancement is 12 months.

Lease commitments

Operating lease commitments

At 31 December 2012, the bank was obligated under a number of non-cancellable operating leases for land and buildings
for which the future minimum lease payments extend over a number of years, with an option to renew after that period.
Base rents are increased as according to the terms stated in the lease.

Land and buildings

2012 2011
$m $m

Future minimum lease payments under non-cancellable operating leases expiring
NO later than 0N YEAT ......c.ccoceirieuiriiiiirieciictrect ettt 53 57

Later than one year and no later than five years. 153 183
Later than five years..........ccocevveievieneeieieeenen 72 89
278 329

In 2012, $50m (2011: 878m) was charged to ‘General and administrative expenses’ in respect of lease and sublease
agreements, all of which related to minimum lease payments.
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Lease commitments (continued)

32

Finance lease receivables

The bank leases a variety of assets to third parties under finance leases, including transport assets (such as aircraft),
property and general plant and machinery. At the end of the lease terms, assets may be sold to third parties or leased for
further terms. Lessees may participate in any sales proceeds achieved. Lease rentals arising during the lease terms will
either be fixed in quantum or be varied to reflect changes in, for example, tax or interest rates. Rentals are calculated to
recover the cost of assets less their residual value, and earn finance income.

2012 2011
Total future Unearned Total future Unearned
minimum finance Present minimum finance Present
payment income value payment income value
$m $m $m $m $m $m

Lease receivables:
No later than
one year............. 674 (63) 611 607 (72) 535
Later than one year
and no later than

five years............. 1,317 98) 1,219 1,264 (100) 1,164
Later than five years .. 56 2) 54 65 3) 62
2,047 (163) 1,884 1,936 (175) 1,761

At 31 December 2012, unguaranteed residual values of $11m (2011: $8m) had been accrued, and the accumulated
allowance for uncollectible minimum lease payments is included in loan loss allowances.

During the year, no contingent rents were received (2011: $nil) and recognized in the income statement.

Related party transactions

The ultimate parent company of the bank is HSBC Holdings, which is incorporated in England. The bank’s related

parties include the parent, fellow subsidiaries, and Key Management Personnel.

a  Transactions with Key Management Personnel
Key Management Personnel are defined as those persons having authority and responsibility for planning, directing
and controlling the activities of the bank and includes members of the Board of HSBC Bank Canada.
Compensation of Key Management Personnel

The following represents the compensation paid to the Key Management Personnel of the bank in exchange for
services rendered to the bank.

2012 2011

Sm $m

Short-term employee DEenefits .........ccerveieirireieiiieeeeeeeeee e 7 8
Post-employment DENETItS..........ooerieiriririeieieesieee e 1 1
Other 10ng-term DENETILS .......cveuiriiriiieieieieeeeeee e 1 -
Termination DENETILS ......cc.eiuieieiiiiiieeieiesieet ettt eneenes 1 -
Share-based PAYIMENLS. ......cc.evuieieiieiietieieie ettt ettt e et esaeseeseeneenes 3 3
13 12
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32 Related party transactions (continued)

a  Transactions with Key Management Personnel (continued)

Other transactions, arrangements and agreements involving Key Management Personnel

The disclosure of the year end balance and the highest balance during the year is considered the most meaningful
information to represent transactions during the year. The transactions below were made in the ordinary course of
business and on substantially the same terms, including interest rates and security, as for comparable transactions
with persons of a similar standing or, where applicable, with other employees. The transactions did not involve more
than the normal risk of repayment or present other unfavourable features.

2012 2011

Highest Highest
balance Balance balance Balance
during at 31 during at 31
the year December the year December
$m $m $m $m

Key Management Personnel'

L0ans.....ccoovieiiiii 11.2 9.0 8.7 8.0
Credit cards .....ccoverereerereeieeesee e 0.2 0.1 0.1 0.1

1 Includes Key Management Personnel, close family members of Key Management Personnel and entities which are controlled, jointly
controlled or significantly influenced, or for which significant voting power is held, by Key Management Personnel or their close

family member:
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32 Related party transactions (continued)

b Transactions between the bank and HSBC Holdings including fellow subsidiaries of HSBC Holdings

Transactions detailed below include amounts due to/from the bank and HSBC Holdings including fellow subsidiaries
of HSBC Holdings. The disclosure of the year end balance and the highest balance during the year is considered
the most meaningful information to represent transactions during the year. The transactions below were made in
the ordinary course of business and on substantially the same terms, including interest rates and security, as for

comparable transactions with third party

Assets
Trading assets.......cceeeverereeveriennennns
Derivatives .....coeeveeeeeieecieecieeevieene
Loans and advances to banks............
Loans and advances to customers.....
Other assets .......cceevveeeeeveecriereereens

Liabilities
Deposits by banks ...........ccceeeeeriennenne.
Customer acCcounts............oeveeeveeennes
Derivatives .....oceeveeeeiveeeciieceieecenen
Trading liabilities
Other liabiliti€s.......cc.ccoovvveeviriinneens
Subordinated liabilities .....................

Income Statement

INEETEST INCOMIC . ...vitivieiiiieetierie ettt et ettt et et ste et e aesteeseessesseessessesbeeseessesseeseens
INEETESt EXPEISE. ...euviieiiieniietie ettt ettt ettt ettt et e bt e et e et enaeenes
FEE INCOME ...ttt
FE@ BXPISE ..
Other Operating INCOME. ........ooueruiiieieiieiieieie ettt eseeee e eeeseeeseenes

General and administrative expenses
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counterparties.
2012 2011
Highest Highest
balance balance
during  Balance at during Balance at
the year 31 December the year 31 December
$m $m $m $m
.............. 1,045 47 - -
.............. 1,020 813 900 875
.............. 965 299 2,848 1,456
.............. 130 - 2,006 -
.............. 164 44 66 55
.............. 920 405 581 406
.............. 1,502 1,502 2,087 157
.............. 1,054 742 1,060 847
650 62 690 577
.............. 51 12 144 44
.............. 88 85 89 86
2012 2011
$Sm $m
3 18
2) (@)
- 16
- ®)
44 57
................................................................. 98) (83)



33 Restructuring charges

Certain restructuring costs were incurred relating to the sale of the full service retail brokerage business which closed on
1 January 2012 as reported in note 13. In 2012, HSBC Finance Corporation Limited announced the wind-down of the
Consumer Finance business in Canada and, except for existing commitments, ceased origination of loans. Accordingly
restructuring costs were incurred relating to employee severance, pension curtailment and changes in benefits plans,
uneconomic contracts, onerous leases and impairment of assets.

An analysis of the restructuring charges by expense type is set out below:

Consumer Finance

2012 2011
$m $m
Employee severance and related compensation and benefits charges, net.................... 17 -
General and administrative expenses, including onerous lease provisions ................... 14 -
Impairment of property plant and €qUIPMENT ........cc.evveeeriirieiereeieeeeeeee e 3 -
34 -

Full service retail brokerage business
Employee severance and related compensation and benefits charges...........ccccecevenee 2 6
General and administrative expenses, including onerous lease provisions ................... - 4
Impairment of property plant and eqUIPMENLt ...........cccceviriirieiiininieiiinecreeeeeee — 4
2 14
Total 36 14

34 Events after the reporting period

There have been no material events after the reporting period which would require disclosure or adjustment to the
31 December 2012 financial statements.

These accounts were approved by the Board of Directors on 27 February 2013 and authorized for issue.
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HSBC Group International Network*

Services are provided by around 6,600 offices in 81 countries and territories:

Europe Offices Asia-Pacific Offices Americas Offices Middle East and Africa Offices
Armenia 9  Australia 38  Argentina 164  Algeria 3
Austria 1 Bangladesh 13 Bahamas 4 Angola 1
Belgium 2 Brunei Darussalam 11 Bermuda 10 Bahrain 5
Channel Islands 31 China 221 Brazil 1,356  Egypt 80
Czech Republic 2 Cook Islands 1 British Virgin Islands 2 Iraq 10
France 409  Hong Kong Special Canada 163 Israel 1
Germany 14 Administrative Region 250  Cayman Islands 7  Jordan 4
Greece 17 India 102 Chile 3 Kenya 1
Ireland 4 Indonesia 144 Colombia 23 Kuwait 1
Isle of Man 2 Japan 5 Guatemala 1 Lebanon 5
Italy 3 Korea, Republic of 14 Mexico 1,062 Libya 1
Kazakhstan 6 Macau Special Nicaragua 1 Mauritius 12
Luxembourg 7 Administrative Region 7  Panama 64  Nigeria 1
Malta 38 Malaysia 75 Paraguay 7 Oman 89
Monaco 3 Maldives 1 Peru 21 Palestinian Autonomous Area 1
Netherlands 1 New Zealand 10 United States of America 265 Qatar 3
Poland 6 Pakistan 13 Uruguay 13 Saudi Arabia 82
Russia 3 Philippines 18  Venezuela 1 South Africa 5
Spain 3 Singapore 20 United Arab Emirates 16
Sweden 2 SriLanka 17

Switzerland 16  Taiwan 54 Associated companies are included
Turkey 328  Thailand 1 in the network of offices.

United Kingdom 1,201 Vietnam 19

HSBC Bank Canada Subsidiaries*

HSBC Capital (Canada) Inc.
(604) 631-8089
www.hsbce.ca/capital

HSBC Global Asset Management (Canada) Limited
1 (888) 390-3333
www.hsbc.ca

HSBC Investment Funds (Canada) Inc.
1 (800) 8308888
www.hsbe.ca/funds

HSBC Securities (Canada) Inc.
1 (800) 760-1180
www.hsbce.ca/securities

HSBC Trust Company (Canada)

1 (888) 887-3388

www.hsbc.ca/trust

For more information, or to find the HSBC Bank Canada branch nearest

you, call 1 (888) 310-4722 or visit our website
at www.hsbc.ca

* As at 4 March 2013
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Executive Committee*

Paulo Maia

President and Chief Executive
Officer

Vancouver

Sandra Stuart
Chief Operating Officer
Vancouver

Jason Henderson
Executive Vice President and
Managing Director, Head of
Global Markets and Treasurer
Toronto

Board of Directors”

Samuel Minzberg

Chairman

HSBC Bank Canada and

Senior Partner

Davies Ward Phillips and
Vineberg

Caleb Chan

President

Burrard International
Holdings Inc.

* As at 4 March 2013

Betty Miao

Executive Vice President, Head
of Retail Banking and Wealth
Management

Vancouver

Linda Seymour
Executive Vice President,
Commercial Banking and
Regional President, Central
and Eastern Canada
Toronto

John Flint

Group Managing Director and
Chief Executive Retail Banking
and Wealth Management

HSBC Holdings plc

Michael Grandin
Corporate Director

Beth Horowitz
Corporate Director

Nancy Hughes Anthony
Corporate Director

Jacques Fleurant
Chief Financial Officer
Vancouver

Ralph Hilton
Chief Risk Officer
Vancouver

Michael Webb

Senior Vice President, Human
Resources

Vancouver

Paulo Maia

President and Chief Executive
Officer

HSBC Bank Canada

Nancy McKinstry
Corporate Director

Timothy Price
Chairman
Brookfield Funds

Sandra Stuart
Chief Operating Officer
HSBC Bank Canada
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