HSBC BANK CANADA
FIRST QUARTER 2013 INTERIM REPORT

Profit for the quarter ended 31 March 2013 was $189m, a decrease of 14% compared with the same
period in 2012.

Profit attributable to common shareholders was $171m for the quarter ended 31 March 2013, a decrease
of 15% compared with the same period in 2012.

Return on average common equity was 16.3% for the quarter ended 31 March 2013 compared with 19.8%
for the same period in 2012.

The cost efficiency ratio improved to 45.0% for the quarter ended 31 March 2013 compared with 50.5%
for the same period in 2012.

Total assets were $84.4bn at 31 March 2013 compared with $80.7bn at 31 March 2012.
Total assets under administration increased to $20.4bn at 31 March 2013 from $18.3bn at 31 March 2012.
Common equity tier 1 capital ratio was 11.1%, tier 1 ratio 13.9% and total capital ratio 15.9% at 31

March 2013 determined in accordance with regulatory guidelines and the Basel |11 capital adequacy
framework adopted with effect from 1 January 2013.
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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 officesin over 80 countries and territories and assets of US$2,681bn at
31 March 2013, the HSBC Group is one of the world’'s largest banking and financial services
organizations.
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Shareholder I nformation

Shareholder Information
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MEDIA ENQUIRIES: Canada M5J2Y1 Chris Young (604) 642-4389
Vancouver (English) (604) 641-2973 Harry Krentz (604) 641-1013
Toronto (English) (416) 868-3878 Tel:  1(800) 564-6253
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WEBSITE:
www.hsbc.ca

OTHER AVAILABLE INFORMATION:
The bank’ s continuous disclosure materials,
including interim and annual filings, are
available on the bank’ s website and on the
Canadian Securities Administrators' web site at
www.sedar.com.

Caution Concerning Forward-Looking Statements

This document contains forward-looking information, including statements regarding the business and anticipated actions of
HSBC Bank Canada. These statements can be identified by the fact that they do not pertain strictly to historical or current
facts. Forward-looking statements often include words such as ‘anticipates’, ‘estimates, ‘expects, ‘projects’, ‘intends,
‘plans’, ‘believes’, and words and terms of similar substance in connection with discussions of future operating or financial
performance. 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 actua results to differ materially from those contemplated 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 actua 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 in Management’s Discussion and Analysis of our Annual Report and Accounts 2012.
Additional risk factors include: the impact 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 we operate. Canada is an extremely competitive banking environment,
and pressures on our net interest spread may arise from actions taken by individual banks or other financial institutions acting
aone. 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 potentia 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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Management’s Discussion and Analysis

Financial Highlights

(in $ millions, except where otherwise stated) Quarter ended

31 March 31 March 31 December

2013 2012 2012

For the period ($m)
Profit Defore inCOME taX EXPENSE. ......cviviveverierirerreeieires s et se e se e s sssn e s sensesenens 269 290 218
Net operating income before loan impairment charges and other credit risk provisions.. 584 681 526
Profit attributable to common SNarehOIAENS............c.coiriiricieeeiree e 171 201 137
At period-end ($m)
Shareholders’ EQUILY..........oceeirrreeeerre s 5,218 4,958 5,146
Loan and advances to customers (net of impairment allowances) ... 46,003 45,395 45,572
CUSEOIMEY @CCOUNES ...ttt sttt ettt bt st eb e b e eh e b es e s et s e et ebese e b e s eh e s e st se e st et eb e s e b e b ene b et nnene s 48,184 47,037 48,304
Capital measures®
Common equity tier 1 CaPItal FAHIO (YD) ......oveeeveuererererieieerererieieieere sttt bbbt seenenas 111 - -
Tier 1ratio (%0) .ccoveevereeeererereneereenens 13.9 13.2 138
e = e ol = N Lo 1 () OO TR 15.9 15.6 16.0
ASSELSO-CAPITAl MUITIPIE....c.eeeeeeeeeeet et bbb bbb 14.1 132 131
RiSK-WeIghted 8SSEtS (BIM) ....cvveeeericireeiere e 36,171 36,460 36,668
Performanceratios (%) @
Return on average CoMIMON EQUILY ......veveuererrierureeeeseeresesesseeseseseseesesesssssessesesensssssssssesssensssssesesssnsssssesasens 16.3 19.8 12.9
POst-tax return 0N average total @SSELS..........cociuiiririiricicieiei s 0.82 0.99 0.66
Post-tax return on average risk-Weighted @SS W ............oovvuerveereeeeeeeeseeees e sennies 19 22 15

Credit coverageratios (%)
Loan impairment charges as a percentage of total operating iNCOME ...........ccoreeeririeerenererieeieseseresieeens 9.6 7.0 6.3

Loan impairment charges as a percentage of average gross customer advances and acceptances 04 0.4 0.3
Total impairment allowances outstanding as a percentage of impaired loans and acceptances at the

L= L0 o =2 o RSOOSR 50.1 64.0 58.6
Efficiency and revenue mix ratios (%) @
Cost efficiency ratio............ 45.0 50.5 52.9
Adjusted COSt EffICIBNCY FALIO ......eueieeeeeiiieiresi ettt 44.8 495 52.6
As a percentage of total operating income:
= NEL INEEIESE INCOMIE ... ettt bbbt b et re bbbt s e s e bbb et ettt b b e e e reebebe e e neeneban 575 584 66.2
- net feeincome........ 25.0 210 29.3
- net trading income.. 9.8 59 8.6
Financial ratios (%) @
Ratio of customer advances to CUSIOMEr @CCOUNES ..........c.cecurueuerriniiriereceereree st eaenes 95.5 96.5 94.3
Average total shareholders’ equity to average total @SSELS.........oeuiveririririreiererree e 6.2 6.2 6.2
Total assetsunder administration ($m) @
FUNAS UNAEr MANBGEIMIENT ......oviiiiiiri ettt ettt 19,290 17,294 18,327
CUSEOTI B BECOUNLS......c.cveeieieire ettt se ettt et ee bt e e b b e re s e b e b e b et se b e bt e be st e b e b ebese st e se et ebeseneneenenan 1,121 961 1,133
Total assets under dMINISITALION. .........c.cueiiree bbb 20,411 18,255 19,460

1 Effective 1 January 2013, regulatory information is determined in accordance with the Basel 11l capital adequacy framework. Comparative
regulatory information for 2012 periods, were not restated and are determined in accordance with the Basel 11 capital adequacy framework.
Refer to the ‘Risk Management’ section of this document for further information relating to the adoption of the Basel Il capital adequacy
framework.

2 Refer to the ‘Use of non-IFRSfinancial measures’ section of this document for a discussion of non-IFRS financial measures.



HSBC Bank Canada

Management’s Discussion and AnalysiS (continued)

Basis of preparation of financial information

HSBC Bank Canada (‘the bank’, ‘we’, ‘our’) is an indirectly wholly owned subsidiary of HSBC Holdings plc (‘HSBC
Holdings'). Throughout 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 8 May 2013, the date that our unaudited consolidated financial statements
and MD&A for the first quarter of 2013 were approved by our Board of Directors (‘the Board’).

We prepare our unaudited consolidated financial statements in accordance with International Financial Reporting Standards
(‘IFRS'). The information in this MD&A is derived from our unaudited 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 references to ‘notes’ throughout this MD& A refer to notes on the unaudited consolidated financial statements for the first
quarter ended 31 March 2013.

Use of non-IFRS financial measures

The bank uses certain non-1FRS financial measures to assess its performance. Non-IFRS financial measures are not defined
by IFRS and do not have standardized meanings that would ensure consistency and comparability between companies using
these measures. The following non-1FRS financial measures are used throughout this document and are defined bel ow:

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

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

—  Post-tax return on average risk-weighted assets — Profit attributable to common shareholders on an annualized basis
divided by the average monthly balances of risk-weighted assets for the period. Risk-weighted assets are calculated
using guidelines issued by the Office of the Superintendent of Financial Institutions Canada (‘ OSFI’) in accordance with
the Basel 111 capital adequacy framework (2012: Risk weighted assets are cal culated using the guidelines issued by OSFI
in accordance with the Basel 11 capital adequacy framework).

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

—  Adjusted cost efficiency ratio — Cost efficiency ratio adjusted to exclude gains and losses from financial instruments
designated at fair value from net operating income before loan impairment charges.

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

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

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

—  Assets under administration — These are assets administered by the bank on behalf of our customers. The bank does not
recognise these assets on its consolidated statement of financial position because our customers are the beneficial
owners.

—  Liquid assets — These assets include high grade financia investments and reverse repurchase agreements of which a
certain amount is pledged as collateral to secure recognized liabilities and contingent obligations within payment and
depository clearing systems.
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Management’s Discussion and AnalysiS (continued)

Overview

HSBC Bank Canada recorded profit of $189m for the first quarter of 2013, a decrease of $30m, or 14%, compared with the
first quarter of 2012, and an increase of $35m, or 23%, compared with the fourth quarter of 2012. Profit attributable to
common shareholders was $171m for the first quarter of 2013, a decrease of $30m, or 15%, compared with the first quarter of
2012, and an increase of $34m, or 25%, compared with the fourth quarter of 2012.

The first quarter of 2012 included a gain on the sale of the full service brokerage business of $84m and a restructuring charge
of $36m mostly relating to the wind-down of the consumer finance business. Excluding the impact of these items and their
effect on income tax expense, profit increased by $17m, or 8%, compared with the same quarter last year. The increase is
mainly due to reduced operating expenses from strict cost control and continued delivery of organizational cost effectiveness
programmes, which resulted in sustainable cost savings. Additionally contributing to the increase were higher gains on the
disposal of available-for-sale financial investments, and a growth in trading income of C$5m as a result of a change in
valuation estimation methodology on derivatives. The increase is partialy offset by lower net interest income mainly due to
lower average retail and consumer finance loan balances following the strategic refocus of these businesses and continued
pressure on net interest spread in a prolonged low interest rate environment.

The fourth quarter of 2012 included a $42m charge resulting from the write down in the value of investment property.
Excluding the charge resulting from the write down, profit in the first quarter of 2013 increased by $66m compared with the
prior quarter mainly due to higher gains on the disposal of available-for-sale financial investments, partialy offset by higher
specific provisions for commercial exposures notably in the energy and real estate sectors.

Commenting on the results, Paulo Maia, President and Chief Executive Officer of HSBC Bank Canada, said:
“We've enjoyed a good start to 2013, as a result of our focus on building our core businesses, deepening client relationships,
and continued improvements in the efficiency of our operations in Canada, consistent with HSBC's global strategy. Our

successis driven by our ability to connect internationally-minded Canadian businesses and individuals to opportunities around
the world.”

Analysis of Consolidated Financial Results for the First Quarter 2013

Net interest income

Net interest income for the first quarter of 2013 was $336m, a decrease of $62m, or 16%, compared with the first quarter of
2012, and a decrease of $12m, or 3%, compared with the fourth quarter of 2012. The decreases are mainly due to lower
average retail and consumer finance loan balances following the strategic refocus of these businesses and continued pressure
on net interest spread in a prolonged low interest rate environment.

Net fee income

Quarter ended

31 March 31 March 31 December

2013 2012 2012

$m $m $m

CrEOit FACHTTIES ...ttt bbbt 63 56 63
FUNAS UNdEr MANAGEIMENT ........ceuiiiiiiiicicitieiet ettt 33 29 33
AACCOUNE SEIVICES ....cuvevitiaerieteietetet et eee ettt be st s e b st se bbb a et e bbbt st s bbbt s st eneneana 20 21 20
CTEUIT CAITS......veeeei ittt 14 13 22
IMMIGrant INVESLOr PrOGraM.........ccueuiueueriiiiiriiticieietete sttt 8 15 8
REMITEANCES .......cecec ettt bbbt eb bt e e b 8 7 8
(@04 0Tl L= 1= T 5 8 12
Brokerage CoOMMISSIONS .........c.cuiuiiiiiiicicitieier sttt 4 4 4
INSUFBINCE ...ttt r et s bt e et r e R e bt ne et ne et nn e e n e e re e nnen 4 5 4
Trade fiNanCe i MPOT/EXPONT.......vveireeieeeererires e eree e see et se e e e sesesesesesesansesesnnens 3 3 2
THUSEEE FEES..... ettt ettt sttt et et s et st et ne e 1 1 1
(@131 OSSO T SRR 3 6 1
FOEINMCOMIE ...ttt 166 168 178
LESS: FEE EXPENSE. .. .vvieitccte et (20) (25) (24)
NEL FEEINCOMIB ...ttt s et s ae s ae et e eaesaeebeese et ensessesaesbenbesaesaeatens 146 143 154




HSBC Bank Canada

Management’s Discussion and AnalysiS (continued)

Net fee income for the first quarter of 2013 was $146m, an increase of $3m, or 2%, compared with the first quarter of 2012,
and a decrease of $8m, or 5%, compared with the fourth quarter of 2012. The increase compared with the same quarter last
year was due to a growth in authorized commercial credit facilities and higher funds under management. The decrease
compared with the prior quarter is mainly due to a reduction in fee income from credit cards associated with lower transaction
volume and a decrease in corporate finance fees.

Net trading income

Net trading income for the first quarter of 2013 was $57m, an increase of $17m, or 43% compared with the first quarter of
2012, and an increase of $12m, or 27%, compared with the fourth quarter of 2012. Net trading income increased compared to
both the first and fourth quarters of 2012 as a result of a change in estimation methodology in respect of credit and debit
valuation adjustments on derivative contracts to reflect evolving market practises. In addition higher global customer trading
volumes in foreign exchange products and improved performance in rates and credit products contributed to the increase. Net
trading income in the first quarter of 2012 included losses caused by the narrowing of credit spreads on the carrying value of
our own debt instruments classified as trading.

Other items of income

Quarter ended
31 March 31 March 31 December
2013 2012 2012
$m $m $m
Net expense from financial instruments designated at fair Value...........cccccevrreecennennccncnenens (©)] (19 ©)
Gains lesslosses from financial investments...........cocococeeeeennnens 35 17 4
Other operating iNCOME/(EXPENSE) ......courueurueeriririeieiereresteesieesese et eese e e sesesssbeseseneseesessseneen 13 13 (26)
Gain on the sale of the full service retail brokerage buSINESS............ccvveeiiinnecccsrseeee - 84 4
Other itEMS Of INCOME......ciieiieeeieii ettt s e se s eansenens 45 100 (21)

Net expense from financial instruments designated at fair value for the first quarter of 2013 was $3m, compared with a net
expense of $14m in the first quarter of 2012, and was unchanged compared with the fourth quarter of 2012. The bank
designates certain subordinated debentures to be recorded at fair value. Income and expense are largely as a result of the
widening or narrowing of credit spreads decreasing or increasing the fair value of these subordinated debentures, respectively.

Gains less losses from financial investments for the first quarter of 2013 were $35m, an increase of $18m and $31m
respectively compared with the first quarter of 2012 and fourth quarter of 2012. The increases in gains less losses from
financial investments are due to higher gains on the disposal of available-for-sale financia investments driven by balance
sheet management activities.

Other operating income/(expense) for the first quarter of 2013 was $13m, unchanged compared with the first quarter of 2012,
and an increase of $39m compared with the fourth quarter of 2012. The fourth quarter of 2012 included a $42m charge
resulting from the write down in the value of investment property.

Gain on the sale of the full service retail brokerage business. The sale of the full service retail brokerage business closed on
1 January 2012 and resulted in a gain of $84m, net of assets written off and directly related costs. In the fourth quarter of
2012, the bank satisfied certain conditions relating to the sale of the full service retail brokerage business for which we
recognized an increase to the gain of $4m.

Loan impairment charges and other credit risk provisions

Loan impairment charges and other credit risk provisions for the first quarter of 2013 were $56m, an increase of $8m, or
17%, compared with the first quarter of 2012, and an increase of $23m, compared with the fourth quarter of 2012. The
increases are primarily due to higher specific provisions for commercial exposures notably in the energy and real estate
sectors, partially offset by areduction in collective consumer finance provisions due to improved delinquency performance.
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Management’s Discussion and AnalysiS (continued)

Operating expenses

Quarter ended
31March 31 March 31 December
2013 2012 2012
$m $m $m
Employee compensation and DENEFILS...........ccoiriiiinncc e 156 191 153
General and admiNiStrative EXPENSES.........c.vi ittt anneees 95 105 109
Depreciation of property, plant and €QUIPMENE ..........ccoreeirirreeeee e 9 9 8
Amortization and impairment of intangible assets...........c.ccccveennnene 3 3 8
Total operating expenses (excluding restructuring charges) 263 308 278
RESITUCIUIING CREIGES. .......vieiiciieietrt ettt - 36 -
Total OPErating EXPENSES.......cciuiiiiiiiirie bbb 263 344 278

Total operating expenses (excluding restructuring charges) for the first quarter of 2013 were $263m, a decrease of $45m, or
15%, compared with the first quarter of 2012, and a decrease of $15m, or 5%, compared with the fourth quarter of 2012. The
decreases in total operating expenses compared with both quarters are mainly due to strict cost control and continued delivery
of our organizational cost effectiveness programmes, which resulted in sustainable cost savings. Cost reductions relating to
the wind-down of the bank’s consumer finance business as well as reduced activities and expenses related to the delivery of
technology services to HSBC Group companies also contributed to a further decrease in total operating expense compared
with the same quarter last year.

Restructuring charges of $36m were recognized in the first quarter of 2012 mainly relating to the wind-down of the bank’s
consumer finance business.

Income taxes

Income tax expense. The effective tax rate in the first quarter of 2013 was 30.0%, compared with 25.2% in the first quarter of
2012 and 29.9% in the fourth quarter of 2012. The lower effective tax rate in the first quarter of 2012 was largely due to a
lower effective tax rate applied to the gain on the sale of the full service retail brokerage business.

Statement of Financial Position

Total assets at 31 March 2013 were $84.4bn, an increase of $3.7bn from $80.7bn at 31 December 2012, mainly due to
increases of $1.7bn in trading assets, $1.2bn in loans and advances to banks, $0.4bn in loans and advances to customers and
$0.4bn in customers' liability under acceptances. The growth in trading assets is due to a higher holding of government and
agency bonds as a result of increased trading activity in the rates business and a higher holding in pending settlement trading
accounts. Loans and advances to banks and loans and advances to customers increased as a result of an increase in reverse
repurchase agreements. Excluding the increase in reverse repurchase agreements, loans and advances to banks increased
marginally by $0.1bn and loans and advances to customers decreased by $0.5bn.

Liquid assets increased to $25.9bn at 31 March 2013, compared to $24.3bn at 31 December 2012 mainly as a result of strong
deposit growth and debt issues mostly invested in short term investments. Refer to the ‘Use of non-1FRS financia measures’
for adefinition of liquid assets.

Total liabilities at 31 March 2013 were $78.9bn, an increase of $3.6bn from $75.3bn at 31 December 2012, mainly due to
increases of $1.7bn in debt securities in issue, $1.3bn in trading liabilities and $0.4bn in acceptances. The increase in debt
securities in issue is due to an additional $1.5bn of medium term notes and bearer deposits issued during the first quarter of
2013. Theincrease in trading liabilities is driven by an increase in short position securities to manage interest rate risk and a
higher holding in pending settlement trading accounts.
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Management’s Discussion and AnalysiS (continued)

Analysis of Consolidated Financial Results for the First Quarter 2013 by Customer Groups

Commercial Banking

Quarter ended
31 March 31March 31 December
2013 2012 2012
$m $m $m
INEL INEEIESE INCOMIE ...ttt ettt bbbt b ettt b bbb 161 180 177
Net feeincome................ . 75 71 77
Net trading income . 8 8 6
Other operating iNCOME/(EXPENSE) .......cvcuererereerereiereresseseesesessessseesessssesesessssssesssensssssssesessssssssssesenes 2 5 (40)
Net operating income before loan impairment charges and other credit risk provisions.................. 246 264 220
Loan impairment charges and other credit risk provisions (39) (11) (6)
Net Operating INCOME..........cceuirirriniiceceree s . 207 253 214
TOtAl OPEraLiNG EXPENSES.......cuieireeteutstarseetesesese e ettt e e b ese s e ress b eseae st e bbb et se et ss e b e b et e b s ebene e s e es (88) (97) (97)
OPEIELING PIOFIt.....ceiveeuetiieiriitce ettt bbbttt 119 156 117
Share of profit in associates . 4 1 3
Profit before inCOME taX EXPENSE........ccviiriririeieireriree e st ese e s se e sessesese e sessssnsesasnnens 123 157 120

Overview

Profit before income tax expense was $123m for the first quarter of 2013, a decrease of $34m, or 22%, compared with the first
quarter of 2012, and an increase of $3m, or 3%, compared with the fourth quarter of 2012. The fourth quarter of 2012
included a $42m charge resulting from the write down in the value of investment property. Excluding the impact of the write
down, profit before income tax expense decreased compared with the same quarter last year and compared with the prior
quarter due to higher specific impairment provisions in the energy and real estate sectors and lower net interest spread,
partially offset by reduced operating expenses as a result of strict cost control and continued delivery of our organizational
cost effectiveness programmes, which resulted in sustainable cost savings.

Financial performance

Net interest income for the first quarter of 2013 was $161m, a decrease of $19m, or 11%, compared with the first quarter of
2012, and a decrease of $16m, or 9%, compared with the fourth quarter of 2012. The decreases are mainly due to continued
pressure on net interest spread in a prolonged low interest rate environment partialy offset by a growth in average loan
balances.

Net fee income for the first quarter of 2013 was $75m, an increase of $4m, or 6%, compared with the first quarter of 2012,
and a decrease of $2m, or 3%, compared with the fourth quarter of 2012. The increase in net fee income compared with the
same quarter last year is mainly driven by growth in authorized credit facilities and transaction volume. The decrease in net
fee income compared with the prior quarter isas aresult of lower volumes of guarantees.

Net trading income for the first quarter of 2013 was $8m, unchanged compared with the first quarter of 2012 and marginally
higher compared with the fourth quarter of 2012.

Other operating income/(expense) for the first quarter of 2013 was $2m, a decrease of $3m and an increase of $42m
respectively compared with the first quarter of 2012 and fourth quarter of 2012. The fourth quarter of 2012 included a $42m
charge resulting from the write down in the value of investment property.

Loan impairment charges and other credit risk provisions for the first quarter of 2013 were $39m, an increase of $28m and
$33m respectively compared with the first quarter of 2012 and fourth quarter of 2012. The increases in loan impairment
charges and other risk provisions are due to higher specific provisions notably in the energy and real estate sectors.

Total operating expenses for the first quarter of 2013 were $88m, a decrease of $9m, or 9%, compared with both the first and
fourth quarter of 2012. The decreases are as a result of strict cost control and continued delivery of our organizational cost
effectiveness programmes, which resulted in sustainable cost savings.
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Management’s Discussion and AnalysiS (continued)

Global Banking and Markets

Quarter ended
31 March 31March 31 December
2013 2012 2012
$m $m $m
INEEL INEEIESE INCOME. ...ttt b ettt ee et 42 46 40
Net feeincome............. 18 19 24
Net trading income 37 22 28
Gains less |osses from finanCial INVESIMENES.........c.cuciiririririereee e 33 17 3
Other operating iNCOME/(EXPENSE) .....c.vvrvruererererererieeesresesessesssesssessssssesesessssesessssssssssesesssessssesesssenssses - (€))] 1
Gain on the sale of the full service retail brokerage bUSINESS ..o - 8 —
Net operating income before loan impairment charges and other credit risk provisions................... 130 111 96
Loan impairment charges and other credit risk ProViSIONS...........ccerreririeieieneneriseeee e 2 - —
NEL OPEIAHNG INCOIME ...ttt ettt b et e bbbt st b e bt es et b et n et enas 132 111 96
TOtAl OPEratinNg EXPENSES.....cvcveuiuierereetestiereresteteiee sttt se et st st s asbese st essssbebe e ae s st ebese e s ssebebesenese st ebesanens (29) (25) (27)
Profit Defore iNCOME taX EXPENSE.........iuru ittt 103 86 69

Overview

Profit before income tax expense was $103m for the first quarter of 2013, an increase of $17m, or 20%, compared with the
first quarter of 2012 and an increase of $34m, or 49%, compared with the fourth quarter of 2012. The increase in profit before
income tax compared with the same quarter last year is due to higher gains on the disposal of available-for-sale investments
and improved trading income as a result of a change in valuation estimation methodology on derivatives, higher global
customer trading volumes in foreign exchange products and improved performance in rates and credit products. The increase
is partially offset by a $8m gain on the sale of the full service retail brokerage business included in the same quarter last year.

The increase in profit before income tax compared with the prior quarter is due to higher gains on the disposal of available-
for-sale investments and improved trading income as a result of a change in valuation estimation methodology on derivatives,
higher global customer trading volumes in foreign exchange products and improved performance in rates and credit products.
Theincreaseis partialy offset by reduced net fee income driven by lower derivative sales and debt capital market fees.

Financial performance

Net interest income for the first quarter of 2013 was $42m, a decrease of $4m, or 9%, compared with the first quarter of 2012,
and an increase of $2m, or 5%, compared with the fourth quarter of 2012. The decrease in net interest income compared with
the same quarter last year is due to reduced net interest spread. The increase in net interest income compared with the prior
quarter is due to agrowth in volume, partially offset by reduced net interest spread.

Net fee income for the first quarter of 2013 was $18m, marginally decreased compared with the first quarter of 2012 and a
decrease of $6m, or 25% compared with the fourth quarter of 2012. The decrease was driven by lower derivative sales and
debt capital market fees.

Net trading income for the first quarter of 2013 was $37m, increases of $15m and $9m respectively compared with the first
quarter of 2012 and fourth quarter of 2012. Net trading income increased compared with both the first and fourth quarter of
2012 as a result of a change in estimation methodology in respect of credit and debit valuation adjustments on derivative
contracts to reflect evolving market practises. In addition contributing to the increase was higher global customer trading
volumes in foreign exchange products and improved performance in rates and credit products. Net trading income in the first
quarter of 2012 included losses caused by the narrowing of credit spreads on the carrying value of our own debt instruments
classified as trading.

Gains less losses from financial investments for the first quarter of 2013 was $33m, increases of $16m and $30m
respectively compared with the first quarter of 2012 and fourth quarter of 2012. The increases in gains less losses from
financia investments are due to higher gains on the disposal of available-for-sale financia investments driven by balance
sheet management activities.

Total operating expenses for the first quarter of 2013 were $29m, an increase of $4m, or 16%, compared with the first quarter
of 2012, and an increase of $2m, or 7% compared with the fourth quarter of 2012.
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Management’s Discussion and AnalysiS (continued)

Retail Banking and Wealth M anagement

Quarter ended
31 March 31 March 31 December
2013 2012 2012
$m $m $m
INEE INEEIESE INCOME ...ttt bbbttt 89 105 82
Net feeincome................ . 43 42 44
Net trading income . 4 3 3
Other OPEratiNg INCOIMIE........couiueieuiiiririeie ettt e bt b b st ee bbb et st bbb et s et eba e e s ebebenan 3 2 4
Gain on the sale of the full service retail brokerage bUSINESS ........cccoeveeerireseeenirees e — 76 4
Net operating income before loan impairment charges and other credit risk provisions 139 228 137
Loan impairment charges and other credit risk ProviSiONS .........cccoevveeeenresesieeeseneseees (7) (6) (8)
NEL OPErAliNg INCOIME........eveueeieiireeteeeeeesesteteteesesesseeesesesesesee e sesesesessesesasesssestesesesesessnsesesessensssnsesasnnens 132 222 129
Total operating expenses (excluding restructuring Charges) ..........oceeererereeieieneneresieeseseseseseesesesesees (118) (128) (126)
RESLrUCUNNG Charges.......cccueeveririeieeeiresee s esnenens — (2) -
Profit before income tax expense. 14 92 3

Overview

Profit before income tax expense for the first quarter of 2013 was $14m, a decrease of $78m compared with first quarter of
2012, and an increase of $11m compared with the fourth quarter of 2012. Profit before income tax in 2012 benefitted from a
gain on the sale of the full service retail brokerage business partialy offset by related restructuring charges. Excluding these
items, profit before income tax expense decreased by $4m compared with the same quarter last year and increased by $15m
compared with the prior quarter. The remaining decrease in profit before income tax expense compared with the same quarter
last year is due to reduced net interest income driven by narrowing net interest spread and a decline in average loan balances
partially offset by reduced operating expenses as a result of strict cost control and continued delivery of our organizational
cost effectiveness programmes, which resulted in sustainable cost savings. The remaining increase in profit before income tax
expense compared with the prior quarter is due to higher net interest income as a result of lower wholesale funding driven by
strong growth in customer deposits, partially offset by a decline in average loan balances, and reduced operating expenses as a
result of strict cost control and continued delivery of our organizational cost effectiveness programmes, which resulted in
sustainable cost savings.

Financial performance

Net interest income for the first quarter of 2013 was $89m, a decrease of $16m, or 15%, compared with the first quarter of
2012, and an increase of $7m, or 9%, compared with the fourth quarter of 2012. The first quarter of 2012 benefitted from
refund interest received from the Canada Revenue Agency. Excluding the refund interest, net interest income decreased by
$8m compared with the same quarter last year due to narrowing net interest spread and a decline in average |oan balances. Net
interest income increased compared to the prior quarter as a result of lower wholesale funding driven by strong growth in
customer deposits partially offset by adecline in average loan balances.

Net fee income for the first quarter of 2013 was $43m, marginally changed compared with the first quarter of 2012 and with
the fourth quarter of 2012.

Net trading income for the first quarter of 2013 was $4m, marginally higher compared with the first quarter of 2012 and with
the fourth quarter of 2012.

Loan impairment charges and other credit risk provisions for the first quarter of 2013 were $7m, marginally changed
compared with the first quarter of 2012 and with the fourth quarter of 2012.

Total operating expenses (excluding restructuring charges) for the first quarter of 2013 were $118m, a decrease of $10m, or
8%, compared with the first quarter of 2012, and a decrease of $8m, or 6%, compared with the fourth quarter of 2012. The
decreases are as a result of strict cost control and continued delivery of our organizational cost effectiveness programmes,
which resulted in sustainable cost savings.
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Management’s Discussion and AnalysiS (continued)

Consumer Finance

Quarter ended

31 March 31March 31 December

2013 2012 2012

$m $m $m

N INEEIESE INCOME. ...ttt bbbttt 52 73 57
Net feeincome 10 11 9
Gains less losses from financia investments 2 - 1
Other OPEratiNng INCOIME. ......c.cuiueiiririeieiesteest e se b se s bbb bbb et seebenas 1 2 1
Net operating income before loan impairment charges and other credit risk provisions.... 65 86 68
Loan impairment charges and other credit risk ProviSIONS.........ooeeeeecrneninieeienessesieeeens (12) (31) (19)
Net operating income 53 55 49
Total operating expenses (excluding restructuring Charges) .........cocoevreeueeerrereereseressieeeseses e eesees (18) (398) (29)
RESLIUCTUNING ChargES.....c.euiieieeceei sttt ettt et e st e e s esesesnsensnensennsens - (34) —
Profit/(10ss) before iNCOmME taX EXPENSE........ccriiiiirciiieiee et 35 (17) 30

Overview

Profit before income tax expense was $35m for the first quarter of 2013, an increase of $52m compared with the first quarter
of 2012, and an increase of $5m compared with the fourth quarter of 2012. In the first quarter of 2012, $34m in restructuring
costs were incurred following the decision in March 2012 to wind-down the consumer finance business in Canada. Excluding
the restructuring costs, profit before income tax expense increased by $18m compared with the same quarter last year and
$5m compared with the prior quarter mainly due to lower operating expenses and loan impairment charges, partially offset by
lower net interest income as aresult of declining average loan balances.

Financial performance

Net interest income for the first quarter of 2013 was $52m, a decrease of $21m and $5m respectively compared with the first
quarter of 2012 and fourth quarter of 2012. 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 the first quarter of 2013 was $10m, marginally lower compared with the first quarter of 2012 and
marginally higher compared with the fourth quarter of 2012.

Loan impairment charges and other credit risk provisions for the first quarter of 2013 were $12m, a decrease of $19m, or
61%, compared with the first quarter of 2012, and a decrease of $7m, or 37%, compared with the fourth quarter of 2012. The
decrease in loan impairment charges and other credit risk provisions compared with 2012 is due to a reduction in collective
provisions driven by lower average |oan balances following the wind-down of the business as well as reduced delinquency.

Total operating expenses (excluding restructuring charges) for the first quarter of 2013 were $18m, a decrease of $20m, or
53%, compared with the first quarter of 2012, and marginally lower compared with the fourth quarter of 2012. The decreasein
total operating expenses compared with the same quarter last year is due to reduced staff, infrastructure charges and other
overhead expenses as a result of the wind-down of the business.

Other
Quarter ended

31 March 31March 31 December
2013 2012 2012
$m $m $m
Net interest expense 8) (6) 8)
Net trading income 8 7 8
Net loss from financial instruments designated at fair value. . (©)] (19 ?3)
Other Operating iINCOME.........coviririrureerrereresieeeereseseseeeeseeseseseesesesenees . 7 5 8

Net operating income/(expense) 4 8) 5
Total operating expenses............ (10) (20) (9)
Loss before income tax expense (6) (28) (4)
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Management’s Discussion and AnalysiS (continued)

Activities or transactions which do not relate directly to the above business segments are reported in Other. The main items
reported under Other include gains and losses from the impact of changes in credit spreads on our own subordinated
debentures designated at fair value and 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 the first quarter of 2013 was a loss of $6m,
compared with losses of $28m and $4m respectively for the first quarter of 2012 and the fourth quarter of 2012. The variances
from comparative periods are primarily due to the impact of the items noted above.

Quarterly summary of Condensed Consolidated Statements of Income (Unaudited)

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

Quarter ended

31 March 31 December 30 September 30June 31 March 31 December 30 September 30 June

2013 2012 2012 2012 2012 2011 2011 2011

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

Total revenue ®........oooooeonereveinnreeeennns 584 526 572 614 681 562 653 597

Profit for the period.........ccccovvvnncneee 189 154 180 201 219 132 199 206
Profit attributable to common

shareholders.........oooeeneienccnnicneenns 171 137 162 184 201 115 181 189
Profit attributable to preferred

shareholders.........oovverveienicnrieneenns 15 15 15 15 15 15 16 15

Profit attributable to non-controlling
INEErESES .. 3 2 3 2 3 2 3 2
Basic earnings per common share.......... 0.34 0.27 0.33 0.37 0.40 0.23 0.36 0.38

1  Total revenueisreported as ‘net operating income before loan impairment charges and other credit risk provisions' on the consolidated income
Statement.

Refer to the ‘Quarterly Summary of Condensed Consolidated Statements of Income’ section of our Annua Report and
Accounts 2012 for more information regarding quarterly trends in revenue and expenses for 2012 and 2011. Comparative
information has been adjusted for the effect of the adoption of the revised IAS 19 Employee benefits. Refer to the
* Accounting and Reporting Changes’ section below for further information.

Critical Accounting Policies and Impact of Estimates and Judgements

Refer to the ‘Critical Accounting Policies and Impact of Estimates and Judgements’ section of our Annua Report and
Accounts 2012 for accounting policies that are deemed critical to the bank’s results and financial position, in terms of
materiality of the items which the policy is applied, or which involve a high degree of judgement including the use of
assumptions and estimates.

Accounting and Reporting Changes

Effective 1 January 2013, the bank adopted IAS 19 ‘Employee Benefits', which was 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 is 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.
However, there is no material impact on either plan assets as the difference between the estimated and the actual return on
plan assets is recorded through the statement of other comprehensive income. There is ano material impact on plan liabilities.
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. Refer to
note 2 for further information related to the restatement of comparative information.
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Management’s Discussion and AnalysiS (continued)

Effective 1 January 2013, the bank adopted IFRS 10 ‘Consolidated Financial Statements (‘IFRS 10') and IFRS 12
‘Disclosure of Interests in Other Entities' (‘IFRS 12'), which were applied retrospectively. Under IFRS 10, there is one
approach for determining if an investor controls an investee for all entities, based on the concept of power, variability of
returns and their linkage. This replaced the previous approach which emphasises legal control or exposure to risks and
rewards, depending on the nature of the entity. IFRS 12 includes the disclosure requirements for subsidiaries and associates
and introduces new requirements for unconsolidated structured entities. The bank determined that its consolidated group
structure remained unchanged under IFRS 10, and as a result, the consolidated financial statements are unaffected.

Effective 1 January 2013, the bank adopted IFRS 13 ‘Fair Value Measurement’ (‘IFRS 13'), which was applied prospectively.
IFRS 13 establishes a single source of guidance for all fair value measurements required or permitted by IFRSs. The standard
clarifies the definition of fair value as an exit price, which is defined as a price at which an orderly transaction to sell the asset
or to transfer the liability would take place between market participants at the measurement date under current market
conditions, and enhances disclosures about fair value measurement. The adoption of IFRS 13 did not have a material impact
on the bank’ s consolidated financial statements.

Effective 1 January 2013, the bank adopted changes to IAS 1 ‘Presentation of Financial Statements’ (‘IAS 1') relating to the
presentation of items of other comprehensive income, which was applied retrospectively. As a result of the adoption of
changes within IAS 1, items presented within the consolidated statement of comprehensive income are grouped into those that
will and those that will not be subsequently reclassified to income.

Financial Instruments including Off-Balance Sheet Arrangements

During the normal course of business, the bank makes extensive use of financia instruments including funding loans,
purchasing securities and other investments, accepting deposits and entering into various derivative instrument contracts.
These arrangements were described in the ‘ Off-Balance Sheet Arrangements section of our Annual Report and Accounts
2012. As aresult of changing market practices in response to regulatory and accounting changes, as well as general market
developments, the banks revised its methodology for estimating the credit valuation adjustment and debit valuation
adjustment for derivatives from 1 January 2013. Refer to note 1(b)(iii) for further information relating to the revision. There
have been no other changes in the basis of calculating the fair value of financial instruments from 31 December 2012, and
there have been no significant changes in the fair value of financial instruments that arose from factors other than normal
economic, industry and market conditions. For financia instruments, including derivatives, valued using significant non-
observable market inputs (level 3), assumptions and methodologies used in our models are continually reviewed and revised
to arrive at better estimates of fair value.

Management’s Responsibility for Financial Information

A rigorous and comprehensive financial governance framework is in place at the bank and its subsidiaries at both the
management and board levels. Each year, our Annual Report and Accounts contains a statement signed by the Chief
Executive Officer (CEO) and Chief Financial Officer (CFO) outlining management’s responsibility for financial information
contained in the report. Certifications, signed by the CEO and CFO, were filed with the Canadian Securities Administratorsin
March 2013 when our Annual Report and Accounts and other annual disclosure documents were filed. In those filings, the
CEO and CFO certify, as required in Canada by National Instrument 52-109 (Certification of Disclosure in Issuers Annua
and Interim Filings), the appropriateness of the financia disclosures in the annual filings, the design and effectiveness of
disclosure controls and procedures as well as the design and effectiveness of interna controls over financia reporting to
provide reasonabl e assurance regarding the reliability of financial reporting in accordance with IFRS. The CEO and CFO have
signed certifications relating to the appropriateness of the financial disclosures in interim filings with securities regulators,
including this MD& A and the accompanying unaudited interim consolidated financial statements for the quarter ended 31
March 2013, and their responsibility for the design and maintenance of disclosure controls and procedures and internal
controls over financia reporting to provide reasonable assurance regarding the reliability of financial reporting in accordance
with IFRS. There have been no changes in interna controls over financial reporting during the quarter ended 31 March 2013
that have materially affected or are reasonably likely to affect internal control over financia reporting.

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

A comprehensive discussion of the bank’s businesses, strategies and objectives can be found in Management’ s Discussion and

Anaysis in our Annual Report and Accounts 2012, which can be accessed on the bank’s web site at www.hsbc.ca. Readers
are also encouraged to visit the site to view other quarterly financial information.
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Management’s Discussion and AnalysiS (continued)

Related Party Transactions

Related party transaction policies and practices are unchanged from those outlined in the ‘ Related Party Transactions' section
in our Annual Report and Accounts 2012. All transactions with related parties continue to be priced and accounted for as if
they were provided in an open market on an arm’s length basis or, where no market exists, at fair value. Transactions with
related parties are detailed in note 12 to the accompanying consolidated financia statements.

Outstanding Shares and Securities

At 8 May 2013

Number of
Dividendor  issued shares
distribution®  and securities  Carrying value

$ per share or
security Thousands $m
Common shares
HSBC BanK Cana0aL........couvueueueiiiririnieieienisesisie ettt seses 498,668 1,225
Preferred Shares— Class 1
= SEIES C et bbb R R bRt b b b et e et b 0.31875 7,000 175
i 0.3125 7,000 175
0.4125 10,000 250
0.0775 86,450 346
946
HSBC Canada Asset Trust Securities (HSBC HaTS™)@
= SEITES 2005ttt 25.75 200

1 Cash dividends on preference shares are non-cumulative and are payable quarterly. Cash distributions on HSBC HaTS™ are non-cumulative
and are payable semi-annually.
2 Reported in non-controlling interestsin the consolidated statement of financial position.

During the first quarter of 2013, the bank declared and paid $90m in dividends on HSBC Bank Canada common shares, an
increase of $7m from the same period in 2012.

Regular quarterly dividends of 31.875 cents per share have been declared on HSBC Bank Canada Class 1 Preferred Shares —
Series C, 31.25 cents per share on Class 1 Preferred Shares — Series D, 41.25 cents per share on Class 1 Preferred Shares —
Series E and 7.75 cents per share on Class 2 Preferred Shares — Series B. Dividends will be paid on 30 June 2013, for
shareholders of record on 14 June 2013.

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 ratings are as follows:

&P DBRS”
ShOMt-tEIM INSITUMENES. ...ttt bbbt b bttt A-1+ R-1 (Middle)
Deposits and senior debt .... . AA- AA (Low)
Subordinated debt............... A A (High)
PIEFEITEA SNATES.........ooocveoceeiec s es e s st sss s ss st s s st s st es e s es s st ns s s sesssnessesnssen P-1 (Low) @ Pfd-2
HSBC Canada Asset Trust Securities (HSBC HATS™) ... sssssssssssssssssseesses P-1 (Low) @ BBB (High)

1 Based on S&P’'s Canadian national preferred share scale. Ratingsare‘A—" on S&P’s global preferred share scale.
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Management’s Discussion and AnalysiS (continued)

Risk Management

All of our business activities involve the measurement, evaluation, acceptance and management of some degree of risk, or
combinations of risks. Risk management is the identification, analysis, evaluation and management of the factors that could
adversely affect our resources, operations, reputation and financial results. The most important risk categories that we are
exposed to include capital management, credit, liquidity and funding, market, structural and operational risk. A discussion of
our risk management activities including both quantitative and qualitative factors is included in the ‘Risk Management’
section of our 2012 Annua Report and Accounts. There have been no changes in our processes and no material changes in
quantitative factors during the first quarter ended 31 March 2013. Refer to the ‘Capital’ section of the MD&A for a more
information on our regulatory capital and regulatory capital ratios.

Credit risk

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 a so 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.

L oan portfolio diversity

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 akey 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 exposure at default (‘EAD’) as defined under the Basel 111 capital adequacy framework (31 December 2012:
as defined under the Basel |1 capital adequacy framework), which presents the amounts of loss the bank may be exposed to in
the case of default of a customer.

The following table demonstrates the diversification of our loan portfolios by product type:

Loan portfolio by product type

Exposure at Exposure at
default default
At 31 March At 31 December
2013 2012
$m $m
Wholesale loan portfolios

Sovereign
DIFBIWN EXPOSUIES......c.veuiteserteseeteeetetese st see e ste st bes b e e e aesesaese e b et ebe b e st s e e st se et et e s e e b et ebe s enese e st st ese et enesbenenaens 20,659 20,083
Undrawn commitments, 33 29
DEIVBLIVES ...ttt ettt ettt s ettt a b a et e s e st e se e e e b e b e se st ne st bese b e e st s eseteneneneas 89 79
20,781 20,191

Banks

DIFAWN EXPOSUIES.......evueueaereteeeteaesessseeseseseseseseeseseseasseebeseseaeseee s b ebes e e s eeebese st e neebebes e s e aene e b e s e b et ne s en et enenenna 3,448 3,591
REPUIChase tyPe traNSACLIONS. ........c.cuiuiuiririirici ettt 24 37
Derivatives 2,363 2,127
Other off-balance sheet exposures 475 347
6,310 6,102

Corporate
DIBWN EXPOSUIES.......evutuerereteteteaeseasseeseseseseseseeseseseassesbeseseae st es s bebes e e s eeebese st e neeeebese e e ne e b e s b et ne b en et eneneana 26,693 26,330
UNArawn COMMITIMENTS.........ccveuieieuieieteiieeitee et e et seesesaetesbesesbe s sse s sse e esessebessesessensssenssseseesenessensanens 10,720 11,124
REPUIChaSE tYPE traNSACHIONS. .....c.cieieeeeieieirire ettt sttt st 222 131
Derivatives 1,064 1,070
Other Off-DalanCe SNEEL EXPOSUIES..........cveeeiiiireeieeeite sttt n s 2,369 2,277
41,068 40,932
Total WholeSale 108N POMFOIIOS......cocouiuriiiiisiieeteer ettt ettt st eb et 68,159 67,225

16



HSBC Bank Canada

Management’s Discussion and AnalysiS (continued)

Loan portfolio by product type (continued)

Exposure at Exposure at
default default
At 31 March At 31 December
2013 2012
$m $m

Retail loan portfolios
RESIAENTIAl MOMGAIES. ... c.eiereteirieririet ettt b st b bttt e bbbttt e bt n s neebenn 17,625 17,850
HOME €QUILY [INES OF CrEAIT.......cueuiiiieeeeeree ettt eeene s 5,386 5,543
Personal unsecured revolving [0an faCHITIES ..ot 1,109 1,127
Other Personal 108N FACHITIES..........cciiieeiecer ettt es 2,815 2,827
Other small to medium enterprises loan facilities.. 732 746
Consumer finance loan portfalios.. 1,355 1,567
Total retail loan portfolios................. 29,022 29,660
Total 10aN POrtFOli0 EXPOSUIE. ......ccceierireeteiiriresteieseesesasseseseesessssstese e essseesesesesesessesesasesssassesesenssessssnsesenensssnsesenes 97,181 96,885

Credit Quality of Financial Assets

The overall credit quality of financial assets remains broadly unchanged at 31 March 2013 compared with 31 December 2012.
The increase in impaired financial assets is mainly due to a specific impairment of customers in the energy and real estate

sector in the first quarter of 2013.

Impaired financial assets at amortized cost

The table below represents the carrying value of impaired financial assets measured at amortized cost and related

alowances and provisions for credit losses:

At 31 March At 31 December
2013 2012
$m $m
Impaired financial asSetS af AMOIIZEA COSE .......vveurueriiriririeieerires et et see e sa st sese e e sssesese e e ssnsesenn 810 811
Individually assessed allowance fOr Credit I0SSES..........cou it 192 202
Collectively assessed allowance fOr Credit I0SSES..........c.cueiiiriiiceee e 214 217
Allowance relating to on-balance sheet financial assets at amortized cost @.........co..coovvorreeereiereeiesiesreeseeienes 406 419
Provision for credit |osses relating to off-balance sheet credit exposures @ ..o 69 80
Allowance and provision fOr Credit IOSSES........courururiiriirieieei sttt s 475 499
Net impaired financial assets a aMOrtiZE COSL........ouruiuiiiriririeiecrirr e 335 312
Allowance and provision for credit losses as percentage of impaired financial assets at amortized cost............. 58.6% 61.5%
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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Management’s Discussion and AnalysiS (continued)

Allowance and provision for credit losses

The table below shows the movement in balances of alowance and provision for credit losses:

Quarter ended 31 March 2013 Quarter ended 31 March 2012
Customers Customers Customers Customers
individually collectively individually collectively
assessed assessed Total assessed assessed Tota
$m $m $m $m $m $m
Opening balance at the beginning of the period................ 202 297 499 208 329 537
Movement
Loans and advances written off ...........cccccevrrceene (45) (31 (76) (12) (30) (42)
Recoveries of loans and advances written off . - 1 1 - 1 1
Charge to income statement 40 16 56 13 35 48
Interest recognized on impaired loans and advances. (5) - (5) (5) - (5)
Closing balance at the end of the period..........ccccccovurunueee 192 283 475 204 335 539
Coverage by collectively assessed impair ment
Quarter ended
31 March 31 December
2013 2012
% %
As apercentage of total loans with customers (gross of allowances for credit 10SSES) .......cccovvveeeererereeeerenenenns 0.61 0.65
Asapercentage Of FSK-WEIGNIEO @SSELS ........c.iururuiiiririririeeerere sttt sttt 0.78 0.81

Liquidity and funding risk

Liquidity risk isthe 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.

Liquid assets

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

The estimated value of the bank’s aggregate liquid assets are shown in the table below.
At 31 March At 31 December

2013 2012

$m $m

LEBVEL Lottt ettt ettt ettt e e ae b e beeaeeae R e At et eabe s e sh e beebeeaeebebeeaeeheebeeaeeaeeneenterentetenaenrens 15,579 15,955
[ Y L= OO RT 3,784 3,280
19,363 19,235

18



HSBC Bank Canada
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Market risk

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.

Value at Risk (‘VaR’)

VaR is a technique that estimates the potential losses that could occur on risk positions as a result of movements in market
rates and prices over a specified time horizon and to a given level of confidence. Refer to the ‘Market Risk’ section of our
Annual Report and Accounts 2012 for more information relating to the calculation of VaR.

In 2010, the HSBC Group's policy regarding the VaR calculation was expanded to include Idiosyncratic Credit VaR
(‘ICVaR’) from trading positions. ICVaR captures the residual market risk of a specific issuer that is not captured in the
historical simulation credit VaR. Commencing with this interim report, the bank has included ICVaR within the VaR
information presented in the table and graph below.

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

Quarter ended
31 March 31 December
2013 2012
$m $m
ENA OF QUBITET ...ttt bbbt bbbttt 13 10
ANVEIBOE ...ttt ettt ettt b bt e ke h s e £ R s R £ S AR R h R £ £ A E R AR R R SRR AR e R b ARt e b A bRt e e e b nn 12 12
IVIENEIMIUML .ottt ettt aese e b e e et e e e b e s s ebe s esesseseesese et eneebessebenseseseese s ebenbesebensssenseaeneesennesenne 10 9
IVLAXIIMIUIMN. ...ttt ettt ettt e et et et e saesbeebeeaesheebeeaeesseseeseessensensesse b enbeeaesbeebeeseeaseseeseensensensessesbenbensesannbenns 14 14

Daily VaR

Q12012 Q22012 Q32012 Q42012 Q12013
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HSBC Bank Canada

Management’s Discussion and AnalysiS (continued)

Area of special interest: Exposuresto Europe

The bank’ s exposure to Europe and in particular the eurozone remains within the bank’s overall risk appetite. Exposuresto the
eurozone decreased by $40m compared to the position at 31 December 2012 due to a decline of $86m in exposures with core
and other eurozone countries partially offset by a growth of $46m in exposures with peripheral countries. The increase in
exposures with peripheral countries was primarily due to a growth of $45m in financial institution exposures with Spain, of
which $32m is held with other HSBC Group affiliates. Exposures to other European countries outside of the eurozone
increased by $181m mainly as a result of increases of $203m and $60m of financial institutions exposures with the United
Kingdom and Sweden respectively, partially offset by a decrease of $82m in exposures with Switzerland.

Exposures to eurozone countries

At 31 March 2013 At 31 December 2012
Financial Financial
Corporate institutions®  Sovereign Total  Corporate institutions®  Sovereign Total
$m $m $m $m $m $m $m $m
Core countries
GEMANY ... - 313 - 313 - 326 - 326
France........ccoeveineeneencinceee - 172 200 372 - 316 156 472
Total core CouNtries.........cccovevereeeenee - 485 200 685 - 642 156 798
Peripheral countries
AlY o - 13 - 13 - 12 - 12
- 1 - 1 - 1 - 1
- 53 - 53 - 8 - 8
- 67 — 67 - 21 - 21
— 1 — 1 — — — —
- 93 - 93 - 98 - 98
31 - - 31 - - - -
31 646 200 877 — 761 156 917

1 Exposures with financial institutions include exposures with other HSBC Group affiliates of $3m in Germany, $12m in France and $32m in
Spain (31 December 2012: $3min Germany, $8min France and $7min Spain).

Exposures to other European countries outside of the eurozone

At 31 March 2013 At 31 December 2012
Financial Financial

Corporate institutions®  Sovereign Total  Corporate institutions®  Sovereign Total
$m $m $m $m $m $m $m $m
- 98 - 98 - 38 - 38
38 67 374 479 75 - 486 561
8 1,255 - 1,263 8 1,052 - 1,060
46 1,420 374 1,840 83 1,090 486 1,659

1 Exposures with financial institutions include exposures with other HSBC Group affiliates of $1,125m in the United Kingdom (31 December
2012: $928m).
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HSBC Bank Canada

Management’s Discussion and AnalysiS (continued)

Capital

Effective 1 January 2013, the bank calculates its regulatory capital ratios using guidelines issued by the Office of the
Superintendent of Financia Institutions Canada (‘OSFI’) in accordance with the Basel Il capita adequacy framework.
Comparative information is presented using guidelines issued by OSFI in accordance with the Basel 1l capital adequacy
framework and therefore is not comparable.

The Basel 1ll capital adequacy 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 adoption, that do not meet the new regquirements will be phased out as regulatory capital over a ten year period from
2013 to 2022. In addition, for the purposes of calculating common equity tier 1 capital, certain other regulatory adjustments
including those relating to goodwill, intangible assets, pension assets and deferred tax assets will be phased in over afive year
period 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 (‘CETY1’) ratio. The Basel 111 rules aso call for the implementation
of acapital conservation buffer, which could be drawn upon in periods of stress, as well as countercyclical capital buffer.

In guidance issued in December 2012, OSFI requires a minimum ratio 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 on an ‘al-in’ basis. The ‘dl-in’ basis includes all
regulatory adjustments that will be required by 2018, however retaining the phase out of non-qualifying capital instruments.
Regulatory capital

The bank’ s regulatory capital and risk-weighted assets are as follows:

Basdl 111 All-in Basdl 1

31 March 31 December

2013 2012

$m $m

Common equity tIer 1 CAPITAL .........ccoeiiiiicie e 4,001 N/A
Additional tIEr 1 CAPITAl.......ccviveeiveeereiirrieeeese ettt s et a et e e e e s et be e se e ne et esese e e nenten 1,031 N/A
Tier 1 capital 5,032 5,053
Tier 2 capital 703 823
Tota capital available for regulatory purposes.... 5,735 5,876
TOtal FISK-WEIGNIEH @SSELS.......cueiererteieieirereeie sttt sttt bbbttt b bt e s b b et ese bbb e e nnban 36,171 36,668

Regulatory capital ratios
The bank remained within its required regulatory capital limits during the quarter ended 31 March 2013.

The bank’s actual regulatory capital ratios and capital limits are as follows:

Basel I11 All-in Basel 1|
31 March 31 December
2013 2012
Actua regulatory capital ratios

Common equity tier 1 capital . 11.1% N/A
Tier 1 capital ..o 13.9% 13.8%
Total capital ........coovevevccrececnnne 15.9% 16.0%
Actual assets-to-capital MUITIPIE ..o 14.1x 13.1x

Required regulatory capital limits
Common equiity tier 1 Capital FAti0........c.cceueueriririr ettt 7.0% N/A
Minimum Tier 1 capital 8.5% 7.0%
Minimum Total capital @ .........ccc.coevvunerne. 10.5% 10.0%
Maximum assets-to-capital multiple 20.0x 20.0x

1 Limitsare effective from 1 January 2014.
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HSBC Bank Canada

Financial Statements (Unaudited)

Consolidated income statement (Unaudited)

Quarter ended

31 March 31 March 31 December

2013 2012 2012

Notes $m $m $m

TNEEIESE INMCOMIE ...ttt sttt ene e 517 586 534
INEEIESE EXPENSE ...ttt ettt st s et e e se st es e s e e se st esesene e e nansenennnens (181) (188) (186)
NEL INEEIESE INCOME. ...ttt ettt ettt be e e et sa s ns 336 398 348
OB IMCOMIE. ... ettt st sttt ettt b enennneas 166 168 178
OB EXPENSE. ...ttt bbbt b bbb bbbt be e (20) (25) (24)
NEE FEE IMCOMIE. ...ttt bbbttt b bbb bbb 146 143 154
Trading income excluding Net iNtereSt INCOME........ccorririeiirreseiee s 47 32 34
Net interest income on trading aCtiVITIES.......cccuovriveeeiiierseeeer e 10 8 11
NEL tradiNg INCOME .....uiiieieeciee ittt e sa st e s e e s s s ese e e sseansennnnens 57 40 45
Net expense from financial instruments designated at fair Value.........cccoevvveveeererirecsinnnnns (©) (19 (©)
Gains less |osses from financial INVESIMENES........cccorrriirnieeere s 35 17 4
Other operating iNCOME/ (EXPENSE) ......coveveuruerireereieiereresseiesee s sese et see e s et sesseeesens 13 13 (26)
Gain on sale of full service retail brokerage bUSINESS ...........cccvvvviniciiicieees s - 84 4

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

PIOVISIONS ..ttt ettt ettt b bt e ek b et se bbb e e et sb et ebe e 584 681 526
Loan impairment charges and other credit risk ProviSIONS........cccoeurereenireniriseieseseseseeeens (56) (48) (33)
NEL OPEr ALING INCOMIE ...tttk b e 528 633 493
Employee compensation and DENEFItS..........oceirreeiinree e 3 (156) (191) (153)
General and administrative expenses............. (95) (105) (109)
Depreciation of property, plant and equipment..... 9) 9) 8)
Amortization and impairment of intangible assets 3) (©)] (8)
RESIIUCTUNNG ChargES ... vttt — (36) —
TOtal OPEr AtiNG EXPENSES.......cccuirieririitaticieieie ettt ettt (263) (344) (278)
OPEratiNG PrOfit ...ttt 265 289 215
Share of Profit iN 8SSOCIALES........c.cevririiieciricieie et 4 1 3
Profit befor e iNCOME taX EXPENSE.....cccoiiirieeierer e 269 290 218
INCOME tAX EXPENSE .....cuieeeieieeeesesee ettt ettt bt se bbb e et b b e et e e b b et et st b bt eaeennas (80) (71) (64)
Profit fOr the PEriOQ. .....c.cueeieeirr e 189 219 154
Profit attributable to common SharehOlder ..o 171 201 137
Profit attributable to preferred SharehOldErS ........coo e 15 15 15
Profit attributable to SharehOldersS ..o e 186 216 152
Profit attributable to NoN-controlling INEErESES.........cccevrniicce e 3 3 2
Average number of common shares outstanding (000'S) ........c.ccreeerrrrrreneececeereeereenenenens 498,668 498,668 498,668
Basic earnings Per COMMON SNAIE.........cvurerurirreremensressenesssessessessssssssessessssssssessesssssssesssessnns $ 0.34 $ 0.40 $ 0.27

The accompanying notes on pages 29 to 41 and the “ Risk Management” and “ Capital” sections within Management’s Discussion and Analysis on
pages 16 to 21 forman integral part of these financial statements.
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HSBC Bank Canada

Financial Statements (Unaudited) (continued)

Consolidated statement of comprehensive income (Unaudited)

Profit fOr tE PEITOA ....cveeeceeee et

Other comprehensive income

Available-for-sale iNVESIMENTS ...t ss s ss s
—fair value gaing/(10SSES) .......cvvrvrereeeeereresesee e
—fair value gains transferred to income statement on disposal ..
—INCOIMIE TAXES. ...tttk ettt b et bbbt h et b et E b bt e bbbttt

CaSh FIOW REAGES M.....o.eooeeeee e es et s s ses et ees s
—falr VAlUE QAINS/(I0SSES) ......eveieiiieiiete ettt
—fair value gaing/(losses) transferred t0 iNCOME StAEEMENT..........cccovvvrvreerrerirerireeeeeres e eesenes
L[ 01001 - (= TSRS

Actuarial losses on defined benefit PlanS @ ..o neen

— DEfOrE INCOMELAKES........ecviieecieeet ettt sttt re e ae s sesaenesnens
—INCOME TBXES ...ttt sttt ettt st s a et b et et e st eaeseese et eseebe s e e b e s ese s ese s eseeesesenesrens

Other comprehensive expense for the period, Net Of taX...........oceerirrcieinrre e
Total comprehensive income for the PENOU.........ccveeiireeeerrseee e es
Total comprehensive income for the period attributable to:

— SNAFENOITENS. ...
— NON-CONETONING INEEIESES. ...ttt

Quarter ended

31 March 31 March 31 December
2013 2012 2012
$m $m $m
189 219 154
(©)] (17) (33)
33 (11) (56)
(35) (17) (4)
(1) 11 27
(2 (106) (32)
121 (107) 82
(124 (43) (125)
1 44 11
4 (27) 25
(5 (36) 34
1 9 (9)
9 (150) (40)
180 69 114
177 66 112
3 3 2
180 69 114

(1) Other comprehensive income items that can be reclassified into income.
(2) Other comprehensive income items that cannot be reclassified into income.

The accompanying notes on pages 29 to 41 and the “ Risk Management” and “ Capital” sections within Management’s Discussion and Analysis on

pages 16 to 21 form an integral part of these financial statements.
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HSBC Bank Canada

Financial Statements (Unaudited) (continued)

Consolidated statement of financial position (Unaudited)

31 March 31 March 31 December
2013 2012 2012
Notes $m $m $m
ASSETS
Cash and balances at central DanK ...............coeeveiieiieiiieecceee e 62 141 56
Items in the course of collection from other banks ...........cccceevveeeeeiceccesceccecee e 135 127 90
Trading assets e 4 6,975 5,751 5,272
DEIVALIVES ....ecveeieieeetee ettt ettt ettt be b ae et besebe st st s tebens s s ssetenenn 5 1,918 1,963 1,810
Loans and advanCesto DANKS ..........cceoueiiieiiieiiicicee e 2,742 1,546 1,480
Loans and advances to customers 46,003 45,395 45,572
Financial investments ... e 6 19,972 20,350 20,410
Other asSetS .....coceeevveeeeieeieereenns 1,049 661 911
Prepayments and aCCrued iNCOME .......ccvviuveeieirenirieeeeeesesesteesesesesse e sesessesssesssessesssesenes 227 237 165
Customers' liability UNder 8CCEPLANCES........cvvrveueiirririee e 5,092 4,356 4,737
Property, plant and equipment............. 138 120 140
Goodwill and intangible assets. 71 75 71
I = 5 = £ TP T TP 84,384 80,722 80,714
LIABILITIESAND EQUITY
Liabilities
DePOSILS DY DANKS ...t s 2,230 1,439 2,173
CUSLOMEY @CCOUNLES .....vevveveeeereeereieiesee s seeseeeenes 48,184 47,037 48,304
Items in the course of transmission to other banks .. 69 396 71
Trading liabilities ......cccceveveieeeee e e 7 4,027 3,061 2,672
Financial liabilities designated at fair VAUE ..........cocoeciirniiieienn e 8 438 1,002 436
DENVEALIVES ....viviiieieieieiiesise ettt se et se e se s sesese e seetesesenene s sansene s 5 1,438 1,511 1,415
Debt securitiesin issue . 13,720 14,006 11,980
Other liabilities .......... 2,588 1,558 2,389
AcCCeptances.......coouvevreennnne 5,092 4,356 4,737
Accruals and deferred INCOME.........ccccuiiieiieiiei e be e 516 540 528
Retirement benefit liabilitiES.........ccccerireriricecess e 308 304 309
Subordinated [HDIIITIES .......cveveeeerireeececcis e eaenee 326 324 324
TOtAl [HADIITIES ..vvveeeeeeeeececeeee ettt e sttt s et e s enanas 78,936 75,534 75,338
Equity
COMIMON SNAIES ....vvvveeeeeiiesesietetee e see e e e e st ese e sessesesesesesessesase e sessesnsesesesessesesenesnnsnansn 1,225 1,225 1,225
Preferred ShArES ..ottt sa e ee 946 946 946
Other reserves .... 276 317 281
RELAINE BAIMINGS ..vevivieerieieeeeiirisseeee st e et e e se st s e seesessesesesesesessesesenesesssnsesanen 2,771 2,470 2,694
Total Shareh0lders’ EQUILY .....cccououiereiiiiririeie sttt eteaenene 5,218 4,958 5,146
NON-CONLIOIING INEEIESES ......eeuiiirieieieirer ettt bbb s 230 230 230
TOBl EOUITY evveeetreeisecciete ettt ettt bbbttt s e 5,448 5,188 5,376
Total equity @and HHabiliTiES ........c.ovriiieeiei e 84,384 80,722 80,714

The accompanying notes on pages 29 to 41 and the “ Risk Management” and “ Capital” sections within Management’s Discussion and Analysis on
pages 16 to 21 form an integral part of these financial statements.
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HSBC Bank Canada

Financial Statements (Unaudited) (continued)

Consolidated statement of cash flows (Unaudited)

Quarter ended
31 March 31March 31 December
2013 2012 2012
Notes $m $m $m
Cash flows from operating activities
Profit DEfOr@TaX ....cveeeeiiieeieeee et 269 290 218
Adjustments for:
—non-cash itemsincluded in profit DEfOre taxX ...........ccccoorvreieiennneeeree e 9 74 (12) 42
—changein operating assets ........c.coceevverereriennns 9 (1,585) (2,236) 1,066
— change in operating liabilities .. e 9 2,218 723 (2,412)
—1AX PAI, NEL ettt bbbttt (89) (306) 2
Net cash from/(used in) Operating aCtiVitieS .......c.coceevrirreeeeererre e 887 (1,541) (1,088)
Cash flows from investing activities
Purchase of financial INVESIMENLS ........cccoveieriierreee s (4,960) (7,415) (1,200)
Proceeds from the sale and maturity of financial investments ..........cccccoveeeeerenseeene. 5,396 6,217 2,228
Net cash flows from the sale of full service retail brokerage business ............ccccoeveuenene. - (116) -
Purchase of property, plant and eqUIPMENE ..........cccerirerreeeerre e (20) (14) (20)
Purchase of INtangible @SSELS ..........cccciiiiieiccce s - (2) (5)
Net cash from/(used in) iINVESLING @CHIVITIES .........oveueueiierrieieeeree s 426 (1,330) 1,113
Cash flows from financing activities
Dividends paid to SNAreNOIAENS ........cccooeriririeuciiirieeeerre e (105) (98) 97)
Distributions to NON-CONtrolliNG INLEMESES.......ccverireereeerireseee e saeseses 3) 3) (2)
Net cash used in fiNaNCING 8CHIVITIES .........cceoiiiriririceee s (108) (101) (99)
Net increase/(decrease) in cash and cash eqUIValENtS .......cccccveeeeevereeeese s 1,205 (2,972) (74)
Cash and cash equivalents at the beginning of the period ... 1,753 4,877 1,827
Cash and cash equivalents at the end of the Period..........c.covreeirnsceinsee e 9 2,958 1,905 1,753

The accompanying notes on pages 29 to 41 and the “ Risk Management” and “ Capital” sections within Management’s Discussion and Analysis on

pages 16 to 21 forman integral part of these financial statements.
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HSBC Bank Canada

Financial Statements (Unaudited) (continued)

Consolidated statement of changes in equity for the quarter ended 31 March 2013 (Unaudited)

Other reserves

Available-

for-sale  Cash flow Total Non-
Share Retained fair value hedging Total other  shareholders controlling Total
capital earnings @ reserve reserve reserves equity interests equity
$m $m $m $m $m $m $m $m
At 1JaNUAIY @ oo 2,171 2,694 121 160 281 5,146 230 5,376
Profit for the period ... - 186 - - - 186 3 189
Other comprehensive income (net of tax) .........cccoveeeenene. — (4) 3) (2) (5) (9) — (9)
Available-for-sale investments ...........ccccocoeevreeeeiennnieenne - - 3) - (©)] (©)] - (©)]
Cash flow NegES ..o e - - - 2 2 2 - 2
Actuarial losses on defined benefit plans ... — (4) — - — (4) — (4)
Total comprehensiveincome for the period ........ccvveveenee - 182 (©) 2 5) 177 3 180
Dividends paid on common Shares ...........cococoeerereeeerererennas - (90) — - — (90) — (90)
Dividends paid on preferred shares ...........ccocoeevrrccicrenenns - (15) - - - (15) - (15)
Distributions to unit holders...........ccccovreeenennneceeernnes - - - - - - (3) 3)
AL BLMEICHN ..t 2,171 2,771 118 158 276 5,218 230 5,448

(1) Retained earnings at 1 January 2013 restated (see Note 2).

The accompanying notes on pages 29 to 41 and the “ Risk Management” and “ Capital” sections within Management’s Discussion and Analysis on pages 16 to 21 form an integral part of these financial

statements.
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HSBC Bank Canada

Financial Statements (Unaudited) (continued)

Consolidated statement of changes in equity for the quarter ended 31 March 2012 (Unaudited)

Other reserves

Available-

for-sale Cash flow Total Non-
Share Retained fair value hedging Total other shareholders controlling Total
capital earnings @ reserve reserve reserves equity interests equity
$m $m $m $m $m $m $m $m
At 1JaNUAIY @ oo 2,171 2,379 138 301 439 4,989 230 5,219
Profit for the period ... - 216 - - - 216 3 219
Other comprehensive income (net of tax) .........cccoveeeenene. — (27) (16) (106) (122) (150) — (149)
Available-for-sale investments................. - - (16) - (16) 17) - (16)
Cash flow hedges .........cccoeevenee - - - (206) (206) (106) - (106)
Actuarial losses on defined benefit plans ... — (27) — - — (27) — (27)
Total comprehensive income for the period ............ccceuueee. - 189 (16) (206) (122) 66 3 70
Dividends paid on common Shares ............ococoeevereeeienerenennas - (83) — - — (83) — (83)
Dividends paid on preferred shares ...........ccocoeevrrccicrenenns - (15) - - - (15) - (15)
Distributions to unit holders...........ccccovreeenennneceeernnes - - - - - - (3) 3)
AL BLMEICHN ..t 2,171 2,470 122 195 317 4,957 230 5,188

(1) Retained earnings at 1 January 2012 restated (see Note 2).

The accompanying notes on pages 29 to 41 and the “ Risk Management” and “ Capital” sections within Management’s Discussion and Analysis on pages 16 to 21 form an integral part of these financial

statements.
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HSBC Bank Canada

Notes on the Financial Statements (Unaudited)

1

Basis of preparation

(a) Compliance with International Financial Reporting Standards

(b)

HSBC Bank Canada (“the bank”, “we”, “our”) is an indirectly wholly owned subsidiary of HSBC Holdings plc (“the
Parent”, “HSBC"). In these consolidated financial statements, HSBC Group means the Parent and its subsidiary
companies. These interim financial statements should be read in conjunction with the bank’s 2012 annual
consolidated financial statements, which are prepared in accordance with International Financial Reporting
Standards (‘IFRS’) and Section 308 (4) of the Bank Act.

The interim financial statements are prepared in accordance with International Accounting Standard (“IAS’) 34
‘Interim Financial Reporting’.

Presentation of information

(i)

(i)

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

In the first quarter of 2013, the bank adopted a revised disclosure convention for the presentation of impaired
loans and advances which affects the disclosure of the impaired loan portfolio. The revised disclosure
convention introduces a more stringent approach to the assessment of whether renegotiated loans are presented
asimpaired. Thisreflects HSBC Group standards and developments in industry best practice disclosure.

Under the revised disclosure convention, renegotiated consumer finance loans and advances that have been
subject to a change in contractual cash flows as a result of a concession which the lender would not otherwise
consider, and where it is probable that without the concession the borrower would be unable to meet its
contractual payment obligationsin full, unless the concession isinsignificant and there are no other indicators of
impairment, are included asimpaired loans and advances. Renegotiated loans remain classified asimpaired until
there is sufficient evidence to demonstrate a significant reduction in the risk of non-payment of future cash
flows, and there are no other indicators of impairment.

Management believes that this revised approach better reflects the nature of risks and inherent credit quality in
our loan portfolio as it applies stricter requirements for the performance of renegotiated loans before they may
be presented as no longer impaired. The revised disclosure convention affects the disclosure presentation of
impaired loans but does not affect the accounting policy for the recognition of impairment allowances as
disclosed in Note 2(f) on pages 74 to 76 of the bank's 2012 Annual Report and Accounts and accordingly there
is no impact on the income statement.

For the current period, impaired loan data as disclosed under the section "Credit Quality of Financial Assets’
within Management's Discussion and Analysis' on page 17 reflects the revised impaired loans disclosure
convention. The largest presentation difference is the balance of impaired loans relating to the Consumer
Finance business which was $164m at 31 March 2013 (31 December 2012: $191m; 31 March 2012: $260m).

(iii) As aresult of changing market practices in response to regulatory and accounting changes, as well as genera

market developments, the bank revised its methodology for estimating the credit valuation adjustment (‘ CVA’)
and debit valuation adjustment (‘DVA’) for derivatives from 1 January 2013. Previoudly, the probability of
default (‘PD’) used in the CVA calculation was based on the bank’s internal credit rating for the counterparty
taking into account how credit ratings may deteriorate over the duration of the exposure based on historical
rating transition matrices. The revised methodology maximizes the use of the PDs based on market-observable
data, such as credit default swap (‘CDS') spreads. Where CDS spreads are not available, PDs are estimated
having regard to market practice, considering relevant data including both CDS indices and historical rating
transition matrices. In addition, the bank aligned its methodology for estimating the debit valuation adjustment
(‘DVA’) to be consistent with that applied for CVA. Historically, the bank considered that a zero spread was
appropriate in respect of own credit risk and consequently did not adjust derivative liabilities for its own credit
risk.
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HSBC Bank Canada

Notes on the Financial Statements (Unaudited) (continued)

(©

(d)

(e)

Use of estimates and assumptions

The preparation of financia 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; actua
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 on pages 73 to 76 in Note
2 of the bank’s 2012 Annual Report and Accounts.

Consolidation

The consolidated financial statements of the bank comprise the financia statements of the bank and its subsidiaries
as at 31 March 2013. The method adopted by the bank to consolidate its subsidiaries is described on page 70 in Note
1(d) of the 2012 Annual Report and Accounts.

Future accounting developments

Future accounting developments have been disclosed in Note 1(f) on the consolidated financial statements of the
bank’s 2012 Annua Report and Accounts.

2 Summary of significant and critical accounting policies
Except as set out below, there have been no significant changes to the accounting policies of the bank from those as
disclosed on pages 72 to 84 in Note 2 of the 2012 Annual Report and Accounts.

(a) 1AS 19 — Employee Benefits

Effective 1 January 2013, the bank adopted 1AS 19 ‘Employee Benefits (‘1AS 19 revised'), which was 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 is 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. However, there is no impact on plan
assets as the difference between the estimated and the actual return on plan assets is recorded through the statement
of other comprehensive income. There is no material impact on plan liabilities.

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 annually. 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 were previously deferred and not yet recognized as a reduction of costs. The financial statements for 2012
have been restated through an adjustment to increase retained earnings at 1 January 2012 of $16m, net of taxes, an
increase of costs for 2012 of $9m (approximately $2m per quarter) and an increase in other comprehensive income
of $7m ($5m after tax).

The impact on retained earnings is as follows:

Retained earnings as at 1 January

2013 2012

$m $m

Retained earnings as previously FEPOME..........cccuiiriiiccieie et 2,680 2,363
Change in accounting policy 14 16
Retained earning as restated 2,694 2,379
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(b)

(©

(d)

IFRS 10 — Consolidated Financial Statements and IFRS 12 — Disclosure of Interests in Other Entities

Effective 1 January 2013, the bank adopted IFRS 10 ‘ Consolidated Financial Satements (‘IFRS 10') and IFRS 12
‘Disclosure of Interests in Other Entities' (‘IFRS 12'), which were applied retrospectively. Under IFRS 10, there is
one approach for determining if an investor controls an investee for all entities, based on the concept of power,
variability of returns and their linkage. This replaced the previous approach which emphasises legal control or
exposure to risks and rewards, depending on the nature of the entity. IFRS 12 includes the disclosure requirements
for subsidiaries and associates and introduces new requirements for unconsolidated structured entities.

The bank determined that its consolidated group structure remained unchanged under IFRS 10, and as a result, there
was no impact on the bank’ s consolidated financia statements.

IFRS 13 - Fair Value Measurement

Effective 1 January 2013, the bank adopted IFRS 13 ‘Fair Value Measurement’ (‘IFRS 13'), which was applied
prospectively. IFRS 13 establishes a single source of guidance for all fair value measurements required or permitted
by IFRSs. The standard clarifies the definition of fair value as an exit price, which is defined as a price at which an
orderly transaction to sell the asset or to transfer the liability would take place between market participants at the
measurement date under current market conditions, and enhances disclosures about fair value measurement.

The adoption of IFRS 13 did not have any impact on the bank’s reported financial results or financial position.
However, there were certain new and revised disclosures as set out in Note 13.

IAS 1 — Presentation of Financial Statements

Effective 1 January 2013, the bank adopted changes to IAS 1 ‘Presentation of Financial Statements' (‘IAS 1)
relating to the presentation of items of other comprehensive income, which was applied retrospectively.

As a result of the adoption of changes within IAS 1, items presented within the consolidated statement of
comprehensive income are grouped into items that can or cannot be reclassified into income.

Employee compensation and benefits

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

Quarter ended
31 March 31 March 31 December
2013 2012 2012
$m $m $m
Pension plans - defined DENEfit ..o 5 5 1
Pension plans - defined CoNtribULION ...........ccociiiii e 7 11 11
Healthcare and other post-employment benefit plans..........cocceeeevveeeierenvse s 3 2 3
15 18 15

As stated in Note 2 above, the defined benefit component has been restated to reflect the adoption of IAS 19 revised.
Actuarial valuations for the bank’s pension plans and non-pension arrangements are prepared annually. The most
recent actuarial valuations of the defined benefit pension plans for funding purposes were conducted as at 31
December 2011.
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4 Trading assets

Trading assets:

which may be repledged or resold by counterparties

not subject to repledge or resale by counterparties

Canadian and Provincial Government bonds @ .............coooeveeeeeiecieeeeeeseeiesens
DEDE SECUMTIES ...ttt sttt re et aeneenens
Total dEDE SECUMTIES ...t b e

BanKers aCCEPIANCES. ... c.eivvrvreeieieireetere s te st see st st se e e s s se e e sssaesenan
CUSLOMEY traiNG SSELS.......c.cvcverererieri ittt
Treasury and other eligible DillS..........cooiiiic e
EQUILY SECUMTIES. .....veieirieteete ettt

(1) Includes government guaranteed bonds.

5 Derivatives

At 31 March At 31 March At 31 December
2013 2012 2012
$m $m $m
1,602 571 1,149
5,373 5,180 4,123
6,975 5,751 5,272
2,600 1,622 1,753
284 343 339
2,884 1,965 2,092
2,582 2,157 2,590
1,202 1,186 262
274 405 308
33 38 20
6,975 5,751 5,272

For a detailed description of the type and use of derivatives by the bank, please refer to the bank’s accounting
policies disclosed on pages 72 to 84 in Note 2, and Note 11 on pages 101 to 107 of the bank’s 2012 Annual Report

and Accounts.

Fair values of derivatives by product contract type held:

At 31 March 2013

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange ... 871 258 1,129 826 5 831
INLErESt FAE ..vvvveveeeieirieeeeeieieieieas 493 268 761 443 136 579
CommOUity........ceererererinirerererinieenes 28 — 28 28 — 28
Grosstotal fair values .........c.cceuee... 1,392 526 1,918 1,297 141 1,438

At 31 March 2012

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange ........ccocevvveeeevnnnne 987 114 1,101 903 - 903
INLErESt FAE ..vvvvereeieirieeceeeeieieias 437 365 802 388 160 548
CommOdity .....ocovvreeiriires 60 - 60 60 - 60
Grosstotal fair values ...........cccc...... 1,484 479 1,963 1,351 160 1,511

At 31 December 2012

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange ..........ccccccceuvevunene. 756 182 938 693 10 703
INLEreSt rae ....cocveveveereeereirecceieieaeas 530 282 812 484 168 652
[@£e]4011 1106 11 YA 60 - 60 60 - 60
Grosstotal fair values ...........cccc...... 1,346 464 1,810 1,237 178 1,415
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Trading derivatives

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

Foreign exchange ...
Interest rate
COMIMOTITY ...ttt e bbbt ne b b e nnenan

Tota derivatives

At 31 March At 31 March At 31 December
2013 2012 2012

$m $m $m

69,769 52,605 65,583
30,713 31,641 35,510

297 473 561

100,779 84,719 101,654

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

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

At 31 March 2013 At 31 March 2012 At 31 December 2012
Cash flow Fair value Cash flow Fair value Cash flow Fair value
hedge hedge hedge hedge hedge hedge
$m $m $m $m $m $m
Foreign exchange................ 2,369 - 1,919 - 2,300 -
INtErest rae......ocveeereereeneens 22,005 5,546 23,800 3,770 22,561 4,294
Total derivatives.................. 24,374 5,546 25,719 3,770 24,861 4,294
Fair value of derivatives designated as fair value hedges
At 31 March 2013 At 31 March 2012 At 31 December 2012
Assets  Liabilities Assets  Liabilities Assets  Liabilities
$m $m $m $m $m $m
INEEIESE FALE ... s 15 73 15 71 8 94
Gains or losses arising from the changein fair value of fair value hedges
Quarter ended
31 March 31 March 31 December
2013 2012 2012
$m $m $m
Gaing/(losses)
On hedging iNSITUMENS ........occciiiiiiiecre s 14 43 (16)
On hedged items attributable to the hedged risk ..., (13) (43) 17
The gains and losses on ineffective portions of fair value hedges are recognized immediately in “ Net trading income” .
Fair value of derivatives designated as cash flow hedges
At 31 March 2013 At 31 March 2012 At 31 December 2012
Assets  Liabilities Assets  Liabilities Assets Liabilities
$m $m $m $m $m $m
Foreign exchange...........ccoeveiicnieinncnccees 258 5 114 - 182 10
INEEIESE FALE ... e 253 62 351 89 273 75
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Financial investments

Financia investments consist of the following:

At 31 March At 31 March At 31 December
2013 2012 2012
$m $m $m
Financial investments
Not subject to repledge or resale by couNterparties............cocoeoeerereeeenerneeeeens 19,498 20,168 19,661
Which may be subject to repledge or resale by counterparties 474 182 749
19,972 20,350 20,410
Available-for-sale
Canadian and Provincial Government bonds @ ...........ccooc.ooeeeieeervoneneroisnesionnn. 13,911 13,130 13,429
International Government bonds @ ..o 2,555 3,217 2,999
Treasury bills and other eligible bills...........cccooiiiine 2,007 2,351 2,308
Debt securities issued by banks and other financial institutions . 1,494 1,626 1,666
Other debt SECUNLIES ......cveieiiieiceccce e 5 26 8
19,972 20,350 20,410
(1) Includes government guaranteed bonds.
Trading liabilities
At 31 March At 31 March At 31 December
2013 2012 2012
$m $m $m
Other liabilities — Net ShOrt POSILIONS .......cciirerueeirerie s 2,226 1,267 1,644
Customer trading lHaDilitIES ..o 1,548 1,370 916
Trading liabilities due to other Banks............cccceenncecie e 207 346 55
Other debit SECUNTIES INISSUE ......cveuiieeiceiecieeee e 46 78 57
4,027 3,061 2,672
Financial liabilities designated at fair value
At 31 March At 31 March At 31 December
2013 2012 2012
$m $m $m
DEDE SECUMNTIES TN ISSUB......ecviieeicteeecte ettt - 575 -
Subordinated AEDENTUIES .........ccvivreeieeeeeeree e se s 438 427 436
438 1,002 436

The carrying amount at 31 March 2013 of financial liabilities designated at fair value was $38m higher (31 March
2012: $34m higher; 31 December 2012: $36m higher) than the contractual amount at maturity. At 31 March 2013,
the cumulative amount of change in fair value attributable to changes in credit risk was a gain of $4m (31 March

2012: $19m gain; 31 December 2012: $7m gain).
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9 Notes on the statement of cash flows

Quarter ended
31 March 31 March 31 December
2013 2012 2012
$m $m $m
Non-cash itemsincluded in profit beforetax
Gain on sale of full-service retail brokerage buSINESS..........ccccveevereeeivinvee e, - (84) 4)
Depreciation and @mOrtiZation ............coceeuererinnenctcee e 9 15 10
Share based paymMeNt EXPENSE..........ovuruiirirriieieeer e 4 4 2
Loan impairment charges and other credit risk provisions. 56 48 33
Charge for defined benefit plans...........cocccici e, 5 5 1
74 (12) 42
Changein operating assets
Change in prepayment and accrued iNCOME.........c.cceuermiririnieteciereieieeee e (62) @an 97
Change in net trading securities and net derivatives............cccocoevreeeiennseeennen, (543) (715) 253
Change in loans and advances to customers (487) (1,086) 704
Change iN OtNEr BSSELS........c.ouriiicicicieieir e, (493) (418) 12
(1,585) (2,236) 1,066
Changein operating liabilities
Change in accruals and deferred iINCOME ...........ccceeurrnnnncceeee e, (12) (22) (63)
Change in deposits by banks.................. 57 110 (186)
Change in customer accounts...... (120) 423 591
Change in debt SECUrtiES IN ISSUE ..o, 1,740 679 (2,084)
Change in financial liabilities designated at fair value...........cooeeeeninnnncicncnnnieans 2 4) (564)
Change in Other lIabiliTtIES.......ccvirireeireeeressce e 551 (464) (106)
2,218 723 (2,412)
Cash and cash equivalents
Cash and balances at central Bank............ccovvreiereinrneee e, 62 141 56
Itemsin the course of collection from/(to) other banks, Net..........cccccoeervnnceaee 66 (269) 19
Loans and advances to banks of one month or 1€SS..........cccccorreieiennnieeieeseeies 2,742 1,546 1,480
T-Bills and certificates of deposits —three months or 1€ss.........ccveeevrerveceeenenens 88 487 198
2,958 1,905 1,753
Interest
[T RL= == B o o RS 122 147 282
INEEIESE FECEIVEL. ...ttt 457 582 622
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10 Contingent liabilities, contractual commitments and guarantees

At 31 March At 31 March At 31 December

2013 2012 2012
$m $m $m

Guarantees and other contingent liabilities
Guarantees and irrevocable |etters of credit pledged as collateral security .................... 3,379 2,762 3,083

Commitments

Documentary credits and short-term trade-related transactions ............ccccceeeeervereeeinene 628 547 627
Undrawn formal standby facilities, credit lines and other commitments to lend @ .. 35,299 36,683 36,291
35,927 37,230 36,918

11

(1) Based on original contractual maturity.
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 results of operations.

Segment analysis

We manage and report our operations according to our main customer groups. Information on each business line is
included in Management’s Discussion and Analysis and pages 95 to 96 of the 2012 Annual Report and Accounts.
Various estimate and alocation methodologies are used in the preparation of the customer groups financial
information. We allocate expenses directly related to earning revenues to the groups that earned the related revenue.
Expenses not directly related to earning revenue, such as overhead expenses, are 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.

Quarter ended
31 March 31 March 31 December
2013 2012 2012
$m $m $m
Retail Banking and Wealth Management

NEt iNtErESt INCOME .......vviiiiiicr s 89 105 82
NEL FEETNCOME ...ttt 43 42 44
NEL trading iINCOIME .......cucuiiriieieieeriei ettt 4 3 3
Other operating income 3 2 4
Gain on sale of full-service retail brokerage business ...........cccovveccnenninienene. — 76 4

Net operating income before |oan impairment charges and other credit risk
PIOVISIONS ..ottt ettt 139 228 137
Loan impairment charges and other credit risk provisions (7) (6) (8)
NEL OPEratiNng INCOME ...cveveireeeeeeierriresieeereeseseseeseseeseseseesesesesessesesssessessesssesssnens 132 222 129
Total operating expenses (excluding restructuring Charges) .........c.coeeeeeeeeenene. (118) (128) (126)
RESITUCUINNG CREIGES .....vvveiciciciiiei et — (2) -
Profit before income tax expense .... 14 92 3
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Quarter ended
31 March 31 March 31 December
2013 2012 2012
$m $m $m
Commercial Banking
NELINEErESE INCOME ...ttt 161 180 177
Net feeincome 75 71 77
NEL trading iINCOIME .......c.cuiirieieieieereeire ettt 8 8 6
Other operating iNCOME/(EXPENSE) .......cveeuiueeerrrreririsiiseeeiereses s seesseeseseseeessenes 2 5 (40)
Net operating income before loan impairment charges and other credit risk
PIOVISIONS ..ottt ettt se sttt bbbt b bbbt st b ettt es st benan 246 264 220
Loan impairment charges and other credit risk provisSions ...........cccoveeeicnnenns (39) (11) (6)
NEt OPErating INCOME .....c.coiiirrrieieeririieeiet ettt 207 253 214
Total operating expenses ... (88) (97) (97)
Operating profit ........c.ce..... 119 156 117
Share of Profit iN @SSOCIALES .......c.cevrerieiecerieieii s 4 1 3
Profit before income tax EXPENSE .......c.ovreieiieeisnr e 123 157 120
Global Banking and Markets
NEL INEErESE INCOME....ceeiiiiiireetciee ettt et 42 46 40
Net feeincome......... 18 19 24
Net trading iNCOMe..........ccccceerrerecienerininns 37 22 28
Gains less losses from financia investments.. 33 17 3
Other operating iINCOME/(EXPENSE) ......cocrvrurueuerereriririeeeresesieieiese et beesesesesessenas - (@) 1
Gain on sale of full serviceretail brokerage busiNess ...........ccovvvcciceciciiennnene, - 8 -
Net operating income before loan impairment charges and other credit risk
PIOVISIONS ..ottt ettt b ettt e b ebens 130 111 96
Loan impairment charges and other credit risk provisions ...........cccceevceeenenne 2 - -
NEL OPErating INCOME ......cueuirireieieierieiie ettt 132 111 96
Total OPErating EXPENSES......cvovvercecereeieieteiei sttt (29) (25) (27)
Profit before inCome tax eXPENSE........c.cvcieceiert e 103 86 69
Consumer Finance
NEL INLErESE INCOME ...ttt 52 73 57
Net fee income 10 11 9
Gain on sale of full serviceretail brokerage busiNess ..........ccoovvvcciceciciiennnene, 2 - 1
Other Operating INCOME .......cccoeuiirieueriririreeieeese et 1 2 1
Net operating income before loan impairment charges and other credit risk
PIOVISIONS ..ottt iee ettt e et be e se st ae s s e e sttt e e e s s esesanan 65 86 68
Loan impairment charges and other credit risk provisions ..........ccccevvvvceienenne (12) (31) (19)
Net OPErating INCOME ....c.cviviiiiecirieieietre ettt 53 55 49
Total operating expenses (excluding restructuring charges) (18) (38) (29)
ReStructuring Charges .........occeueueueirnneneeeeeiees s - (34) -
Profit/(loss) before income tax expense . 35 (17) 30
Other
NELINEErESE INCOME ...ttt 8) (6) 8
Net trading INCOME ......cuoviiiiicciccete e 8 7 8
Net expense from financia instruments designated at fair value .............cccc.c.... 3 (24) 3
Other Operating iNCOME .........cciuiriniicctiee bbb 7 5 8
Net operating iNCOME/(EXPENSE) ......covrveveuerireriririeeeresesieieeesesesssssseesesssesesseeeas 4 (8) 5
Total OPErating EXPENSES ....ovveeeieciireieietrire et er ettt (10) (20) (9)
L 0ss before iNCome taX EXPENSE .......c.cuvviiricereiceree e (6) (28) (4)
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Other information about the profit/ (loss) for the quarter

Retail Global
Banking and Banking
Wealth  Commercial and Consumer
Management Banking Markets Finance Other Total
$m $m $m $m $m $m
Quarter ended 31 March 2013
Net operating income: 132 207 132 53 4 528
EXterNal oo 161 205 105 53 4 528
Inter-segment .. (29) 2 27 - - -
Quarter ended 31 March 2012
Net operating income: 222 253 111 55 (8) 633
(= 117 [OOSR 254 237 95 55 ® 633
Inter-segment 32 16 16 - - -
Quarter ended 31 December 2012
Net operating income: 129 214 96 49 5 493
EXEOIMEL ooeeoeererereceseeesseesseeseseesesnesnnes 170 201 66 51 5 493
INEEr-SEYMENt <..vvovvereeersreeeeeee oo (41) 13 30 2 - -
Satement of financial position information
Retail Global
Banking and Banking
Wealth  Commercial and Consumer
Management Banking Markets Finance Other Total
$m $m $m $m $m $m
At 31 March 2013
Loans and advances to customers (net) 23,352 16,359 6,234 1,422 (1,364) 46,003
Customers' liability under 5,092
BCCEPLANCES .....cvenveeeeeieeteeieeeeeereeae - 4,503 589 — —
Total 8SSELS ...oceveeerrecre e 24,265 21,682 37,994 1,833 (1,390) 84,384
CuStOmMEr aCCOUNES .....cucuveererereeirieereens 20,746 19,548 7,909 1 (20) 48,184
ACCERLANCES .....oveiirrer - 4,503 589 - - 5,092
Total liabilities .....ccvreeervereerecrrcennes 24,077 24,514 29,825 1,360 (840) 78,936
At 31 March 2012
Loans and advances to customers (net) 24,661 15,166 5,077 2,327 (1,836) 45,395
Customers' liability under
BCCEPLANCES ...oovvveveeeeereeesee e - 3,616 740 — — 4,356
Total assets ............ . 25,821 19,704 34,703 2,479 (1,985) 80,722
CuStomer aCCOUNLS .......cveervreerernreereens 20,568 19,088 7,417 1 (37) 47,037
ACCEPLANCES ....ovveieeieieeerereere s - 3,616 740 - - 4,356
Total liabilities .....ccovveeerrereeerecircenee 23,384 23,098 28,415 2,106 (1,469) 75,534
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
BCCEPLANCES ....ouvvrereieireeieieiee e - 3,982 755 - - 4,737
Total 8SSELS ..o 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 23,520 24,735 26,553 1,599 (1,069) 75,338
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12 Related party transactions

13

The amounts detailed below include transactions between the bank and HSBC Holdings including fellow
subsidiaries of HSBC Holdings. The transactions below were made in the ordinary course of business and on
substantialy the same terms, including interest rates and security, as for comparable transactions with third party
counterparties.

Transactions between the bank and HSBC Holdings including fellow subsidiaries of HSBC Holdings

Quarter ended
31 March 31 March 31 December
2013 2012 2012
$m $m $m

Income Statement

INEEIESE INCOME ...ttt 9 3 2
Interest expense... (15) (18) (18)
Feeincome...... - (©)] -
Feeexpense.......ccccouu... ?3) (8) 3)
Other operating income 24 22 22
Genera and administrative expenses (11) 12) (13)

Balances due to/from the bank and HSBC Group affiliates in Europe are included in “Exposures to Europe” within
Management’s Discussion and Analysis on page 20. Other balances have not changed materialy compared with
those shown in the bank’s 2012 Annual Report and Accounts.

Fair values of financial instruments

Control framework

As reported in Note 2 above, the bank adopted IFRS 13 effective 1 January 2013. Although this standard provided
an updated definition of fair value, the bank existing methodology had aready adopted the principles included in the
revised standard. Accordingly, there was no change in recorded profit or assets and liabilities arising from the
adoption.

Bases of valuing assets and liabilities measured at fair value

The table below provides an analysis of the fair value hierarchy which has been deployed for valuing financial assets
and financial liabilities measured at fair value in the consolidated financial statements.

Valuation techniques

Level 3
Level 1 Level 2 Significant
Quoted market Observable  unobservable
price inputs inputs Total
$m $m $m $m
At 31 March 2013
Assets
Tragding @SSELS.......cciueurieieieirierieee ettt 4,103 2,872 - 6,975
(D= LY YU - 1,871 47 1,918
Financial investments: available-for-sale .........c.ccccoevvevccincennen 17,411 2,556 5 19,972
Liabilities
Trading liahilitieS ....cccovevvereeee s 3,484 477 66 4,027
Financial liabilitiesat fair value..........cccocevveuevicreneeieciieceeeceeinn - 438 — 438
DENVALIVES ..ovcveeviirieieieeesesee e sessenns - 1,391 47 1,438
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Non-financial assets measured at fair value include pension plan assets. The mgjority of the valuation of pension
plan assets pertains to Level 1 with an insignificant amount in Level 2 or Level 3. Pension plan assets are recorded of
avalue of $438m as of 31 March 2013 which have reduced the net pension obligation included in retirement benefit
liahilities. There are no non-financial liabilities measured at fair value.

Reconciliation of fair value measurementsin Level 3 of the fair value hierarchy

Assets Liabilities
Available- Held Held Designated at
for-sale for trading Derivatives for trading fair value Derivatives
$m $m $m $m $m $m
At 1 January 2013.........ccccvueenee. 9 - 5 49 - 7
Total gains or losses recognized
inprofit or 10SS........cocoeveuenene. 2 - 42 2 - 40
ISSUES ... - - - 15 - —
Settlements (6) - - -
Transfer out - - - - - -
At 31 March 2013........ccccceunee. 5 - 47 66 - 47
Total gains or losses recognized
in profit or loss relating to
those assets and liabilities
held at the end of the
reporting period .........ccccueeee. — — 42 2 — 40

During thefirst quarter in 2013, 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 al other financial instruments designated at
fair value and related derivatives.

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) Loansand advancesto 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 aloan 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

40



HSBC Bank Canada

Notes on the Financial Statements (Unaudited) (continued)

14

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 securitiesin 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.

For al classes of financia 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’ Accrued liabilities

Accrued income

Fair values of financial instruments which are not carried at fair value on the statement of financial position

31 March 2013

Carrying
amount Fair value
$m $m
Assets

Loans and adVanCeS tO DANKS............coovieeieiieciee ettt st a bbb sae e b et n b e 2,742 2,742
L 0ans and a0VANCES t0 CUSLOMENS........cceuererieerieeereesestesestesestesesseseesessesessesessesessesessasessassssensesessessssesessenessensesensan 46,003 46,158

Liabilities
DEPOSIES DY DBNKS ... bbbt 2,230 2,230
CUSLOMIET BCCOUNES ....veuviviiteeteeeeettetetestestessesseeteeseeseeseeseessessessassesaeeteeseeseeseeseessensessass e besesaesbeeseeseeseeneeneensenseneansn 48,184 48,307
DEDE SECUNTIES TN ISSUE......veuiiieietiietetete ettt st e s se st s et e st e e s s et es e et e e e s e aesessesesaesensenensenensenene 13,720 13,984
SUDOIAINALEA 1ADIHITIES.......coviectictecte ettt ettt b et b e b e s eae s ese s ebe b enesbenssaeneas 326 298

The fair values of financia instruments have been classified using Level 3 fair value hierarchy. Further discussion of
the bank’s liquidity and funding management can be found in the audited sections of ‘Risk management’ within
Management’ s Discussion and Analysis on pages 31 to 60 of the 2012 Annual Report and Accounts.

Events after the reporting period

There have been no material events after the reporting period which would require disclosure or adjustment to the 31
March 2013 financial statements.

These consolidated financial statements were approved by the Audit and Risk Committee on 8 May 2013 and
authorized for issue.
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