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Corporate profile

HSBC Bank Canada, a subsidiary of HSBC Holdings plc, is the leading international bank in Canada. The HSBC Group
serves customers worldwide from over 6,200 officesin 74 countries and territories in Europe, Asia, North and Latin America,
and the Middle East and North Africa. With assets of US$2,754bn at 30 June 2014, the HSBC Group is one of the world's
largest banking and financial services organizations.

Headlines

Profit before income tax expense for the quarter ended
30 June 2014 was $242m, an increase of 33.0%
compared with the same period in 2013. Profit before
income tax expense was $475m for the half year
ended 30 June 2014, an increase of 5.3% compared
with the same period in 2013.

year ended 30 June 2014 compared with 10.6% and
13.4% respectively for the same periodsin 2013.

The cost efficiency ratio was 51.1% for the quarter
ended 30 June 2014 and 51.6% for the half year ended
30 June 2014 compared with 50.1% and 47.4%
respectively for the same periods in 2013.

e Profit attributable to the common shareholder was o Total assets were $83.1bn at 30 June 2014 compared
$172m for the quarter ended 30 June 2014, an increase with $84.3bn at 31 December 2013.
of 52.2% compared with the same period in 2013. o ital rati -
Profit attributable to the common shareholder was ¢ Co_mmon Oequmé ter ajl capltal ratio wasoll.O/o, tier 1
$332m for the half year ended 30 June 2014, an ratio 12.4% aned tot. hcaplt oratlo 14(.)0/0 atd30 Juge
increase of 16.9% compared with the same period in 2014 compared - wit 10.8%, 136% and 15.5%
2013, respectively at 30 June 2013.
¢ Return on average common equity was 15.6% for the
quarter ended 30 June 2014 and 15.3% for the half
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HSBC BANK CANADA

Management’s Discussion and Analysis

Financial summary

(in $ millions, except where otherwise stated) Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
Financial performancefor the period ($m)
Total operating iNCoOME ..........covveveerirereeeecseeeeeens 539 531 532 1,071 1,115
Profit beforeincome tax expense.........ccccoeerereennnne. 242 182 233 475 451
Profit attributable to the common shareholder ............ 172 113 160 332 284
Basic earnings per common share ($).......cccceeveverveuenne 0.35 0.23 0.32 0.67 0.57
Financial position at period-end ($m)
Loan and advanCes to CUSLOMENS .........c.vererererernrenes 41,549 41,156 41,208
CUSLOMEX BCCOUNEST.......ooveoeeeeeceeee e 49,329 47,795 49,456
Ratio of customer advances to customer accounts? ... 84.2 86.1 83.3
Shareholders’ equIty .......cccoereereiene e 4,791 5,074 4,969
Average total shareholders’ equity to average total
BSSEHS vttt 5.8 6.0 5.8

Capital measures

Common equity tier 1 capital ratio (%) ......cccceeerererene 11.0 10.8 10.8
TIEr 11atio (90) .vcveveeeeeeeeereeeeeeeee s 124 13.6 129
Total capital ratio (%) . 14.0 155 145
Assets-to-capital multiple..........oveeinnnecnene 16.0 145 15.3
Risk-weighted assets ($mM) ......coceerererrnrnicceeeenens 38,629 36,467 38,466
Performanceratios (%)?
Credit coverageratios (%)
Loan impairment charges to total operating
INCOME......oiierererereeeee s 5.0 15.8 4.9 4.9 12.6
Loan impairment charges to average gross
CUSIOMEY AAVANCES® .....vorrereereieeeeseeeeseeens 0.3 0.8 0.3 0.4 0.7
Total impairment allowances to impaired loans
a Periof-encl........oovveierieeses s 67.7 59.5 62.0 67.7 59.5
Return ratios (%)
Return on average common shareholder’s
EOUILY oo 15.6 10.6 15.0 153 134
Post-tax return on average total assets.................. 0.81 0.53 0.76 0.79 0.68
Pre-tax return on average risk-weighted assets® ... 25 20 25 25 25
Efficiency and revenue mix ratios (%)
Cost ffiCienCy ratio.........ceeeerererninenssenicceeenens 51.1 50.1 51.9 51.6 474
Adjusted cost efficiency ratio 51.0 50.1 51.7 51.4 47.3
Net interest income to total operating income...... 57.0 64.0 57.7 57.3 60.6
Net fee income to total operating income............. 29.7 29.0 29.1 294 26.9
Net trading income to total operating income...... 6.2 85 7.3 6.8 9.1

1 From 1 January 2014, non-trading reverse repurchase and repurchase agreements are presented as separate lines in the balance sheet.
Previously, non-trading reverse repurchase agreements were included within ‘Loans and advances to banks' and ‘Loans and advances to
customers' and non-trading repurchase agreements were included within ‘ Deposits by banks' and ‘ Customer accounts' . Comparative data have
been restated accordingly. Refer to the * Accounting matters' section of this document for further information on this change in presentation.

2 Refer to the * Use of non-IFRSfinancial measures' section of this document for a discussion of non-IFRSfinancial measures.

3 The measure has been aligned with that in use by the HSBC Group and comparative information has been restated. Refer to the ‘Use of non-
IFRSfinancial measures’ section of this document for a description of the method in use to calcul ate the measure.



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 31 July 2014, the date that our
unaudited consolidated financial statements and MD&A
for the second quarter of 2014 were approved by the
Audit and Risk Committee of our Board of Directors.

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

Use of non-IFRS financial measures

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 second quarter ended 30 June 2014.

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.

In measuring our performance, the financial measures that
we use include those which have been derived from our
reported results. However, these are not presented within
the Financial Statements and are not defined under IFRS.
These are considered non-IFRS financial measures and
are unlikely to be comparable to similar measures
presented by other companies. The following non-IFRS
financial measures are used throughout this document and
their purposes and definitions are discussed below:

Financial position at period-end

These measures are indicators of the stability of the
bank’ s balance sheet and the degree funds are deployed to
fund assets.

Ratio of customer advances to customer accounts is
calculated by dividing loans and advances to customers by
customer accounts using period-end balances.

Average total shareholders equity to average total
assetsis calculated by dividing average total shareholders’
equity (determined using month-end balances during the
period) with average total assets (determined using
month-end balances during the period).

Credit coverage ratios

Credit coverage ratios are useful to management as a
measure of the extent of incurred loan impairment charges
relative to the bank’ s performance and size of its customer
loan portfolio during the period.

Loan impairment charges to total operating income
is calculated as loan impairment charges and other credit
provisions, as a percentage of total operating income for
the period.

Loan impairment charges to average gross customer
advances is calculated as annualized loan impairment
charges and other credit provisions for the period, as a

percentage of average gross customer advances and
acceptances (determined using month-end balances during
the period).

Total impairment allowances to impaired loans at
period-end are useful to management to evaluate the
coverage of impairment allowances relative to impaired
loans using period-end balances.

Return ratios

Return ratios are useful for management to evaluate
profitability on equity, assets and risk-weighted assets.

Return on average common equity is calculated as
annualized profit attributable to the common shareholder
for the period, divided by average common equity
(determined using month-end bal ances during the period).

Post-tax return on average total assets is calculated
as annualized profit atributable to the common
shareholder for the period, divided by average assets
(determined using average month-end bal ances during the
period).

Pre-tax return on average risk-weighted assets is
calculated as annuaized profit attributable to the common
shareholder for the period, divided by average risk-
weighted assets (determined using quarter-end balances
during the period).

Efficiency ratios
Efficiency ratios are measures of the bank’s efficiency in

managing its operating expense to generate revenue.

Cost efficiency ratio is caculated as total operating
expenses for the period as a percentage of total operating
income for the period.



Adjusted cost efficiency ratio is calculated similar to
the cost efficiency ratio; however, total operating income
for the period excludes gains and losses from financia
instruments designated at fair value, as the movement in
value of the bank’s own subordinated debt issues are
primarily driven by changes in market rates and are not
under the control of management.

Financial performance

Revenue mix ratio

This measure demonstrates the contribution of each of the
primary revenue streams to total operating income.

Net interest income, net fee income and net trading
income to total operating income is calculated as net
interest income, net fee income and net trading income for
the period divided by total operating income for the
period.

Condensed consolidated income statement

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Net interest income 307 340 307 614 676
Net feeincome........... 160 154 155 315 300
Net trading income 33 45 39 72 102
Net expense from financial instruments designated at
fAIr VAIUE....vceecveeeecceeeece et s (0] - 2 3 3
Gains lesslosses from financial investments..... 27 15 19 46 50
Other operating income / (10SS) .....cceereeererenenieereeereenes 13 (23) 14 27 (10)
Total operating iNCoOME ........cooveireieriire et 539 531 532 1,071 1,115
Loan impairment charges and other credit risk
PrOVISIONS ..ottt bbb (27) (84) (26) (53) (140)
Net Operating iNCOME..........cceeeruiririereeenieese e 512 447 506 1,018 975
Total Operating EXPENSES........cccvvrveueurririrrereerereerereesereeees (276) (266) (276) (552) (529)
OPErating Profit........cccoveeeererrsrereerreseeeesseee s 236 181 230 466 446
Share of profitin assoCIates.........coeereieneieneeereeee 6 1 3 9 5
Profit before income tax expense.. 242 182 233 475 451
INCOME taX EXPENSE......veviireeieitiieieiee e (60) (52) (61) (121) (132)
Profit for the period..........c.ooeeinrneccnrcccrecee 182 130 172 354 319

Overview

HSBC Bank Canada reported a profit before income tax
expense of $242m for the second quarter of 2014, an
increase of $60m, or 33%, compared with the second
quarter of 2013 and an increase of $9m or 4% compared
with the first quarter of 2014. Profit before income tax
expense for the first half of 2014 was $475m, an increase
of $24m, or 5% compared with the first half of 2013.

The increase in profit before income tax expense
compared with the same periods last year was primarily
due to increased fees from credit and wealth products,
lower loan impairment charges as a result of lower
specific allowances for commercial customers and an
increase in other income arising from a reduction in the
fair value of investment property held for sale recorded in
the second quarter of 2013. This was partialy offset by
lower net interest income from the continued planned
run-off of the consumer finance portfolio, lower net
trading income from foreign exchange products and

increased operating expenses as we invest in HSBC
Group's global standards as well as risk and compliance
activities.

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

“The changes we have been making over the last severa
years have begun to show in our financia results. There
is good momentum in all our business lines with
increased commercia lending, residential mortgages and
customer activity in Global Banking and Markets, and
significant growth in funds under management.
However, spread compression and the accelerated
planned run-off of the consumer finance portfolio have
both negatively impacted revenue. Consistent with the
HSBC Group's global strategy, we continue to make
strides to grow our business and make it more efficient
while implementing global standards within Canada.”



HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Performance by income and expense item

Net interest income

Net interest income for the second quarter of 2014 was
$307m, a decrease of $33m, or 10%, compared with the
second quarter of 2013 and unchanged from the first
quarter of 2014. Net interest income for the first half of
2014 was $614m, a decrease of $62m, or 9%, compared
with the first half of 2013. Net interest income decreased
from the comparative periods in 2013, primarily due to

Net feeincome

declining loan balances from the continued planned run-
off of the consumer finance portfolio. However, compared
to the first quarter of 2014, net interest income was
unchanged. This resulted from increased residential
mortgage lending offset by declining balances from the
planned run-off of the consumer finance portfolio noted
above.

Quarter ended Half-year ended

30June 30 June 31 March 30June 30 June

2014 2013 2014 2014 2013

$m $m $m $m $m

Credit faCilities.......ccveveiieeeeeee e 70 63 68 138 126
Funds under management ...........ccoceeveereeeneeieneieseneeennns 41 35 37 78 68
ACCOUNE SENVICES....c.cvvriinirieeietisi ettt 21 22 19 40 42
Credit Cards........ccoeererecerieieseeseees e 16 16 14 30 30
REMILLANCES.......cvceeiecic s 8 12 8 16 20
Corporate fiNANCE..........vueveuererieeeecerreeeee et 10 11 8 18 16
Immigrant INvestor Program...........cccoeeveneeeneeecneneneens 6 8 4 10 16
Brokerage CommIiSSiONS........ccuvuevreereereresenieeseseseeressnnens 3 4 3 6 8
INSUFANCE.......civiieiereeiirtcee e 3 4 3 6 8
Trade finance iMmPOrt/EXPOrt..........coveeeereeeenereseseenens 3 3 2 5 6
TrUSIEE FEES ... 1 1 1 2 2
OLNEN ...t 1 2 5 6 5
FEEINCOME. ...t 183 181 172 355 347
LeSS: fER BXPENSE ...t (23) (27) (17) (40) (47)
NEt FEEINCOME ... 160 154 155 315 300

Net fee income for the second quarter of 2014 was
$160m, an increase of $6m, or 4%, compared with the
second quarter of 2013 and an increase of $5m, or 3%,
compared with the first quarter of 2014. Net fee income
for the first half of 2014 was $315m, an increase of $15m,
or 5%, compared with the first half of 2013. The increase

Net trading income

in net fee income from the same periods last year and the
first quarter of 2014 was primarily due to higher fees from
credit products such as standby lines of credit and
banker's acceptances, as well as increased fees from
wedlth related products and from higher funds under
management.

Quarter ended Half-year ended
30June 30 June 31 March 30June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Trading aCtiVItiES ......c.cevirieieeeirrec e 32 33 33 65 77
Net interest income on trading activities...........cccoccveenee. 1 12 3 4 22
Hedge ineffectivVeness..........coooeeereciiennenscreee e - - 3 3 3
Net trading iNCOME........coveerieerieirereee e 33 45 39 72 102

Net trading income for the second quarter of 2014 was
$33m, a decrease of $12m, or 27% compared with the
second quarter of 2013, and a decrease of $6m, or 15%,
compared with the first quarter of 2014. Net trading
income for the first half of 2014 was $72m, a decrease of
$30m, or 29%, compared with the first half of 2013. The
decrease in net trading income compared with the same

periods last year was mainly due to lower spreads on
foreign exchange products and the impact of debit
valuation adjustments on derivative contracts due to the
narrowing of our own credit spreads. The decrease in net
trading income compared with the first quarter of 2014
resulted from the impact of debit valuation adjustments on
derivatives.



Other items of income

Quarter ended Half-year ended

30 June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m

Net expense from financial instruments designated at fair
VAIUB ...ttt @) - 2 ®3) ?3)
Gains less losses from financial investments..... 27 15 19 46 50
Other operating income / (10SS).......c.covvveeuencne 13 (23) 14 27 (20)
Other items of income/ (10SS) ......ccoevreererereserieeseeereenes 39 (8) 31 70 37

Net expense from financia instruments designated at fair
value for the second quarter and first half of 2014 was
$1m and $3m, with no material change from comparative
periodsin 2013.

Gains less losses from financia investments for the
second quarter of 2014 were $27m, an increase of $12m,
or 80%, compared with the second quarter of 2013 and an
increase of $8m, or 42%, compared with the first quarter
of 2014. Gains less losses from financia investments for
thefirst half of 2014 was $46m, a decrease of $4m, or 8%,
compared with the first half of 2013. The bank realizes
gains and losses from financia investments from
disposals of available-for-sale financial investments
driven by balance sheet management activities. The

L oan impairment charges and other credit risk provisions

variances from comparative periods are primarily as a
result of the bank’ s continuous bal ance sheet management
activities.

Other operating income for the second quarter of 2014
was $13m, $36m or 156% higher compared with the
second quarter of 2013, and with no material change
compared with the first quarter of 2014. Other operating
income for the first half of 2014 was $27m, an increase of
$37m, or 370%, compared with the first half of 2013. The
increase in other operating income compared with the
comparative periods in 2013 reflected the reduction in the
fair value of an investment property held for sale that was
recorded in the second quarter of 2013.

Quarter ended Half-year ended
30June 30 June 31 March 30June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Individually assessed allowances...........c.ccoeereereenenennns 21 70 15 36 110
Collectively assessed allowances.........ccoeevvevreeereeeneenes 3 13 6 9 40
Loan impairment Charges..........cocoveveernreeecnneneecenens 24 83 21 45 150
Other credit risk provisions/(reversal of provisions)........ 3 1 5 8 (10)
Loan impairment charges and other credit risk provisions 27 84 26 53 140

Loan impairment charges and other credit risk provisions
for the second quarter of 2014 were $27m, a decrease of
$57m or 68% compared with the second quarter of 2013
and no materia change from the first quarter of 2014.
Loan impairment charges and other credit risk provisions
for the first half of 2014 were $53m, a decrease of $87m
or 62% compared with the first half of 2013. The

Total operating expenses

decreases in loan impairment charges and other credit risk
provisions compared with the same periods in the prior
year is primarily as a result of lower specific allowances
for commercial customers and the impact of reduced
impairment charges resulting from the continued run-off
of the consumer finance portfolio.

Quarter ended Half-year ended
30 June 30 June 31 March 30June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Employee compensation and benefits............cccoveenenne. 152 158 159 311 314
General and administrative expenses................ 111 96 104 215 191
Depreciation of property, plant and equipment...... 9 8 8 17 17
Amortization and impairment of intangible assets 4 4 5 9 7
Total Operating EXPENSES........cocvvrueueuiririrrereerereerereesereeees 276 266 276 552 529




HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Total operating expenses for the second quarter of 2014
were $276m, an increase of $10m, or 4%, compared with
the second quarter of 2013 and unchanged from first
quarter of 2014. Total operating expenses the first half of
2014 was $552m, an increase of $23m, or 4%, compared

Share of profit in associates

Share of profit in associates for the second quarter of 2014
was $6m, $5m higher than the second quarter of 2013,
and $3m higher than the first quarter of 2014. Share of
profit in associates for the first half of 2014 was $9m,
$4m higher than the first half of 2014. The increase in
share of profit was due to increase in the value of the
bank’ s investments in private equity funds.

Movement in financial position

with the first half of 2013. The increase in total operating
expenses compared with prior year is primarily due to the
continued investment in HSBC's global standards as well
asrisk and compliance activities.

I ncome taxes expense

The effective tax rate in the second quarter of 2014 was
25.0%, compared with 28.9% in the second quarter of
2013 and 26.5% in the first quarter of 2014. Income tax
expense for the second quarter and first half of 2014
includes the effect of an income tax refund, while the
comparative periods in 2013 reflect the impact of a tax
adjustment relating to prior periods.

Condensed consolidated balance sheet

ASSETS

B0 10T = S = £

Derivatives........cccoovveivieennnns
Loans and advances to banks........

Loans and advances to customers......................
Reverse repurchase agreements — non-trading ..

Financial investments...........ccccceeveveeeieeeenennnn
Customer’ s liability under aCCeptanCes...........eeuerereriereenirinieeeesese s
OhEr @SSELS ....vviviceieiee et sttt saeenas

LIABILITIESAND EQUITY

Liabilities

DeEPOSItS DY DANKS........cveiiiiicice s

Customer aCCOUNES.......cevveerveesieenivennenns
Repurchase agreements — non-trading...

Trading laDilItIES......cc.eireeee s
DEMIVALIVES. ..ot

Debt securitiesin issue...

ACCEPLANCES ......eevenereteieereie sttt sttt
Other [1EDIHITIES ...cuvvevies s

Total lHabilItieS.......covviiiii

Equity

Share capital and Other FESEIVES.........c.cueuiiririeccree e

Retained earnings..........cccoceeveeene
Non-controlling interests.

TOE BOUILY ..ttt
Total equity and lHabilitieS.........covvveeiiiiecerce e

Assets

Total assets at 30 June 2014 were $83.1bn, down $1.1bn
from 31 December 2013. Increases in commercial
customer lending and residential mortgages resulted in a
$1.0bn growth in loans and advances to customers as well
as $0.8bn in customers’ liability under acceptances. These

At 30 June At 30Jdune At 31 December

2014 2013 2013

$m $m $m

....................... 6,525 7,522 6,728
..... 2,139 2,096 2,112

..... 438 456 1,149

..... 41,549 41,156 40,524

..... 6,178 6,989 6,161

..... 19,774 19,841 21,814
....................... 5,586 4,785 4,757
....................... 957 1,493 1,015
83,146 84,338 84,260

....................... 912 728 635
49,329 47,795 50,926

2,246 2,562 1,487

....................... 3,492 4,241 4,396
....................... 1,880 1,737 1,746
10,829 13,240 11,348

....................... 5,586 4,785 4,757
....................... 3,881 3,946 3,880
....................... 78,155 79,034 79,175
....................... 1,713 2,272 1,959
3,078 2,802 2,926

200 230 200

....................... 4,991 5,304 5,085
....................... 83,146 84,338 84,260

increases were offset by declines of $2.0bn in financial
investments and $0.7bn in loans and advances to banks
resulting from disposals, maturities and other balance
sheet management activities and $0.2bn in trading
positions in government and agency bonds.



Liabilities

Total liabilities at 30 June 2014 were $78.2bn, down
$1.0bn from 31 December 2013. There were increases in
acceptances of $0.8bn driven by customer demand, and in
non-trading repurchase agreements of $0.8bn and deposits
by banks of $0.3bn both resulting from balance sheet
management activities. However these were more than
offset by decreases in customer accounts of $1.6bn,
primarily as a result of lower commercial account

Global lines of business

balances, and trading liabilities of $0.9bn, primarily due to
lower balances from pending trade settlements and short
position securities. In addition, debt securities were
$0.5bn lower at 30 June 2014 resulting from $1.3bn in
maturing issues and $0.2bn lower in short-term funding
compared with 31 December 2013, offset by a $1.0bn
wholesale five year issue in May 2014.

Commercial Banking

Commercial Banking offers a full range of commercial financial services and tailored solutions to customers ranging from
small and medium-sized enterprises (‘SMESs’) to publicly quoted companies.

Review of financial performance

Quarter ended Half-year ended
30June 30 June 31 March 30June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Net INtErest INCOME .......coviueirerieerie e 165 172 168 333 333
Net feeincome 81 80 79 160 157
Net trading iNCOME........coccereeriirereeceeeseesieeee 7 7 6 13 15
Gainslesslosses from financia investments. 16 - - 16 -
Other operating income/ (10SS) .....cceceveeiererererinnene 3 (35) 6 9 (32)
Total operating iNCOME........cccvvrieueiiriereeerereeieree e 272 224 259 531 473
Loan impairment charges and other credit risk provisions (18) (61) (12) (30) (100)
Net Operating iNCOME..........cceeeruiririereeenieese e 254 163 247 501 373
Total operating expenses. (104) (92) (101) (205) (182)
Operating profit........cccceeeeneene 150 71 146 296 191
Share of profit in 8SSOCIAES .......c.ccvrvvevveeiirreieerereeieiine 6 1 3 9 5
Profit before income tax expense.........cocoveveerreneeecenenn 156 72 149 305 196

Overview

Profit before income tax expense was $156m for the
second quarter of 2014, an increase of $84m, or 117%,
compared with the second quarter of 2013 and $7m or 5%
compared with the first quarter of 2014. Profit before
income tax expense for the first half of 2014 was $305m,
an increase of $109m, or 56% compared with the first half
of 2013.

The increase in profit before income tax expense
compared with the same periods last year was primarily
due to an increase in other income reflecting the reduction

Financial performance by income and expenseitem

Net interest income for the second quarter of 2014 was
$165m, a decrease of $7m, or 4%, compared with the
second quarter of 2013 and a decrease of $3m, or 2%,
compared with the first quarter of 2014. Net interest
income for the first half of 2014 was $333m, unchanged
compared with the first half of 2013. The decrease in net
interest income compared with the same quarter last year

in the fair value of an investment property held for sale
that was recorded in the second quarter of 2013, lower
specific loan impairment charges and gains from financia
investments partially offset by higher operating expenses
primarily from increased investments in HSBC's globa
standards, risk and compliance activities, increases in
underlying business as well as the impact of adoption of a
revised methodology adopted by HSBC Group for
alocating functional support costs to the global lines of
business. The increase in profit before income tax expense
compared with first quarter in 2014 resulted primarily
from gains from financial investments.

was primarily due to recovery of interest income on
impaired loans recorded in 2013.

Net fee income for the second quarter of 2014 was $81m,
marginally increased over the second quarter of 2013 and
the first quarter of 2014. Net fee income for the first half
of 2014 was $160m an increase of $3m or 2% compared
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with the first half of 2013. The increases in net fee income
over comparative figures mainly arises from higher
banker’ s acceptances.

Net trading income for the second quarter of 2014 was
$7m, little change compared with the second quarter of
2013 and the first quarter of 2014. Net trading income for
the first half of 2014 was $13m, a decrease of $2m, or
13%, compared with the first half of 2013, primarily
resulting from lower foreign exchange revenues.

Other operating income for the second quarter of 2014
was $3m, an increase of $38m, compared with the second
quarter of 2013 and $3m lower than the first quarter of
2014. Other operating income for the first half of 2014
was $9m, an increase of $41m, compared with the first
half of 2013. The increase in other operating income from
the comparative periods in 2013 reflected the reduction in
the fair value of an investment property held for sale that
was recorded in the second quarter of 2013.

Loan impairment charges and other credit risk
provisions for the second quarter of 2014 was $18m, a
decrease of $43m, or 70%, compared with the second
quarter of 2013 and an increase of $6m, or 50%,
compared with the first quarter of 2014. Loan impairment
charges for the first half were $30m, a decrease of $70m,
or 70%, compared with the first haf of 2013. The
decreases in loan impairment charges and other credit risk
provisions compared with the same periods last year was
mainly as a result of lower specific loan impairment

Global Banking and Markets

charges and recovery of provisions in 2014. The increase
in loan impairment charges over the first quarter of 2014
resulted from the benefit of a recovery of provisions
recorded in that quarter.

Gains less losses from financial investments for the
second quarter of 2014 included gains of $16m which
were recorded on the disposa of available-for-sae
securities.

Total operating expenses for the second quarter of 2014
was $104m, an increase of $12m, or 13%, compared with
the second quarter of 2013 and an increase of $3m, or 3%,
compared with the first quarter of 2014. Total operating
expenses for the first half of 2014 was $205m, an increase
of $23m, or 13%, compared with the first half of 2013.
The increase in total operating expenses compared with
2013 was primarily from the bank’s investment in global
standards, risk and compliance increases in underlying
business as well as the impact of the adoption of a revised
methodology by HSBC Group for alocation of functional
support costs to the global lines of business.

Share of profit in associates for the second quarter of
2014 was $6m, $5m higher than the second quarter of
2013 and $3m higher than the first quarter of 2014. Share
in profit in associates for the first half of 2014 was $9m,
an increase of $4m, compared with the first half of 2013.
The increase in share of profit in associates was due to the
increase in value of the bank's investment in private
equity funds.

Global Banking and Markets provides tailored financial solutions to major government, corporate and institutional

clients worldwide.

Review of financial performance

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Net interest income 46 40 44 90 82
Net feeincome.........ccccevevnne. 22 20 24 46 38
Net trading income 15 25 21 36 62
Gains less losses from financial investments 11 13 19 30 46
Other operating iINCOME.........cccoeererirerieesie s 1 - - 1 -
Total Operating iNCOME.........covueueeerirreeiieerreeeereeeeenenes 95 98 108 203 228
Loan impairment (charges)/reversals and other credit risk (2 (2 (1) (3) -
Net Operating iNCOME..........covvereruereeerieereseeseseseeeseeeseens 93 96 107 200 228
Total operating EXPENSES........cvvveeriererenieereeesee e (29) (29) (30) (59) (58)
Profit before income tax expense..........ccoceeeeeieneiircnienene. 64 67 77 141 170

Overview

Profit before income tax expense was $64m for the second
quarter of 2014, a decrease of $3m, or 4%, compared with
the second quarter of 2013 and a decrease of $13m or
17% compared with the first quarter of 2014. Profit before

income tax expense was $141m for the first half of 2014,
a decrease of $29m, or 17% compared with the first half
of 2013. Gains less losses from financial investments are
realized as balance sheet management continues to re-



balance the portfolio for risk management purposes in the
low interest rate environment. The variances in profit
before income tax expense compared with the same
periods last year were primarily driven by lower gains on

Financial performance by income and expenseitem

Net interest income for the second quarter of 2014 was
$46m, an increase of $6m, or 15%, compared with the
second quarter of 2013 and an increase of $2m, or 5%,
compared with the first quarter of 2014. Net interest
income for the first half of 2014 was $90m, an increase of
$8m, or 10%, compared with the first half of 2013. The
increase in net interest income compared with both the
same quarter last year and the prior quarter was primarily
due to higher trading funding activity from reverse
repurchase agreements.

Net fee income for the second quarter of 2014 was $22m,
an increase of $2m, or 10%, compared with the second
quarter of 2013 and a decrease of $2m or 8% compared
with the first quarter of 2014. Net fee income for the first
half of 2014 was $46m, an increase of $8m, or 21%,
compared with the first half of 2013. The increase in net
fee income compared with the same periods last year was
primarily due to higher standby fees.

Net trading income for the second quarter of 2014 was
$15m, a decrease of $10m, or 40%, compared with the
second quarter of 2013 and a decrease of $6m, or 29%,
compared with the first quarter of 2014. Net trading
income for the first half of 2014 was $36m, a decrease of
$26m, or 42%, compared with the first half of 2013. The
decrease in net trading income compared with the same
periods last year was mainly due to lower spreads related

Retail Banking and Wealth Management

disposal from the re-balancing of the financia
investments portfolio. Also contributing to the decrease in
profit before income tax expense was lower spreads
related to foreign exchange products.

to foreign exchange products and the impact from debit
valuation adjustments on derivative contracts due to the
narrowing of our own credit spreads. The decrease in net
trading income compared with the first quarter of 2014
was mainly due to the impact from debit valuation
adjustments on derivative contracts.

Gains less losses from financial investments for the
second quarter of 2014 was $11m, a decrease of $2m, or
15%, compared with the second quarter of 2013 and a
decrease of $8m, or 42%, compared with the first quarter
of 2014. Gains less losses from financia investments for
the first half of 2014 was $30m, a decrease of $16m, or
35%, compared with the first half of 2013. The bank
realizes gains and losses from financia investments from
disposals of available-for-sale financial investments
driven by balance sheet management activities. The
variances from comparative periods are primarily as a
result of the bank’ s continuous bal ance sheet management
activities.

Total operating expenses for the second quarter of 2014
was $29m, unchanged compared with the second quarter
of 2013 and little changed from the first quarter of 2014.
Total operating expenses for the first haf of 2014 was
$59m, marginally increased compared with the first half
of 2013.

Retail Banking and Wealth Management provides banking and wealth management services for our personal customers
to help them to manage their finances and protect and build their financial future.

Review of financial performance

Quarter ended Half-year ended
30June 30 June 31 March 30June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Net interest income 104 134 102 206 275
Net fee inCome........ccoeeereeenne 57 54 52 109 105
Net trading income 3 7 5 8 11
Gains less losses from financial investments. - 2 - - 4
Other operating iNCOME.........cceeveerreeieiisree et 2 4 2 4 7
Total operating iNCOME. ..ot 166 201 161 327 402
Loan impairment charges and other credit risk provisions (7) (21) (13) (20) (40)
Net Operating iNCOME...........cuevererereeueriiririeieereseereiee e 159 180 148 307 362
Total operating EXPENSES........coeerveiererirerieesie e (135) (137) (133 (268) (271)
Profit before income tax expense.........ccoceeeeveeercnenenens 24 43 15 39 91
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Profit beforeincome tax expense

Quarter ended Half-year ended
30June 30 June 31 March 30June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Ongoing Retail Banking and Wealth Management business 15 19 9 24 37
Run-off consumer finance portfolio 9 24 6 15 54
Profit before income tax expense.........cocvveveerrinececnenenns 24 43 15 39 91

Overview

Profit before income tax expense was $24m for the second
quarter of 2014, a decrease of $19m, or 44%, compared
with the second quarter of 2013 and an increase of $9m,
or 60%, compared with the first quarter of 2014. Profit
before income tax expense was $39m for the first half of
2014, a decrease of $52m, or 57% compared with the first
half of 2013.

Profit before income tax expense relating to ongoing
business (excluding the run-off consumer finance
portfolio) was $15m, a decrease of $4m, or 21%,
compared with the second quarter of 2013 and an increase
of $6m or 67% compared with the first quarter of 2014.
Profit before income tax expense relating to ongoing
business was $24m for the first half of 2014, a decrease of
$13m, or 35% compared with the first half of 2013. Profit
before income tax expense decreased from the same
periods last year primarily due to lower net interest
income driven by a decline in personal lending balances
and a decline in net interest spread in a competitive low
interest rate environment. Profit before income tax
expense for the second quarter of 2014 increased over the

Financial performance by income and expenseitem

Net interest income relating to ongoing business for the
second quarter of 2014 was $87m, a decrease of $3m, or
4%, compared with the second quarter of 2013 and an
increase of $5m, or 5%, compared with the first quarter of
2014. Net interest income relating to ongoing business for
the first half of 2014 was $170m, a decrease of $14m, or
8%, compared with the first half of 2013. Net interest
income decreased primarily due to a decline in personal
lending balances and lower net interest spread in a
competitive low interest rate environment. Net interest
income for the second quarter of 2014 increased over the
first quarter of 2014 mainly due to increases in persona
lending, particularly residential mortgages.

Net fee income relating to ongoing business for the
second quarter of 2014 was $56m, an increase of $4m, or
7%, compared with the second quarter of 2013 and an
increase of $5m, or 10%, compared with the first quarter
of 2014. Net fee income relating to ongoing business for
the first half of 2014 was $107m, an increase of $6m, or
6%, compared with the first half of 2013. The increasesin
fee revenues mainly resulted from increases in saes in
wealth management products.
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first quarter of 2014 mainly due to increases in persona
lending, particularly residential mortgages, as well as
wealth fees earned.

Profit before income tax expense relating to the run-off
consumer finance portfolio for the second quarter of 2014
was $9m, a decrease of $15m, or 63%, compared with the
second quarter of 2013 and an increase of $3m, or 50%,
compared with the first quarter of 2014. Profit before
income tax expense for this business was $15m for the
first half of 2014, a decrease of $39m, or 72% compared
with the first half of 2013. The decrease in profit before
income tax expense relating to the run-off consumer
finance portfolio compared to the same periods in 2013
was primarily due to lower interest income from declining
loan balances, partially offset by lower loan impairment
charges from the planned run-off of the portfolio and
lower operating expenses from the right sizing of
operations. The increase in profit compared to the first
quarter of 2014 was due to reduced impairment charges
and operating costs.

Net trading income relating to ongoing business for the
second quarter of 2014 was $3m, an decrease of $4m, or
57%, compared with the second quarter of 2013 and a
decrease of $2m, or 40%, compared with the first quarter
of 2014. Net trading income for the first half of 2014 was
$8m, a decrease of $3m, or 27%, compared with the first
half of 2013.

Loan impairment charges and other credit risk
provisions relating to ongoing business for the second
quarter of 2014 was $4m, a decrease of $6m, or 60%,
compared with the second quarter of 2013 and a decrease
of $3m, or 38%, compared with the first quarter of 2014.
Loan impairment charges and other credit risk provisions
relating to ongoing business for the first half of 2014 was
$11m, a decrease of $8m, or 43%, compared with the first
half of 2013. The decrease in loan impairment charges
and other credit risk provisions is due to a reduction in
collectively assessed provisions following lower loan
balances.



Total operating expenses relating to ongoing business for
the second quarter of 2014 was $129m, an increase of
$5m, or 4%, compared with the second quarter of 2013
and an increase of $4m, or 3%, compared with the first
quarter of 2014. Total operating expenses relating to
ongoing business for the first half of 2014 was $255m, an
increase of $9m, or 4%, compared with the first half of

Other

2013. The increase was primarily from higher staff costs,
marketing expenses relating to Premier campaigns and
higher customer printing expenses as well as the bank’s
continued investment in globa standards, isk and
Compliance functions, partially offset by a reduction of
allocated support costs.

‘Other’ contains the results of movements in fair value of own debt, income and expenses related to information
technology services provided to HSBC Group companies on an arm’s length basis and other transactions which do not

directly relate to our global lines of business.

Review of financial performance

Quarter ended Half-year ended

30June 30 June 31 March 30June 30 June

2014 2013 2014 2014 2013

$m $m $m $m $m

Net iNtErest EXPENSE .....c.covvvereieirereereeerree e (8) (6) @) (15) (14

Net trading iNCOME........coueerirerieirereeee e 8 6 7 15 14
Net expense from financial instruments designated at fair

VAIUB ... 1) - 2 3) 3)

Other operating income...... 7 8 6 13 15

Total operating income....... 6 8 4 10 12

Total operating expenses (8) (8) (12) (20) (18)

Profit/(loss) before income tax expense.........coccveeeeeenene (2) — (8) (10) (6)

Summary quarterly performance

Refer to the ‘Summary quarterly performance’ section of our Annua Report and Accounts 2013 for more information

regarding quarterly trends in performance for 2013 and 2012.
Summary consolidated income statement

Quarter ended
Jun30 Mar3l Dec3l Sep30 Jun30 Ma3l Dec3l Sep30
2014 2014 2013 2013 2013 2013 2012 2012
$m $m $m $m $m $m $m $m
Total Operating iNCOME .....c..ciiveireerieere e 539 532 524 522 531 584 526 572
Profit for the period...........ccveiiiirrrrre e 182 172 182 186 130 189 154 180
Profit attributable to the common shareholder .. 172 160 164 168 113 171 136 162
Profit attributable to preferred shareholders...........ccoveveviienennee 8 9 16 15 15 15 16 15
Profit attributable to non-controlling interests..........ccocceeveierenenne 2 3 2 3 2 3 2 3
Basic earnings per COMMON SNAE..........vuvueueirinieeeereresrereeserenees 0.35 0.32 0.33 0.34 0.23 0.34 0.27 0.33

Accounting matters

Critical accounting policies

The results of the bank are sensitive to the accounting
policies, assumptions and estimates that underlie the
preparation of our consolidated financial statements. A
summary of our significant accounting policies are
provided in note 2.

Refer to the ‘Critical accounting policies’ section of our
Annual Report and Accounts 2013 for accounting policies
that are deemed critica to our results and financial
position, in terms of materiality of the items which the

11

policy is applied and the high degree of judgement
involved, including the use of assumptions and estimation.

Changes in presentation

In the first quarter of 2014, the bank changed its
presentation of reverse repurchase and repurchase
agreements. Previously, these amounts were either
included in loans and advances to banks as well as loans
and advances to customers or deposits by banks as well as
customer accounts respectively. These amounts are now
presented in their own separate categories on the face of
the bank’s consolidated balance sheet, which is a more
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appropriate disclosure for these instruments which are not
representative of typical loans and deposits. Prior period
presentation was changed accordingly. There is no change
in total assets and liabilities, nor is there any impact on
interest income and expense. Refer to note 1 for further
information relating to the change.

Changes in accounting policy

Offsetting

On 1 January 2014, the bank adopted amendments to IAS
32 *Offsetting Financia Assets and Financia Liabilities'.
The amendments clarify the requirements for offsetting
financial instruments and address inconsistencies in
practice when applying the offsetting criteria in IAS 32
‘Financia Instruments: Presentation’. The adoption did

Off-balance sheet arrangements

not have a material effect on the bank’s consolidated
financia statements and as a result comparative
information was not restated.

Future accounting developments

Financial instruments

Refer to the ‘ Future accounting developments' section of
our Annual Report and Accounts 2013 for a discussion of
the International Accounting and Standards Board's
(‘ASB’) project to replace present accounting standards
on financial instruments with IFRS 9 ‘Financia
Instruments'. In February 2014, the IASB tentatively
decided that entities are required to adopt IFRS 9 for
annual periods beginning on or after 1 January 2018.

As part of our banking operations, we enter into a number
of off-balance sheet financial transactions that have a
financial impact, but may not be recognized in our
financial statements. These types of arrangements are
contingent and may not necessarily, but in certain
circumstances could, involve us incurring a liability in

Related Party Transactions

excess of amounts recorded in our consolidated balance
sheet. These arrangements include: guarantees, letters of
credit, and derivatives and are described in the ‘Off-
balance sheet arrangements’ section of our Annual Report
and Accounts 2013. Further information is disclosed in
note 11.

We enter into transactions with other HSBC affiliates as
part of the normal course of business, such as banking and
operational services. In particular, as a member of one of
the world's largest financial services organizations, we
share in the expertise and economies of scale provided by
the HSBC Group. We provide and receive services or
enter into transactions with a number of HSBC Group
companies, including sharing in the cost of development

for technology platforms used around the world and
benefit from worldwide contracts for advertising,
marketing research, training and other operational aress.

These related party transactions are on terms similar to
those offered to non-related parties and are subject to
formal approval procedures that have been approved by
the bank’ s Conduct Review Committee.

Disclosure controls and procedures and internal control over financial reporting

The Chief Executive Officer and Chief Financial Officer
have signed certifications relating to the appropriateness
of the financia disclosures in interim filings with the
Canadian Securities Administrators, including this
MD&A and the accompanying unaudited interim
consolidated financial statements for the quarter ended 30
June 2014, and their responsibility for the design and
maintenance of disclosure controls and procedures and

Risk Management

internal controls over financial reporting to provide
reasonable assurance regarding the reliability of financial
reporting in accordance with IFRS.

There have been no changes in interna controls over
financial reporting during the quarter ended 30 June 2014
that have materially affected or are reasonably likely to
affect internal control over financial reporting.

Refer to the ‘Risk management’ section of our Annua Report and Accounts 2013 for a discussion of how the bank manages
risk on an enterprise wide level, as well as the management of reputational and operational risk.

Credit risk

Credit risk is the risk of financial loss if a customer or
counterparty fails to an obligation under contract. It
arises principally from direct lending, trade finance and
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the leasing business, but also from other products such
as guarantees and credit derivatives and from holding
assets in the form of debt securities.



The bank’s principal objectives of credit risk management

are:

e to maintain a strong culture of responsible lending,
supported by a robust risk policy and control
framework;

e to both partner with and challenge businesses in
defining and implementing and continualy re-
evaluating our risk appetite under actual and scenario
conditions; and

Diversification of credit risk

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. Diversification of credit risk is a key concept by
which we are guided.

Wholesale and retail credit risk exposures by product type

Wholesale credit risk exposures
Sovereign

DrawWn EXPOSUIES........ccceiverieareriieieeieiessessesre s se s s sresaeesenns

Derivatives.......cccoovruenene
Undrawn commitments.................

Other off-balance sheet EXPOSUIES............cveveerreereecirireeeeeseseeienenes

Banks

Drawn EXPOSUIES.........ccevriireererreiereseeie et e e

Derivatives

Repurchase type tranSactions...........coveveiirreeeeenerseeeseseseeeeens
Other off-balance sheet EXPOSUIES..........cccvveiiveerieerereee e

Corporate

Drawn EXPOSUIES........ccceoveriiererieeieeieeesse s s st e sresaessenne
UNdrawn COMMITMENES........coevreeeereeeseeseeeeseeeseeseeeseeesseessens

Derivatives........ccoeerenennenns
Repurchase type transactions....

Other off-balance sheet EXPOSUIES..........cccvveuerveerieereneee e

Total wholesale credit risk XPOSUIES..........cereererirereee e

Retail credit risk exposures

Residential MOMQageS......coevrueerieiriieereeeseresees s st sae e aeseseens
Home equiity [INeS Of Credit........c.cvvieirenicieeeeeee e

Other personal loan facilities.
Credit Cards.......cooeoereeereneeerieese e
Personal unsecured revolving loan facilities...

Run-off consumer finance loan portfolio ..........c.ccceveveeirenniinccsece
Other small to medium enterprises |oan faCilities..........cocoevevrrricrenne

Total retail credit risk exposures

Total wholesale and retail credit risk EXPOSUIES.........coccereererererenieereeeneenes

e to ensure there is independent, expert scrutiny of
credit risks, their costs and their mitigation.

Refer to the ‘Risk management’ section of our Annua
Report and Accounts 2013 for a discussion of how the
bank manages credit risk, collateral and other credit risk
enhancements, as well as a more in depth explanation of
our credit risk measures.

In assessing and monitoring for credit risk concentration,
we aggregate exposures by product type, industry and
geographic area. Exposures are measured at exposure at
default (‘EAD’), which reflects drawn balances as well as
an alowance for undrawn amounts of commitments and
contingent exposures, and therefore would not agree to the
financial statements.

EAD EAD

At 30 June At 31 December

2014 2013

$m $m

................................................. 20,530 22,696
..... 215 278

..... 47 17
................................................. 73 —
20,865 22,991

................................................. 1,961 3,275
2,655 2,409

................................................. 28 16
................................................. 547 469
5191 6,169

................................................. 28,172 26,511
................................................. 10,943 11,703
..... 1,216 1,278

..... 25 133
................................................. 3,079 2,950
43,435 42,575

................................................. 69,491 71,735
................................................. 17,588 17,347
................................................. 3,152 4,916
..... 2,200 2,600

..... 1,107 1,075

..... 544 1,060
................................................. 538 670
................................................. 649 624
25,778 28,292

................................................. 95,269 100,027
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Credit Quality of Financial Assets
The overall credit quality at 30 June 2014 was strong, primarily driven by the underlying quality of the wholesale portfolio

and the bank’s high quality relationships. The credit quality in our retail portfolio is aso strong, in part resulting from the
planned run-off of the consumer finance portfolio.

I mpair ment allowances and provision for credit losses

Impairment allowances

At 30June At 31 December
2014 2013
$m $m

Gross loans and advances to customers
Individually assessed impaired [0ans and 80VANCES (A) ......covrurieuiiririeieeirereeieee et 415 445
Collectively assessed 10anSs and @0VANCES (B) ......vvveerereeririerisieeriesieeseesesseesssessessesessesessesessessesessessssessssessesessens 41,471 40,442
- impaired loans and advances............... 82 101
- non-impaired loans and advances 41,389 40,341
Total gross |0ans and advanCeS t0 CUSIOMENS (C) .....oueruiuiriirirereeiesieesieesie et e st see et see e se e e e e sbe e esenas 41,886 40,887
LesS: imPairMENt allOWAINCES (C) .....euveuereeueriereeiirieesteiesiese ettt et et s et seese e et e b e s ese s abese e e et e seesesbesesbenseseasans 337 363
- individually assessed (a)..... 139 157
- COECHIVEY ASSESSEU (D) ...eueeuereeertereeieeie ettt ettt et b e e be bt b e e s e b e b e se et b e e nenas 198 206
Net 10anS and a0VANCES tO CUSLOMIETS ........vviieieieeieeerererere s 41,549 40,524
Individually assessed impaired loans and advances coverage - (a) as a percentage of (A) .....ccoeererriererieneiennens 33.5% 35.3%
Collectively assessed loans and advances coverage - (b) as a percentage of (B).............. 0.5% 0.5%
Total loans and advances coverage - (C) as apercentage Of (C) ......oouvirrereiireierereesieesee e 0.8% 0.9%

Movement in impairment allowances and provision for credit losses
Half-year ended 30 June 2014

Customers Customers Provision
individually collectively for credit
assessed assessed losses Total
$m $m $m $m
Opening balance at the beginning of the Period ...........cocovern e 157 206 61 424
Movement
Loans and advances written off net of recoveries of previously written off
BITIOUNES. ...ttt sttt re ettt be bbb s e b et e b e b et b e e s et et e se e st ebe e enan (48) a7 - (65)
Charge to inCOME SEAEMENT ........cvreieereeeeereseee e e e e neenens 36 9 8 53
Interest recognized on impaired |0ans and advances...........c.coveeererereseieninnenes (6) - - (6)
Closing balance at the end of the Period............cccvireriinenne e 139 198 69 406

Movement in impairment allowances and provision for credit losses
Half-year ended 30 June 2013

Customers Customers Provision
individually collectively for credit
assessed assessed losses Total
$m $m $m $m
Opening balance at the beginning of the period...........cccovveeiinnnecrnreecee 202 217 80 499
Movement
Loans and advances written off net of recoveries of previously written off
BITIOUNES. ...ttt sttt re ettt be bbb s e b et e b e b et b e e s et et e se e st ebe e enan (62) (52) - (114)
Charge/(release) t0 iNCOmMe SEAaEMENT........c.ccervierieereere e e eseenens 110 40 (20) 140
Interest recognized on impaired |0ans and advances............coveeerererenieienienenes 9) - — 9)
Closing balance at the end of the Period............ccoeereriinerne e 241 205 70 516
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Liquidity and funding risk

Liquidity risk is the risk that the bank does not have
sufficient financial resources to meet its obligations as
they fall due, or will have to do so at an excessive cost.

The objective of our liquidity and funding management
strategy is to ensure that al foreseeable funding
commitments, including deposit withdrawals, can be met
when due, and that access to the wholesale markets is
coordinated and cost-effective. There have been no
material changes to our liquidity and funding management
strategy as described in the ‘ Risk management’ section of
our Annual Report and Accounts 2013. We continue to
monitor liquidity and funding risk within our stated risk
appetite and management framework.

Advancesto corefunding ratio
The bank emphasizes the importance of core current
accounts and savings accounts as a source of funds to

Advances to core funding ratio

End of period......

Maximum...........
Minimum...

Liquid Assets

The table below shows the estimated liquidity value
(before assumed haircuts) of assets categorized as liquid
used for the purpose of liquidity stress testing as set out in
our internal liquidity and funding management
framework.

Estimated liquidity value

This risk arises from mismatches in the timing of cash
flows.

finance lending to customers, and discourages reliance on
short-term professional funding.

The advances to core funding ratio describes loans and
advances to customers as a percentage of the total of core
customer current and savings accounts and term funding
with a remaining term to maturity in excess of one year.
The distinction between core and non-core deposits
generaly means that the bank’s measure of advances to
core funding is more restrictive than that which could be
inferred from the published financial statements.

Half-year ended
30 June 31 December
2014 2013
% %
....... 101% 93%
....... 101% 97%
....... 93% 93%
....................................................... 98% 95%

Any unencumbered asset held as a consequence of a
reverse repurchase transaction with a residual contractual
maturity within the relevant stress testing horizon and
unsecured interbank loans maturing within three months
are not included in liquid assets, as these assets are
reflected as contractual cash inflows.

At 30June At 31 December

2014 2013

$m $m

.................................................. 16,207 17,955
.................................................. 3,624 3,960
19,831 21,915

1 Includes debt securities of central governments, central banks, supranationals and multilateral devel opment banks.
2 Includes debt securities of local and regional governments, public sector entities and secured covered bonds.

Net contractual cash flows
The following table quantifies the contractual cash flows

from interbank and intra-Group loans and deposits, and
reverse repurchase transactions, repurchase transactions
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(including intergroup transactions) and short positions.
These contractual cash inflows and outflows should be
considered alongside the level of liquid assets and are
treated as such in our internal liquidity stresstesting.
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Cash flows within three months

At 30June At 31 December

2014 2013

$m $m

Interbank and intra-Group 10aNS aNd AEPOSIES........cc.eiuririririeiee ettt s eae e 229 855
Reverse repurchase transactions, repurchase transactions and outright short positions (including intra-

(1018 o) TSSOSO ST TO PO PRSP PRUTPPRTPRPROO 1,298 1,057

Contingent liquidity risk arising from committed lending facilities

The bank provides commitments to various counterparts.
In terms of liquidity risk, the most significant risk relates
to committed lending facilities which, whilst undrawn,
give rise to contingent liquidity risk, as these could be
drawn during a period of liquidity stress. Commitments
are given to customers and committed liquidity facilities

are provided to conduits, established to enable clients to
access a flexible market-based source of finance.

The table below shows the level of undrawn commitments
outstanding to conduits and customers for the five largest
single facilities and the largest market sector.

The bank’s contractual undrawn exposures monitored under the contingent liquidity risk structure

At 30June At 31 December
2014 2013
$m $m
Commitments to conduits

I LT ST 245 1,035
Largest iNQIVIAUEH TINES.......coiveiieiriiiee ettt e e s et e e esesaeneete e sensesenenneneenes 194 765

Commitments to customers
Fivelargest.......cccouueee. 1,686 1,553
Largest market sector 3,577 3,644

Sour ces of funding

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

We also access professiona markets in order to
maintain a presence in local money markets and to
optimize the funding of asset maturities not naturally
matched by core deposit funding. As part of our wholesale
funding arrangements, we have a number of programs for

Encumbered assets

In the normal course of business, the bank will pledge or
otherwise encumber assets. The pledging of assets will
occur to meet the bank’s payments and settlement system
obligations, as security in a repurchase transaction, to
support secured debt instruments or as margining
requirements. Limits are in place to control such pledging.
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fundraising activities, so that undue reliance is not placed
on any one source of funding.

No reliance is placed on unsecured money market
wholesale funding as a source of core funding. Only
wholesale funding with a residua term to maturity of one
year or greater is counted towards the core funding base.
In addition, our stress testing assumptions require an
equivalent amount of liquid assets to be held against
wholesale funding maturing within the relevant stress
testing horizon.

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



Market risk

Market risk is the risk that movements in market risk
factors, including foreign exchange rates and
commodity prices, interest rates, credit spreads and

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

Refer to the ‘Risk management’ section of our Annual
Report and Accounts 2013 for a discussion of how the
bank manages market risk as well as a more in depth
explanation of our market risk measures.

equity prices, will reduce our income or the value of our
portfolios.

Valueat Risk (‘*VaR’)

VaR is atechnique 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 agiven level of confidence.

VaR disclosed in the table and graph below is the bank’s
total VaR for both trading and non-trading books and
remained within the bank’s limits. The increase in VaR
during July 2013 was due to a temporary widening in

credit spreads effecting credit VaR.

VAR by risk type for trading activities Foreign _
(figures in $m) exchange and Portfolio

commodity Interest rate Equity Credit Spread diversification” Total®
First half of 2014
At period end 0.0 0.2 0.0 13 (0.2) 13
Average 0.1 0.4 0.0 1.0 (0.4) 11
M inimum 0.0 0.0 0.0 0.6 0.0 0.6
M aximum 0.4 1.2 0.1 24 0.0 24
First half of 2013
At period end 0.2 0.9 0.0 13 (0.8 16
Average 0.1 11 0.0 19 (0.9 22
Minimum 0.0 0.5 0.0 0.8 0.0 11
Maximum 0.3 19 0.2 41 0.0 41
Notes:

1 Trading portfolios comprise positions arising from the market-making and warehousing of customer derived positions.

2 Portfolio diversification is the market risk dispersion effect of holding a portfolio containing different risk types. It represents the reduction
in unsystematic market risk that occurs when combining a number of different risk types, for example, interest rate, equity and foreign
exchange, together in one portfaolio. It is measured as the difference between the sum of the VAR by individual risk type and the combined
total VAR. A negative number represents the benefit of portfolio diversification. As the maximum and minimum occur on different days for
different risk types, it is not meaningful to calculate a portfolio diversification benefit for these measures.

3 Thetotal VAR is non-additive across risk types due to diversification effects.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)
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Factors that may affect future results

The risk management section in the MD&A describes the
most significant risks to which the bank is exposed and if
not managed appropriately could have a material impact

may affect future results section of our Annual Report
and Accounts 2013 for a description of additional factors
which may affect future financial results.

on our future financial results. Refer to the ‘Factors that

Capital

Our objective in the management of capital is to maintain appropriate levels of capital to support our business strategy
and meet our regulatory requirements.

Refer to the ‘ Capital’” section of our Annual Report and Accounts 2013 for a discussion of how the bank manages its capital.

Regulatory capital and capital ratios in the tables below, with the exception of the assets-to-capital multiple, are presented
under a Basdl |1l “al-in’ basis, which applies certain Basel 111 regulatory adjustments from 1 January 2013 and phases out
non-qualifying capital instruments over 10 years starting 1 January 2013. The assets-to-capital multiple is presented under a
Basel 111 ‘transitional’ basis, which phasesin Basel |11 regulatory adjustments over 4 years starting 1 January 2014 and phases
out non-qualifying capital instruments over 10 years starting 1 January 2013.

The bank remained within its required regulatory capital limits during the half year ended 30 June 2014.

Regulatory capital ratios
Actual regulatory capital ratios and capital limits

30June 31 December
2014 2013
Actual regulatory capital ratios

Common equity tIer 1 CAPItal FAHIO .......coueeeeereeieieeeie ettt e e e b e et b e e n e e e e 11.0% 11.0%
Tier 1 capital ratio.........coceevvereerenne. 12.4% 13.2%
Total capita rétio................. 14.0% 15.0%
Assets-to-capital multiple 16.0x 15.1x

Required regulatory capital limits
Minimum Common equiity tier 1 Capital FAH0.........ccerueireririieeesieeree e 7.0% 7.0%
Minimum Tier 1 capital ratio* 8.5% 8.5%
Minimum Total capital ratio..... 10.5% 10.5%
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1 Theminimum Tier 1 capital ratio limit is effective from 1 January 2014.

Regulatory capital

Regulatory capital and risk weighted assets
30 June 31 December

2014 2013

$m $m

THEE L CAPIEAL ... 4,786 4,857
Common equity tier 1 capital ... . 4,236 4,057
GrOSS COMIMON EOUILY ......vooveoceeecvictaeieeeee st ss s s s s s ssen s st s s ss s s st s s aensessas 4,441 4,285
REQUIBLOTY @OJUSIMENES. ...ttt ettt b e e ae bt b e e s b e e b e se et e b e e e be b et e se et nbe e enan (205) (228)
Additional tier 1 ligible CPItAI%. ..ot s st e s st senes 550 800
LTS A o1 = OO 616 677
Total capital available for regUIBLOrY PUMPOSES........c.coviurieuiiririereie sttt ettt 5,402 5,534
TOtal MSK-WEIGNEEH @SSELS.......cveieieiceiieirieise ettt et e e te e e se s s ese st eneeteseesetesessanensenenneneenensn 38,629 36,862

1 Includes common share capital, retained earnings and accumulated other comprehensive income.
2 Includesdirectly issued capital instruments and instruments issued by a subsidiary subject to phase out.
3 Includesdirectly issued capital instruments subject to phase out and collective allowances.

Outstanding Shares and Securities

Outstanding shares and securities
At 31 July 2014
Number of
Dividend or issued shares
distribution®  and securities  Carrying value

$ per share or

security Thousands $m

COMIMON SNAIES......cuveiiieeirieietesee e te e seeseetesee e te e saesesaeseesesee e ste e sseseeseseasesteseesensnsessasessenensesennenss 498,668 1,225
Preferred Shares

ClBSS L, SENES C ..ttt ettt st b e ettt e st e e saesbesaeabeese e e ensessassenbenneereans 0.31875 7,000 175

ClaSS 1, SENESD ..cuvcuiieeieerieee ettt et e e e aer e e nrn 0.3125 7,000 175

350

HSBC HATS™ - SEfiES 20152 .......viveeeseeseesie et ses st sss st s st st ssss s sssssesssesasens 25.75 200

1 Cashdividends on preferred shares are non-cumulative and are payable quarterly. Cash distributions on HSBC HaTS™ are non-cumulative and
are payable semi-annually.
2 Presented as non-controlling interests in the consolidated balance sheet.

During the second quarter of 2014, the bank declared and Regular quarterly dividends of 31.875 cents per share
paid $80m in dividends on HSBC Bank Canada common have been declared on HSBC Bank Canada Class 1
shares, a decrease of $10m compared with the same Preferred Shares — Series C and 31.25 cents per share on
quarter last year. The bank declared and paid $160m in Class 1 Preferred Shares — Series D. Dividends will be
dividends on common shares during the first half of 2014, paid on 30 September 2014, to shareholders of record on
a decrease of $20m from the same period in 2013. 15 September 2014.

On 30 June 2014, the bank redeemed its Class 1 Preferred
Shares Series E for cash at par.
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HSBC BANK CANADA

Financial Statements (unaudited)

Consolidated income statement

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
INEEIESE INCOME.....cviieticeecteeeete ettt st n e 484 534 483 967 1,051
INEErESE EXPENSE .....vcveaeeieteeei ettt e 277) (194) (176) (353) (375)
NEL INEErESE INCOME......cueieiieeriee et e seeees 307 340 307 614 676
FEEINCOME ...ttt et es 183 181 172 355 347
FEE EXPENSE ...ttt (23) (27) (17) (40) (47)
NEL FERINCOME....c.eiciiieiciiceee e 160 154 155 315 300
Trading income excluding net interest inCoMe.........c.coveverereeienienee. 32 33 36 68 80
Net interest income on trading activities...........ccoveeveeeneieneneincens 1 12 3 4 22
NEL trading iNCOME .....c.eeviieereeec e e 33 45 39 72 102
Net expense from financial instruments designated at fair vaue....... Q) - )] 3 3
Gains less losses from financial investments 27 15 19 46 50
Other operating iNCOME/(EXPENSE) ......cuceveeruererierieeriereereesesieseeiesienens 13 (23) 14 27 (10)
Total Operating iNCOME.........ccoirirerieerereee e 539 531 532 1,071 1,115
Loan impairment charges and other credit risk provisions................. (27) (84) (26) (53) (140)
NEt OpEr ating INCOME.......c.cueiiriieeieiiririeieerese e 512 447 506 1,018 975
Employee compensation and benefits...........coooeeenniiec s (152) (158) (159) (311) (319)
General and adminiStrative EXPENSES..........ceerereeveeeereree s (111) (96) (104) (215) (191)
Depreciation of property, plant and equipment...........ccccoeerereieneenns 9 8) 8) a7 a7
Amortization and impairment of intangible assets............cccocvvvevenene. (4) (4) (5) (9) (7)
Total Operating EXPENSES. .......ccvrirerueeeirerreeeerere e (276) (266) (276) (552) (529)
OPErating Profit...cccceeererereeeecrreeerr e e 236 181 230 466 446
Share of Profit in @8SSOCIAES. ........covvrveeiirrieieere e 6 1 3 9 5
Profit beforeincome tax eXPeNSe. .......ccovvvveueirnieeee s 242 182 233 475 451
INCOME LAX EXPENSE ...ttt (60) (52) (61) (121) (132)
Profit for the Period..........ccovieiinrecreee e 182 130 172 354 319
Profit attributable to common shareholders........ccoeevveevreeenenicienns 172 113 160 332 284
Profit attributable to preferred shareholders..........cooeeieriinencienns 8 15 9 17 30
Profit attributable to shareholders.........oovoveiveeverieiseee s 180 128 169 349 314
Profit attributable to non-controlling iNterests..........ccoevvvvevrercinneeens 2 2 3 5 5
Average number of common shares outstanding (000'S) ............c...... 498,688 498,668 498,668 498,668 498,668
BasiC earnings per COMMON SNAI€..........covuverevirererereesiersesessssssssssenes $ 035 $ 023 $ 032 $ 067 $ 057

The accompanying notes and the ‘ Risk Management’ and ‘ Capital’ sections within Management’s Discussion and Analysis form an integral part of

these financial statements.
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Consolidated statement of comprehensive income

Profit for the PEriod ........cooeeiirieeerree e

Other comprehensive income/(10ss)

Available-for-sale INVESIMENES .........ccurreerrereerie s
—fair value gaing/(I0SSES) .....coeiveerieirieisie et
—fair value gains transferred to income statement on disposdl ........
— INCOMETAXES......eeeverrrererere e

Cash fIOW REAGES! .......oueeeeceeeee e
—fair value gaiNg/(I0SSES) ...c.vcevveeerieiriiiee e e e
—fair value (gains)/losses transferred to income statement.
—INCOMELAXES ..ot e

Actuarial losses on defined benefit plans’ ..........coooevveeveecvecuereseeennnn.
— DEfOre iINCOMEAXES .....ocveeeieceeeeee e
B LL1® 011 1C0 - (SRS

Other comprehensive (loss)/ income for the period, net of tax .............
Total comprehensiveincome for the period ..........cccoeevennieieien e
Total comprehensive income for the period attributable to:

—SharENOIAENS ... s
—NON-CONLIOHING INTEFESES ....cvevveeeveiricie et

Quarter ended Half-year ended

30 June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
182 130 172 354 319
6 (89) 12 18 (92)

35 (104) 35 70 (72)
(27) (15) (29) (46) (50)
(2) 30 (4) (6) 29
(17) (86) 3 (14) (88)
88 (78) (33) 55 43
(112) (37) 37 (74) (161)
6 29 (2) 5 30

(9) 8 (1) (20) 4
(11) 7 (15) (26) 2
2 1 4 6 2
(20) (167) 4 (16) (176)
162 (37) 176 338 143
160 (39 173 333 138
2 2 3 5 5
162 (37) 176 338 143

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

The accompanying notes and the * Risk Management’ and ‘Capital’ sections within Management’ s Discussion and Analysis forman integral part of

these financial statements.
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HSBC BANK CANADA

Financial Statements (unaudited) (continued)

Consolidated balance sheet

30 June 30June 31 December
2014 2013 2013
Notes $m $m $m
ASSETS
Cash and balances at central DanK ..........cccvevrieieiciseree e 66 66 165
Itemsin the course of collection from other banks ...........cccoeveieiiiiii e, 87 110 107
Trading assets e, 4 6,525 7,522 6,728
DENVAIIVES ....viveieeiiietesiete ettt st ae et eese st e e s te e e se s e sessensenseneeseseenenaenensanens 5 2,139 2,096 2,112
Loans and advanCeS tO DANKS .........cccoveieiieiiieieiees et et 438 456 1,149
Loans and advances to customers ................ 41,549 41,156 40,524
Reverse repurchase agreements — non-trading... 9 6,178 6,989 6,161
Financial investments ...........cccccevvevevenennnns .. 6 19,774 19,841 21,814
OFNEF BSSELS ....viicviieiieteieteetete ettt te e e te st e se st ese e b e b ebeseesesbe e bensesesebeseesensebeseeneetanes 418 892 332
Prepayments and 8CCrued INCOMIE.........cuiviveuiiiriieieereseere et 189 218 206
Customers' liability under acceptances... 5,586 4,785 4,757
Property, plant and equipment............. 132 137 137
Goodwill and iNtanGiblE @SSELS .......ccucirieiriiire et e 65 70 68
LI = 55 = £ R 83,146 84,338 84,260
LIABILITIESAND EQUITY
Liabilities
DEPOSIES DY DAMNKS ..ottt s b 912 728 635
Customer acCoUNtS .......ecveveeereereeeenens 49,329 47,795 50,926
Repurchase agreements —non-trading.................. e 9 2,246 2,562 1,487
Itemsin the course of transmission t0 Other DaNKS ..........ccvvveeeieierece e 219 149 53
LI o [T aTo = o =SSR 7 3,492 4,241 4,396
Financial liabilities designated at fair value .. ... 8 429 428 428
DEriVatiVES ...c.coveeeeeiereececeee e .. 5 1,880 1,737 1,746
Debt securitiesin issue . 10,829 13,240 11,348
[©10= QL= 1 11 =SSP 2,202 2,258 2,338
ACCEPEAINCES. ...ttt h et e bt se e b s h e b e e e be s e h e e st e ne e e e nenrenns 5,586 4,785 4,757
Accruals and deferred income... 499 487 551
Retirement benefit liabilitieS.........ccveiiiieieicireese e 293 295 271
Subordinated [1aDIIITIES .........coeiueiceecccec e e 239 329 239
TOtal HADIHITIES ..cuvcveeceiceceee et s s st e b e be e 78,155 79,034 79,175
Equity
COMMON SNAMES ....oouiiieieiieete ettt sttt sttt e be st e s besae et e e aeesee s e ssetesaesee sensensensentesaens 1,225 1,225 1,225
Preferred shares... 350 946 600
Other reserves ..... 138 101 134
RELAINED BAMMINGS .....eitieieirieiete ittt st b et b e b e e b et b e s et be e ene e 3,078 2,802 2,926
Total SharehOldErS’ EQUILY .....o.eoeeuerieiiieieeeie ettt e e 4,791 5,074 4,885
[NToTg B wlela e 1T aTe T 1 (= = TSR 200 230 200
TOEl EOUILY ettt ettt 4,991 5,304 5,085
Total equity @nd [HBDITTIES ......covveeiiieeieic e e 83,146 84,338 84,260

The accompanying notes and the * Risk Management’ and ‘Capital’ sections within Management’ s Discussion and Analysis forman integral part of

these financial statements.
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Consolidated statement of cash flows

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
Notes $m $m $m $m $m
Cash flows from operating activities
Profit DEFOr@ 18X ....vvveeeeiiiciceeer e 242 182 233 475 451
Adjustmentsfor:
—non-cash itemsincluded in profit beforetax ...........ccoeeveinieincenene 10 48 98 47 95 172
— change in operating assets ........c.ccoceceveeene ... 10 (1,088) 2,048 (772) (1,860) 463
— change in operating liabilities .. ... 10 858 (498) (1,278) (420) 1,720
A PAIT v s (75) (44) (71) (146) (133
Net cash (used in)/from operating actiVities ...........ccoceeererrereicrsesenene (15) 1,786 (1,841) (1,856) 2,673
Cash flowsfrom investing activities
Purchase of financial INVESIMENtS ..........cccooeveiineieniie e (3,974) (4,588) (3,292) (7,265) (8,764)
Proceeds from the sale and maturity of financial investments ................ 3,776 4,630 5,547 9,323 9,242
Purchase of property, plant and equipment (13) 9) (8) (21) (29
Purchase of intangibles ..o (1) — 3) (4) —
Net cash (used in)/from investing actiVities .......c..ccccevervvervierececreee e (212) 33 2,245 2,033 459
Cash flowsfrom financing activities
Dividends paid to shareholders ...........covueeirnneeneccrreeceeeeae (88) (105) (89) a7 (210)
Distributions to non-controlling interests )] ) 3 5) 5)
Redemption of preferred Shares...........coooerrnennieienereseseee e (250) - - (250) -
Net cash used in finanCing aCtiVities ..........ccoevreieieneinineeecese e (340) (107) (92) (432) (215)
Net (decrease)/increasein cash and cash equivalents...........c.ccceeueee. (567) 1,712 312 (255) 2,917
Cash and cash equivalents at the beginning of the period...........cccveeee 2,208 2,958 1,896 1,896 1,753
Cash and cash equivalents at the end of the period...........ccceeeviiicnns 10 1,641 4,670 2,208 1,641 4,670

The accompanying notes and the * Risk Management’ and ‘Capital’ sections within Management’ s Discussion and Analysis 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 half-year ended 30 June 2014

At L JaNUANY ..o
Profit for the period .........cocoeevevniccicneeene

Other comprehensive income (net of tax) ...
Available-for-saleinvestments ....................
Cash flow hedges .......cccovveveneininncnee
Actuarial losses on defined benefit plans ...

Total comprehensive income for the

Dividends paid on common shares...
Dividends paid on preferred shares..............
Distributionsto unit holders............cccceueeee

At 30 JUNE ..o

Other reserves

Consolidated statement of changes in equity for the half-year ended 30 June 2013

At L JaNUANY ....ooveeeeierieniesese e
Profit for the period .........cocoeeeevniccieneeine

Other comprehensive income (net of tax) ...
Available-for-sale investments ...................
Cash flow hedges .......cccovevencinenncce
Actuarial losses on defined benefit plans ....

Total comprehensive income for the
Dividends paid on common shares...............

Dividends paid on preferred shares..............
Distributionsto unit holders............ccccueeeee.

AL 30 JUNE .o

Available- Cash
for-sale flow Total Total Non-
Share  Retained fair value  hedging other shareholders controlling Total
capital earnings reserve reserve  reserves equity interests equity
$m $m $m $m $m $m $m $m
1,825 2,926 35 99 134 4,885 200 5,085
- 349 - - - 349 5 354
- (20 18 (14 4 (16) - (16)
- - 18 - 18 18 - 18
- - - (14) (14) (14) - (14)
- (20 - - - (20 - (20
- 329 18 (14) 4 333 5 338
(250) - - - - (250) - (250)
- (160) - - - (160) - (160)
- a7 - - - 17) - 17)
- - - - - - 5) ®)
1,575 3,078 53 85 138 4,791 200 4,991
Other reserves
Available- Cash
for-sale flow Total Total Non-
Share Retained  fair value  hedging other  shareholders controlling Total
capital earnings reserve reserve reserves equity interests equity
$m $m $m $m $m $m $m $m
2,171 2,694 121 160 281 5,146 230 5,376
- 314 - - - 314 5 319
- 4 (92) (88) (180) (176) - (176)
- - (92) - (92 (92 - (92)
- - - (88) (88) (88) - (88)
- 4 - - - 4 - 4
- 318 (92 (88) (180) 138 5 143
- (180) - - - (180) - (180)
_ (30) _ - - (30) - (30)
- - - - - - ®) ©)
2,171 2,802 29 72 101 5,074 230 5,304

The accompanying notes and the ‘ Risk Management’ and ‘ Capital’ sections within Management’s Discussion and Analysis form an integral part of

these financial statements.
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HSBC BANK CANADA

Notes on Financial Statements (unaudited)

Note Note
1 Basisof preparation.........ccecvevvenenenienenenennns 25 9 Non-trading reverse repurchase and repurchase
2 Summary of significant accounting policies....... 26 20 1= < 101 0] T 29
3 Post-employment benefits........ccoccvvvvniniinininns 26 10 Notes on the statement of cash flows.................. 30
4 Trading @SSELS.......cccovveeeeiresesesesesesese e 26 11 Contingent liabilities, contractual commitments
5 DENVALIVES ..coveveeieeveirceeeceeeee e 27 and QUAraNtEES .......ceeeeeeeeeeeeece s 31
6 Financia investments..........c.ccocevevvrenienenenienne 28 12 Segment analySiS....cccovevirineneninisesesese e 31
7 Trading liabilities......c.ccooveveviieicicececece 29 13 Related party transactions...........ccccceevevevseennenne. 34
8 Financiad liabilities designated at fair value...... 29 14 Fair values of financial instruments............c........ 35
15 Events after the reporting period ..........c.cccvneee. 37
1 Basis of preparation

a

Compliance with International Financial Reporting Standards

HSBC Bank Canada (‘the bank’, ‘we’, ‘our’) is an indirectly wholly-owned subsidiary of HSBC Holdings plc
(*HSBC Holdings'). Throughout these interim unaudited consolidated financial statements (‘financia statements’)
the HSBC Holdings Group is defined as the ‘HSBC Group’ or the ‘Group’. These financia statements should be
read in conjunction with the bank’s 2013 annual consolidated financial statements, which are both prepared in
accordance with International Financial Reporting Standards (‘IFRS') as issued by the International Accounting
Standards Board (‘1ASB’) and Section 308 (4) of the Bank Act.

The financia statements are prepared in accordance with International Accounting Standard (‘IAS') 34 ‘Interim
Financia Reporting'.

Presentation of information

The financia statements are presented in Canadian dollars which is also the bank’s 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 restated to conform with the current period presentation.

From 1 January 2014, HSBC has chosen to present non-trading reverse repurchase and repurchase agreements
separately on the face of the balance sheet. Previously they were presented on an aggregate basis together within
‘Loans and advances to banks', ‘Loans and advances to customers’, ‘ Deposits by banks', and ‘ Customer accounts'.
The separate presentation aligns disclosure of reverse repurchase and repurchase agreements with market practice
and provide more meaningful information in relation to loans and advances. Further explanation is provided in Note
9 on the financial statements. Comparative periods have been presented accordingly. There is no other effect of this
change in presentation.

Use of estimates and assumptions

The preparation of financial information requires the use of estimates and assumptions about future conditions. The
use of available information and the application of judgment 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 judgment is necessarily applied are those which relate to
impairment of loans and advances, and the valuation of financial instruments as described in Note 2 on the
consolidated financia statements of the bank’s Annual Report and Accounts 2013.

Consolidation

The financia statements of the bank comprise the financia statements of the bank and its subsidiaries as at 30 June
2014. The method adopted by the bank to consolidate its subsidiaries is described in Note 1(d) on the consolidated
financial statement of the bank’s Annual Report and Accounts 2013.
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HSBC BANK CANADA

Notes on the Financial Statements (unaudited) (continued)

e Future accounting devel opments

Future accounting developments have been disclosed in Note 1(f) on the consolidated financial statements of the
bank’s Annual Report and Accounts 2013. In February 2014, the International Accounting and Standards Board
tentatively decided that entities are required to adopt IFRS 9 * Financial Instruments’ for annual periods beginning on
or after 1 January 2018.

2 Summary of significant accounting policies
Except as set out below, there have been no significant changes to the accounting policies of the bank from those as
disclosed in Note 2 on the consolidated financial statements of the bank’s Annual Report and Accounts 2013.
IAS 32 — Offsetting
On 1 January 2014, the bank adopted Amendments to IAS 32 ‘Financial Instruments; Presentation’ in connection with
the offsetting of financial assets and financia liabilities. The amendments clarify the requirements for offsetting financia
instruments and address inconsistencies in practice when applying the offsetting criteriain IAS 32. The adoption did not
have amateria effect on the bank’ s financial statements and as a result comparative information was not restated.
3 Post-employment benefits
Included within ‘Employee compensation and benefits are components of net periodic benefit cost related to the bank’s
pension plans and other post-employment benefits, as follows:
Quarter ended Half-year ended
30June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Pension plans — defined benefit.............coeoieiniiiincincisceeeee 5 5 5 10 10
Pension plans— defined contribution .............cccoeereercinennencieseene 8 6 7 15 13
Hesalthcare and other post-employment benefit plans...........ccccccenenee. 3 3 3 6 6
16 14 15 31 29
Actuarial valuations for the bank’s registered defined pension plans are prepared annualy and for non-registered plans
and other retirement compensation arrangements triennially. The most recent actuarial valuations of the registered
defined benefit pension plans for funding purposes were conducted as at 31 December 2013.
4 Trading assets

At 30 June At 30 June At 31 December
2014 2013 2013
$m $m $m
Trading assets:
— Not subject to repledge or resale by counterparties..........coveeeereeeneneesesesesieens 6,231 6,777 6,294
— Which may be repledged or resold by counterparties............ccccovvevnnnesereeneene, 294 745 434
6,525 7,522 6,728
Canadian and provincial government BONAS'.............c.cc.eeeeveeruerecveeieseseseee s 1,449 2,666 2,086
DEDE SECUNTIES ...ttt sttt e b 496 647 442
TOtal AEDE SECUMTIES ... e 1,945 3,313 2,528
BanKers 8CCEPLANCES........c.covriririeiiieie ettt 2,471 2,952 2,848
CUSLOMEY tra0iNg BSSELS. .....veeeveerieieiereee sttt et e e e et se et sbe e enas 1,431 998 876
Treasury and other eligible bills 463 154 467
Trading assets from other Banks..........ccccivveireiciscces e e 164 104 9
EQUITY SBCUNTIES ...ttt e 51 1 -
6,525 7,522 6,728

1 Includes government guaranteed bonds.
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Derivatives

For a detailed description of the type and use of derivatives by the bank, please refer to the bank’s accounting policies
disclosed in Note 2 and Note 11 of the bank’s Annual Report and Accounts 2013.

Fair values of derivatives by product contract type held

At 30 June 2014

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange .........c.cocvvveueevnennnn, 1,161 260 1,421 1,143 63 1,206
INEEreSt rate ....cooeveeeeeeceeirieeeeeeene. 518 144 662 463 155 618
Commodity 56 — 56 56 — 56
Grosstotal fair values .........c.ccccceenn. 1,735 404 2,139 1,662 218 1,880

At 30 June 2013

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange .......cccceveeeveevrienennn, 1,000 280 1,370 1,082 20 1,102
Interest rate .......... 470 211 681 419 171 590
Commodity ......ccevuee. 45 - 45 45 - 45
Grosstotal fair values .........c.cccceenn. 1,605 491 2,096 1,546 191 1,737

At 31 December 2013

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange .........c.covveeevevnnnnnn, 1,077 288 1,365 1,030 93 1,123
Interest rate ......ccooceeveevieniesieseeen, 492 220 712 453 135 588
Commodity 35 - 35 35 - 35
Grosstotal fair values .........c.cccceenen. 1,604 508 2,112 1,518 228 1,746

Trading derivatives

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

At 30 June At30June At 31 December

2014 2013 2013

$m $m $m

FOr@igN EXChANGE ....veueeveeieeesees ettt st e s e eenennens 93,375 70,165 87,334
INEEIESE FBEE ...ttt bbbt et b bt 48,900 38,855 37,745
COMIMOUILY ...ttt se et b e e b et et se et et e e e besb et ebe e enenas 330 463 567
TOtAl AENIVALIVES ..ottt st et b et e b e sa et s beeseesa e sbesrenreans 142,605 109,483 125,646

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.
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HSBC BANK CANADA

Notes on the Financial Statements (unaudited) (continued)

Hedging instruments

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

At 30 June 2014

At 30 June 2013 At 31 December 2013
Cash flow Fair value Cash flow Fair value Cash flow Fair value
hedge hedge hedge hedge hedge hedge
$m $m $m $m $m $m
Interest rate.........coevvereereecennn: 18,896 11,927 23,303 5,591 17,477 9,035
Foreign exchange...........cccc...... 2,978 - 2,629 - 3,116 -
Total derivatives..........ccouee. 21,874 11,927 25,932 5,591 20,593 9,035
Fair value of derivatives designated as fair value hedges
At 30 June 2014 At 30 June 2013 At 31 December 2013
Assets  Liabilities Assets  Liabilities Assets  Liabilities
$m $m $m $m $m $m
INEEIESE FAE ... 18 99 37 71 60 69
Gains or losses arising from the change in fair value of fair value hedges
Quarter ended Half-year ended
30June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Gaing/(losses)
On hedging iNSIIUMENES .......cooiriieiiieecere s (50) 46 (38) (88) 60
On hedged items attributable to the hedged risK .........ccocoerecirinnicnnns 50 (48) 37 87 (62)
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 30 June 2014 At 30 June 2013 At 31 December 2013
Assets Liabilities Assets  Liabilities Assets  Liabilities
$m $m $m $m $m $m
FOreign eXChanNQE........coueeriirieirieeeee et e 259 62 280 20 288 93
INEEIESE FALE ...ttt e 126 56 174 101 160 66
Financial investments
At 30 June At 30 June At 31 December
2014 2013 2013
$m $m $m
Financial investments
— Not subject to repledge or resale by counterparties...........cceeerrreeeeiinecoereneeienenes 18,539 19,425 20,468
— Which may be subject to repledge or resale by counterparties ............coccoeveeerenene. 1,235 416 1,346
19,774 19,841 21,814
Available-for-sale
Canadian and Provincial Government bonds®..............cc.coceveecueeeecuerueeiesieeeneeeeeseeeans 14,650 13,523 16,534
International GOVErNMENE DONAST .........eurerrerierieneisneeseeeesse s sssssssssesns 2,924 2,569 3,248
Debt securities issued by banks and other financial institutions ............c.cccceeeeeiereene 1,474 2,306 1,224
Treasury bills and other €igible bills.........ccooeiveeieice e 723 1,440 799
OUNEN SECUMTIES ....vinieeieeeeeteeeie ettt sttt se e b e et neenas 3 3 9
19,774 19,841 21,814

1 Includes gover nment guaranteed bonds
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Trading liabilities

At 30 June At 30 June At 31 December
2014 2013 2013
$m $m $m
Other liabilities — et Short POSIIONS ......ccceeiieiriiirereeere e 2,634 2,503 3,617
Customer trading llabilitiES .......coevrieieerecse e 655 1,367 442
Trading liabilities due to other banks... 184 339 300
Other debt SECUNTIES IN ISSUE .....oeevirieirieieeee ettt e 19 32 37
3,492 4,241 4,396

Financial liabilities designated at fair value
At 30 June At 30 June At 31 December
2014 2013 2013
$m $m $m
Subordinated AEDENTUIES .........cueuiiiieieiec e 429 428 428

The carrying amount at 30 June 2014 of financial liabilities designated at fair value was $29m higher (30 June 2013:
$28m higher; 31 December 2013: $28m higher) than the contractual amount at maturity. At 30 June 2014, the cumulative
amount of change in fair value attributable to changes in credit risk was $2m gain (30 June 2013: $4m gain; 31 December
2013: $2m gain).

Non-trading reverse repurchase and repurchase agreements

Non-trading reverse repurchase agreements and repurchase agreements which are measured at amortised cost, are
presented as separate lines in the balance sheet. This separate presentation has been adopted effective 1 January 2014 and
comparatives restated accordingly. Previously, non-trading reverse repurchase agreements were included within ‘Loans
and advances to banks' and ‘Loans and advances to customers’ and non-trading repurchase agreements were included
within ‘Deposits by banks' and ‘Customer accounts. The extent to which reverse repos and repos represents loans
to/from customers and banks is set out below.

At 30 June At 30 June At 31 December

2014 2013 2013

$m $m $m

Assets

992 3,199 333

5,186 3,790 5,828

6,178 6,989 6,161

1,132 852 569

1,114 1,710 918

2,246 2,562 1,487
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10 Notes on the statement of cash flows

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Non-cash itemsincluded in profit before tax
Depreciation and amortiZation...........c.ceeeeereeeereneerecneseseseseens 13 8 13 26 17
Share based payment EXPENSE........cvvveererererieere e 3 1 3 6 5
Loan impairment charges and other credit risk provisions........... 27 84 26 53 140
Charge for defined benefit pension plans.........c.coveeernnccneenens 5 5 5 10 10
48 98 47 95 172
Changein operating assets
Change in prepayment and accrued iNCOME..........c.cvervrereeeerenenns 24 9 @) 17 (53)
Change in net trading securities and net derivatives.. (2,438) 601 1,912 (526) 58
Change in loans and advances to CUSIOMEXS .........cceerereeeneenennes (368) 772 (710) (1,078) 1,161
Change in reverse repurchase agreements — non-trading ............. 1,752 202 (1,110) 642 (674)
Changein Other aSSetS.........covvvvvvnieeeee e (58) 464 (857) (915) (29
(1,088) 2,048 (772) (1,860) 463
Changein operating liabilities
Change in accruals and deferred inCOmMe.........ccovvvrveereenreeree v @an (29) (35) (52) (42)
Change in deposits by banks...... 267 (500) 10 277 (428)
Change in customer aCCOUNES .........ccoeerveereeenes (127) 727 (1,470) (1,597) 1,501
Change in repurchase agreements — non-trading ... 209 443 550 759 (466)
Change in debt securitiesinissue.......ccovverveverieennnne 509 (480) (1,028) (519) 1,260
Change in financial liabilities designated et fair value................. (@) (20) 2 1 8)
Change in other liabilities.........occoiiieineieeeeee e 18 (649 693 711 (98)
858 (498) (1,278) (420) 1,720
Cash and cash equivalents
Cash and balances at central bank ..........ccccooeeeeieininincinee, 66 66 71 66 66
Itemsin the course of transmission to other banks, net................ (132) (39) (20) (132) (39)
Loans and advances to banks of one month or less...................... 438 456 1,188 438 456
Reserve repurchase agreements with banks of one month
OF [E5S ..t s 992 3,200 810 992 3,200
T-Bills and certificates of deposits— three monthsor less........... 277 987 159 277 987
1,641 4,670 2,208 1,641 4,670
Interest
INEErESt PAI ... 212 227 161 373 349
INLErESt FECAIVEL ..ot e 512 553 479 991 1,010
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11 Contingent liabilities, contractual commitments and guarantees

12

At 30 June At30June At 31 December
2014 2013 2013
$m $m $m

Guaranteesand other contingent liabilities
Guarantees and irrevocable |etters of credit pledged as collateral security ..........cc.e..... 4,195 3,541 3,940

Commitments

Undrawn formal standby facilities, credit lines and other commitmentsto lend* ........... 36,133 34,679 34,588
Documentary credits and short-term trade-related transaction ..........c.cceceevveevrereeesrenens 567 596 540
36,700 35,275 35,128

1 Based on original contractual maturity.

Legal and regulatory proceedings

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 balance sheet or our
results of operations.

Segment analysis

We manage and report our operations according to our main global lines of business. Information on each businesslineis
included in Management’s Discussion and Analysis and the Annual Report and Accounts 2013. Various estimate and
allocation methodologies are used in the preparation of the global lines of business' financia information. We allocate
expenses directly related to earning revenues to the groups that earned the related revenue. Expenses not directly related
to earning revenue, such as overhead expenses, are alocated to global lines of business using appropriate allocation
formulas. Global lines of business net interest income reflects internal funding charges and credits on the global lines of
business’ 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 creditsis reflected in the Globa Banking and Markets.

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Commercial Banking
Net iNterest iNCOME ......coevvcirieeiereeereee e 165 172 168 333 333
Net feeincome ........... - 81 80 79 160 157
Net trading inCome ......cceevveevvvrieereeeeienene 7 7 6 13 15
Gain less losses from financial investments 16 - - 16 -
Other operating inCOME/(EXPENSE) ......ccovrvrerveurerernnens 3 (35) 6 9 (32)
Total operating iNCOME..........coovuereerirerieeeesisereeeeeneeas 272 224 259 531 473
Loan impairment charges and other credit risk
PrOVISIONS ...ttt (18) (61) (12) (30) (100)
Net operating iNCOME ..........ccoveeervererieneereee e 254 163 247 501 373
Total operating EXPENSES ........covvereverirereereinireseeieenenens (104) (92) (101) (205) (182)
Operating profit .........cccoeeee. 150 71 146 296 191
Share of profit in associates .. 6 1 3 9 5
Profit before income tax expense .........ccccovveeecririneen. 156 72 149 305 196
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Quarter ended Half-year ended
30June 30 June 31 March 30June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m
Global Banking and Markets
Net interest iNCOME ........ccovvveerercreireeeeeenes 46 40 44 90 82
Net fFERINCOME ..o 22 20 24 46 38
Net trading inCOMe .........cceveerenneneeieene 15 25 21 36 62
Gain less losses from financial investments ... 11 13 19 30 46
Other operating iNnCOME.........c.couvervevevererennas 1 - - 1 -
Total operating iNCoOME..........oeveveermrereeeireeeeeeens 95 98 108 203 228
Loan impairment charges and other credit risk
PrOVISIONS ...ttt (2 (2) (1) (3) -
Net operating iNCOME.........ccvririreeuiinireeeeereresieneiens 93 96 107 200 228
Total operating eXPENSES .........ceveermrereerirereeeeenenens (29) (29) (30) (59) (58)
Profit before income tax expense ...........cccccvvevieueenne 64 67 77 141 170
Retail Banking and Wealth Management
Net interest iNCOME ... 104 134 102 206 275
Net feeincome ........ s 57 54 52 109 105
Net trading inCOMe ........ccceveeererenereeenns 3 7 5 8 11
Gain less losses from financial investments - 2 - - 4
Other operating inCome .........cccvveeervenenes 2 4 2 4 7
Total operating iNCoOME.........ccceeererirerieenie e 166 201 161 327 402
Loan impairment charges and other credit risk
PrOVISIONS ..ot (7 (21) (13) (20) (40)
Net operating iNCOME ..........ccoveverererenieereeesee e 159 180 148 307 362
Total operating eXPENSES .........ceveererereeerirereeeeeenens (135) (137) (133) (268) (271)
Profit before income tax expense ...........cccccvvevveueeene 24 43 15 39 91
Other
Net interest expense (8) (6) ()] (25) ()]
Net trading iNCOME ......ccooeiveerieiee e 8 6 7 15 14
Net expense from financial instruments designated at
falr VAU ... (1) - 2 3) 3)
Other operating iNCOME ..........coeereeereeeereeeseeeseenes 7 8 6 13 15
Net operating iNCOME ..........cccvevereierenieereeesee e 6 8 4 10 12
Total operating eXPENSES .........ceveererereeerirereeeeeenens (8) (8) (12) (20) (18)
Loss before income tax eXpense ........c.cceeeeveveeeenencns (2) — (8) (10) (6)
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Other information about the profit/(loss) for the quarter

Commercial
Banking
$m
Quarter ended 30 June 2014
Net operating income: 254
EXTENal ..o 245
Inter-segment 9
Quarter ended 30 June 2013
Net operating income: 163
External ... . 160
Inter-segment 3
Quarter ended 31 March 2014
Net operating income: 247
EXTEIMAD oooveieeereeeeiseieesss sttt ssssssssesens 234
INEEr-SEOMENT ....vecveee ettt 13
Half-year ended 30 June 2014
Net operating income: 501
EXTEIMAD oooveieeereeeeiseieesss sttt ssssssssesens 479
INEEr-SEOMENT ..ottt 22
Half-year ended 30 June 2013
Net operating income: 373
EXCEINE cvoovvveriieiscsiesiies st ssssenses 367
6

Inter-segment
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Global
Banking
and
Markets
$m

93
76
17

9
72
24

107
97
10

200
174
26

228
178
50

Retail
Banking and
Wealth
Management
$m

159
185
(26)

180
207
@7

148
171
(23

307
355
(48)

362
418
(56)

Other
$m

10
10

12
12

Total
$m

512
512

447
447

506
506

1,018
1,018

975
975
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Notes on the Financial Statements (unaudited) (continued)

Satement of balance sheet information

Global Retail
Banking Banking and
Commercial and Wealth
Banking Markets M anagement Other Total
$m $m $m $m $m
At 30 June 2014
Loans and advances to CUSLOMEYS ..........ccceereeereenennenne 16,765 1,482 23,302 - 41,549
Customers' liability under acceptances..........c.ccoeeruenene. 4,809 77 - - 5,586
TOtEl SSELS ..o 29,076 27,040 26,604 426 83,146
CUSLOMEY GCCOUNLES ...ttt 21,014 5,158 23,157 - 49,329
ACCEPLANCES ....coeeveeirieetieeee et 4,809 77 — - 5,586
Total iabilities ......cceereeei e 26,287 25,684 25,758 426 78,155
At 30 June 2013
Loans and advances to CUSLOMESS ..........cccevveveecvereereenen. 15,861 1,252 24,043 — 41,156
Customers' liability under acceptances. 3,933 852 — — 4,785
TOLAl @SSELS ..cuvevereiicreetece ettt er e 27,627 30,620 25,693 308 84,338
CUSLOMEY ACCOUNES ...t 20,255 6,326 21,214 — 47,795
ACCEPLANCES ....coeeveiirieetieeee e e 3,933 852 — — 4,785
Total Habilities ....cccveeeieecceee e 24,676 29,496 24,464 308 79,034
At 31 December 2013
Loans and advances to CUStOMErS ..........ceeererreeeeenenenns 15,881 1,203 23,440 - 40,524
Customers' liability under acceptances...........cccoeeenenne 3,941 816 - - 4,757
TOtAl @SSELS ..ot 29,282 28,107 26,471 400 84,260
Customer accounts ... . 21,986 6,185 22,755 - 50,926
ACCEDLANCES ...t 3,941 816 - - 4,757
Total [1@DIlItIES ... 26,436 26,921 25,418 400 79,175

13 Related party transactions

The amounts detailed bel ow include transactions between the bank and HSBC Holdings plc including other companiesin
the HSBC Group. 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 other companies in the HSBC Holdings Group

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2014 2013 2014 2014 2013
$m $m $m $m $m

Income Statement
INLErESt INCOME ...t 11 13 12 23 30
INEErest EXPENSE ...cevvveeeeeieerieieere s 3 @) ) 5) (18)
Feeincome. . 3 2 4 7 6
FEE EXPENSE ..ot Q) 3 Q) ) 4
Other Operating iNCOME ........c.cerervrveeeerererieeireeieenns 11 13 10 21 24
General and administrative expenses ..........cccveeee. (28) (29) 27) (55) (49)
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14 Fair values of financial instruments

Control framework
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 30 June 2014
Assets
TraOdiNG @SSELS.......eueeeieieire ittt 2,157 4,368 - 6,525
DENVALIVES ..o . - 2,116 23 2,139
Financial investments: available-for-sale 17,109 2,665 - 19,774
Liabilities
Trading li@DIlItIES .......oooeeieee e 2,500 984 8 3,492
Financial liabilities designated at fair value.. - 429 - 429
DENVALIVES ...ttt et st re s - 1,857 23 1,880
At 30 June 2013
Assets
TradiNg @SSELS.....cueiveuirierieie ettt et 3,997 3,525 - 7,522
DENVALIVES ...ttt et - 2,044 52 2,096
Financial investments: available-for-sale .........cccocevevevevececiececiee, 16,928 2,912 1 19,841
Liabilities
Trading liEDilItiES ......c.cveuiireeeeee e e 3,689 543 9 4,241
Financial liabilities designated at fair value.. - 428 - 428
DENVALIVES ...c.cvviiiitieeeeee ettt st - 1,685 52 1,737
At 31 December 2013
Assets
TradiNg @SSELS.....c.evveeveiiirerieiee et et 2,754 3,974 - 6,728
DENVALIVES ...ttt st sa et sne s - 2,078 34 2,112
Financial investments: available-for-sale ..o 19,143 2,671 - 21,814
Liabilities
Trading l1EDIITIES ......coueeeeieceee e e 3,470 917 9 4,396
Financial liabilities designated at fair value.. - 428 - 428
DENVALIVES ...ttt et saenaesne s — 1,712 34 1,746

Non-financial assets measured at fair value include pension plan assets. The majority of pension plan assets are
considered Level 1 with an insignificant amount in Level 2 or Level 3. The fair value of these assets is $523m, (30 June
2013: $432m; 31 December 2013: $486m) which has been recorded as a reduction of the related pension plan obligation.
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Reconciliation of fair value measurementsin Level 3 of the fair value hierarchy

At 1 January 2014........ccoiireeiineeeeee e
Total gains or losses recognized in profit or 10SS...........c......

SEIEMENES ...
TranSfEr QUL ...ccueeeeeieieese et

At 30JUNE20TA........oii

Total gains or losses recognized in profit or loss relating to those assets

and liabilities held at the end of the reporting period ........

At 1 January 2013........ccooirieiereeeeee e

Total gains or losses recognized in profit or 10SS...........c.....
ISSUBS ..ttt sttt b e bbb

Settlements....

LG S = TV | USRS
At30JUNE201L3.......cuoeeeeeeeee e

Total gains or losses recognized in profit or loss relating to those assets

and liabilities held at the end of the reporting period ........

Assets Liabilities
Available- Held
for-sale Derivatives for trading Derivatives
$m $m $m $m
- 34 9 34
- (©) - (€)
— — ) —
- €S) - ()
— 23 8 23
- @) - @)
Available- Held
for-sale Derivatives for trading Derivatives
$m $m $m $m
9 5 49 7
2 49 - 47
- - 15 -
(10) - - -
- (@) (55 (@)
1 52 9 52
- 49 - 47

During the second quarter in 2014 and 2013, there were no significant transfers between Level 1 and 2.

For a detailed description of fair value and the classification of financia instruments by the bank, please refer to the

bank's accounting policies disclosed in Note 2 and Note 24 of the bank's Annual Report and Accounts 2013.

Fair values of financial instruments which are not carried at fair value on the balance sheet

At 30 June 2014 At 30 June 2013 At 31 December 2013
Carrying Carrying Carrying
amount Fair value amount Fair value amount Fair value
$m $m $m $m $m $m
Assets

Loans and advances to banks.................. 438 438 3,656 3,656 1,149 1,149
Loans and advances to customers............ 41,549 41,656 44,946 45,029 40,524 40,592
Reverse repurchase agreements.............. 6,178 6,178 6,989 6,989 6,161 6,161

Liabilities
Deposits by banks.........ccccceeerreeiennninns 912 912 1,579 1,579 635 635
Customer aCCOUNS......ccveerveeereereerereenennes 49,329 49,383 49,505 49,575 50,926 51,001
Repurchase agreements...........c.ccoeveeeenene 2,246 2,246 2,562 2,562 1,487 1,487
Debt securitiesin issue. 10,829 10,988 13,240 13,397 11,348 11,498
Subordinated liahilities...........c.ccccveveneee. 239 235 329 299 239 236

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 of the Annual Report and Accounts 2013.
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15 Events after the reporting period
There have been no material events after the reporting period which would require disclosure or adjustment to the 30 June
2014 financial statements.
These consolidated financial statements were approved by the Audit and Risk Committee on 31 July 2014 and authorized
for issue.
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bank’s preferred shares, subject to approval by
the Board, are:

2014
Record Date Payable Date
15 September 30 September
15 December 31 December
2015
Record Date Payable Date
13 March 31 March
15 June 30 June

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