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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 6,300 offices in over 75 countries and territories in Europe, Asia, North and Latin
America, and the Middle East and North Africa. With assets of US$2,758bn at 31 March 2014, HSBC is one of the world’s
largest banking and financial services organizations.

Headlines

Profit before income tax expense for the quarter ended
31 March 2014 was $233m, a decrease of 13.4%
compared with the same period in 2013 and broadly
unchanged compared with the fourth quarter of 2013.

The cost efficiency ratio was 51.9% for the quarter
ended 31 March 2014 compared with 45.0% for the
same period in 2013.

Total assets were $84.3bn at 31 March 2014 compared

e Profit attributable to common shareholders was with $84.4bn at 31 March 2013.
$160m for the quarter ended 31 March 2014, a e Common equity tier 1 capital ratio was 10.8%, tier 1
decrease of 6.4% compared with the same period in ratio 12.9% and total capital ratio 14.5% at 31 March
2013. 2014 compared with 11.1%, 13.9% and 15.9%
e Return on average common equity was 15.0% for the respectively at 31 March 2013.
quarter ended 31 March 2014 compared with 16.3%
for the same period in 2013.
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HSBC BANK CANADA

Management’s Discussion and Analysis

Financial summary

(in $ millions, except where otherwise stated) Quarter ended
31 March 31 March 31 December
2014 2013 2013
Financial performance for the period ($m)
Total OPErating INCOME......cucviiiiiieitieieie ettt 532 584 524
Profit DEfore iNCoMEe taX EXPENSE .......covveieerierireiree e 233 269 232
Profit attributable to common sharehOlders ..ot 160 171 164
Basic earnings per COMMON SNAE ($).....c.cvvrerreeerreierreerneeeerseserseeeesnese e sesessessens 0.32 0.34 0.33
Financial position at period-end ($m)
Loan and A0VANCES tO CUSLOMETS, ...........oveeeeeeeeeeseesseeseesseseesesssesseessessessessesssessessseesssessesseaees 41,208 42,012 40,524
CUSLOMET BECOUNMES ......vvvevvsesesaeessesessesssssssssssssssssessss s sssss st sss s sss st sas s sss s ss s s st ness 49,456 47,068 50,926
Ratio of customer advances to CUSTOMEr B0COUNESZ.............vveurvesrssesssesssessssssssesssessssessaenes 83.3 89.3 79.6
SharehOlAEr'S’ EQUILY ....covveeeeeiiiriet ettt 4,969 5,218 4,885
Average total shareholders’ equity to average total asSetS” ..........c.rvervverrveereserssesssensaons. 5.8 6.2 6.0
Capital measures
Common equity tier 1 Capital Fatio (%0) .....coeeevererirrreeeereirerereereeese s 10.8 111 11.0
LI B (o X ) TSRO 12.9 139 13.2
TOtal CPITAl FATIO (0) ..veueeereeeeeeeerereet ettt 145 159 15.0
Assets-to-capital multiple... 15.3 141 15.1
Risk-weighted aSSetS (BIM) .....cecveeerrrrceerreeirce e enns 38,466 36,171 36,862
Performance ratios (%)?
Credit coverageratios (%)
Loan impairment charges to total Operating iNCOME..........oeueueirerreereeerreeeeeeseseeeeene 49 9.6 7.4
Loan impairment charges to average gross customer advances® .............oc..evverevrevnens 0.3 0.5 04
Total impairment allowances to impaired loans at period-end®............ccc.cooverveeveereennne. 62.0 50.4 66.4
Return ratios (%)
Return on average common shareholders’ €QUILY ..........oeiecerucreiernennenieecseeeerseseene 15.0 16.3 15.2
Post-tax return on average total ASSELS...........ocveeerreriereirerree s 0.76 0.83 0.76
Pre-tax return on average rsk-weighted aSSetS’..........c..rvvevveevveresesesesssssssssssessssinns 25 3.0 25
Efficiency and revenue mix ratios (%)
COSt EFfICIENCY FELO. ....vveeeereereieieiresi et 51.9 45.0 515
Adjusted cost EffiCIENCY FAH0 .......ccceiiriiirrrrc e 51.7 44.8 51.3
Net interest income to total Operating INCOME............ccirerrreerereerereneeeseese e 57.7 575 60.3
Net fee income to total Operating iNCOME ...........cccieeieiinnneeese e 29.1 25.0 28.8
Net trading income to total Operating INCOME...........ccueirerrreeiereerereree e 7.3 9.8 6.5

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-IFRS financial 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 cal cul 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 1 May 2014, the date that our
unaudited consolidated financial statements and MD&A
for the first quarter of 2014 were approved by the Audit
and Risk Committee of our Board of Directors (‘the
Board').

We prepare our unaudited consolidated financia
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 first quarter ended 31 March 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 bel ow:

Financial position at period-end

These measures are indicators of the stability of the
bank’ s bal ance 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
(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 common shareholders 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 attributable to common shareholders
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
caculated as annualized profit attributable to common
shareholders 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 calculated 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

Net interest income
Net feeincome............
Net trading income

Net expense from financial instruments designated at fair value...................
Gains less losses from financial iNVESIMENtS..........cooureerinririsecnenreeeeeens
Other Operating iNCOME.........cceiririreeieeeeriseseesesesessssesse e ssese e essssesensnens

Total OPErating iNCOME .....c.cviiireereeeeirirese et sese e seens
Loan impairment charges and other credit risk proviSions..........c.cccceceeeevenne.

Net OPErating iINCOIME.......c.cueuiiriririeieeri ettt
Total OPErating EXPENSES.....ccvirereererrerirertesesesseseseseesesesesesessesssesssessssesessssnens

(@707 a0 oo {1 USRS
Share of Profit iN aSSOCIALES.......cccoivrurieirerrie s

Profit before inCome taX EXPENSE..........coverririrueeiirririeee e
INCOME LAX EXPENSE.....evieerreeteeiteeet ettt ettt sre e

Profit fOr tNe PEXiOd. ...

Overview

HSBC Bank Canada reported a profit before income tax
expense of $233m for the first quarter of 2014, a decrease
of $36m, or 13%, compared with the first quarter of 2013
and broadly unchanged compared with the fourth quarter
of 2013.

The decrease in profit before income tax expense
compared with the same quarter last year was primarily
due to lower net interest income from declining loan
balances of the run-off consumer finance portfolio, lower
net trading income from foreign exchange and rates
products, and lower gains less losses from financial
investments from balance sheet management activities.
This was partially offset by lower loan impairment
charges as a result of lower specific alowances for
commercial customers.

Quarter ended

31 March 31 March 31 December

2014 2013 2013

$m $m $m

307 336 316

155 146 151

39 57 34
................................. ) ) 2
................................. 19 35 6
................................. 14 13 19
................................. 532 584 524
................................. (26) (56) (39)
................................. 506 528 485
................................. (276) (263) (270)
................................. 230 265 215
................................. 3 4 17
................................ 233 269 232
................................ (61) (80) (50)
................................ 172 189 182

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

“While broadly unchanged from the fourth quarter of
2013, our profit before tax in the first quarter of 2014 is
solid at $233m. | am encouraged to see more customers
and prospects taking fuller advantage of the unparalleled
global network HSBC offers. Other positive signs of
momentum include increased commercial financing
activity and strong growth in wealth management. As a
priority growth market for HSBC, we will continue to
invest and grow the business to help our customers fulfil
their dreams and ambitions through our connections to
international markets and businesses.”



HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Performance by income and expense item

Net interest income

Net interest income for the first quarter of 2014 was
$307m, a decrease of $29m, or 9%, compared with the
first quarter of 2013 and a decrease of $9m, or 3%,
compared with the fourth quarter of 2013. Net interest
income decreased compared with the same quarter last
year primarily due to declining loan balances of the run-
off consumer finance portfolio as well as a decline in

Net feeincome

Credit faCilitieS.. ..o

Funds under management

ACCOUNE SENVICES ....ouveviieeeetieetetete ettt et st sesae e s e be e be s esesnenenas
CrEdit CANAS ....ouvevieeeeieiesiee ettt ne e aese st e naens

Remittances............
Corporate finance

Immigrant INVESLOr PrOgram..........ccoreueeerninieieeesesesieieese e
Brokerage ComMMISSIONS.......ccuvueeeueeerereesesseseresseseseesesessesssesssessesssessssssssssesenes

INSUrANCE .....ccvveveveiesieeee e

Feeincome

LESS. FEE BXPENSE. ....cuiuerireeeeteririsiseetesesesese st sesese e e tese s e e s s sese e s nseseseenenees
NEL FEEINCOME ...ttt

Net fee income for the first quarter of 2014 was $155m,
an increase of $9m, or 6%, compared with the first quarter
of 2013 and an increase of $4m, or 3%, compared with the
fourth quarter of 2013. The increase in net fee income

Net trading income

Trading @CHIVITIES. ..ot

Net interest from trading activities.....
Hedge ineffectiveness...........ccevuenee.

NE trading INCOME.......ccueuieciireieiir et

Net trading income for the first quarter of 2014 was $39m,
a decrease of $18m, or 32% compared with the first
quarter of 2013, and an increase of $5m, or 15%,
compared with the fourth quarter of 2013. The decreasein
net trading income compared with the same quarter last

personal lending balances. Net interest income in the prior
quarter benefitted from the recovery of interest income on
impaired loans that was not repeated in the first quarter of
2014. Further contributing to the decrease of net interest
income compared with the prior quarter was declining
loan balances of the run-off consumer finance portfolio.

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
................................. 68 63 64
37 33 32
................................. 19 20 20
................................. 14 14 16
8 8 8
8 5 10
................................. 4 8 6
................................. 3 4 3
3 4 3
2 3 3
1 1 1
5 3 7
172 166 173
................................. (17) (20) (22)
................................. 155 146 151

compared with both the same quarter last year and the
prior quarter was primarily due to higher standby fees as
well as higher fees from growth in funds under
management.

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
................................ 33 44 26
3 10 10
3 3 (2)
................................ 39 57 34

year was mainly due to lower customer spreads related to
foreign exchange products and lower trading income
generated by rates products. The increase in net trading
income compared with the prior quarter was primarily due
to trading gains in the hedging portfolios.



Other items of income

Net expense from financial instruments designated at fair value...................

Gains lesslosses from financial investments...........cccceevvveeeiecicenn,
Other operating iNCOME..........cccvvrererereeeenenenes

Other iteMS Of INCOME......c.eovieciieeteee e

Net expense from financial instruments designated at fair
value for the first quarter of 2014 was $2m, marginally
lower compared with the first quarter of 2013 and
unchanged compared with the fourth quarter of 2013.

Gains less losses from financial investments for the
first quarter of 2014 were $19m, a decrease of $16m, or
46%, compared with the first quarter of 2013 and an
increase of $13m compared with the fourth quarter of
2013. The bank realizes gains and losses from financial
investments from disposals of available-for-sale financial
investments driven by balance sheet management

L oan impair ment charges and other credit risk provisions

Individually assessed allOWaNCES.............ceuerreririeieiniee e

Collectively assessed allowances

L0oan impairment Charges............oc et
Other credit risk provisiong/(reversal of ProviSions).........ccovvecererreereeens

Loan impairment charges and other credit risk provisions

Loan impairment charges and other credit risk provisions
for the first quarter of 2014 were $26m, a decrease of
$30m and $13m respectively compared with the first
quarter and the fourth quarter of 2013. The decreases in

Total operating expenses

Employee compensation and benefits..........ooeeionnniiicnnnnececeseeene

Genera and administrative eXpenses........ccoovueeee.
Depreciation of property, plant and equipment..........
Amortization and impairment of intangible assets....

Total OPErating EXPENSES.......cocrvrerieuereerereeieieeesesesiesese et e et sssse e sesseses

Total operating expenses for the first quarter of 2014 were
$276m, an increase of $13m and $6m respectively
compared with the first quarter and the fourth quarter of
2013. The increase in total operating expenses compared
with both the first and fourth quarters last year is

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
................................. ) (©)] )
...... 19 35 6
...... 14 13 19
................................. 31 45 23

activities. The variances from comparative periods are
primarily as a result of the bank’s continuing balance
sheet management activities.

Other operating income for the first quarter of 2014
was $14m, marginaly higher compared with the first
quarter of 2013, and a decrease of $5m, or 26%, compared
with the fourth quarter of 2013. The decrease in other
operating income compared with the prior quarter was
primarily due to a reduction in global support activity
resulting in lower income from other entities within the
HSBC Group.

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
................................. 15 40 31
6 27 15
................................. 21 67 46
................................. 5 (11) (7)
26 56 39

loan impairment charges and other credit risk provisions
compared with the first and fourth quarters last year are
primarily as a result of lower specific alowances for
commercia customers.

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
................................ 159 156 146
...... 104 95 112
...... 8 9 9
...... 5 3 3
................................ 276 263 270

primarily due to our continued investment in our
Regulatory and Financial Crime Compliance function.
The first and fourth quarters last year included a reduction
of incentive compensation accruals of $7m and $4m
respectively.
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Management’s Discussion and Analysis (continued)

Share of profit in associates

Share of profit in associates for the first quarter of 2014
was $3m, marginaly lower compared with the first
quarter of 2013, and a decrease of $14m compared with

Income taxes expense

The effective tax rate in the first quarter of 2014 was
26.5%, compared with 30.0% in the first quarter of 2013
and 21.8% in the fourth quarter of 2013. Income tax
expense in the first quarter 2013 was higher due to an
increase in the bank’s tax provision relating to certain

Movement in financial position

the fourth quarter of 2013. Share of profit in associates
was higher in the fourth quarter due to an increase in
value of the bank’s investment in private equity funds.

defined benefit pension assets resulting in a higher
effective tax rate for the period. Income tax expense in the
fourth quarter of 2013 included various decreases in
estimates resulting in a lower effective tax rate for the
period.

Condensed consolidated balance sheet

ASSETS
Trading assets...
Derivatives..........covveveeeennnns

Loans and advances to banks..........

Loans and advances to customers...................
Reverse repurchase agreements — non-trading ...
Financial investments...........cccvvvreniccicuennnns
Customer’ s liability under acceptances......

OhEr GSSELS .....ecvieeviieeeiteeetee ettt s reea et ne st nnenens

LIABILITIESAND EQUITY
Liabilities

DepositS DY DANKS ........ccuiuiiiiiiccce e
CUSLOMEY BCCOUNES ...ttt
Repurchase agreements — NON-trading.........cccoveereinnnnnciceeseees

Trading ligbilities

DENVALIVES ...ttt et be b b e b et nes
DELE SECUMNTIES TN ISSUB....c.veveieirieirecee et nes

Acceptances

Other [1ahilitIES.......cviciie s
Total HabIlItES ....ucviciciicri s

Equity

Share capital and Other FESEIVES.........cceerirerreeeeres e
REtAINED BAMNINGS.......cuiireeeeieeire ettt e
NON-CONLTOHING INTEIESES......cveveerieieeeereri st es

QI o L1 YRR
Total equity and lHahilitIES.......cccevverereeerierre e

Assets

Total assets at 31 March 2014 were $84.3bn, broadly
unchanged from 31 December 2013. Assets increased due
to higher commercial customer lending which resulted in
a $1.5bn growth in loans and advances to customers as
well as customers liability under acceptances. Further
contributing to the increase in assets was growth of

At 31 March At31March At 31 December

2014 2013 2013

$m $m $m

5,962 6,975 6,728

2,121 1,918 2,112

1,188 837 1,149

41,208 42,012 40,524

7,748 5,896 6,161

19,570 19,972 21,814

5,578 5,092 4,757

........................ 956 1,682 1,015
........................ 84,331 84,384 84,260
........................ 645 1,228 635
........................ 49,456 47,068 50,926
........................ 2,037 2,119 1,487
5471 4,027 4,396
........................ 1,859 1,438 1,746
........................ 10,320 13,720 11,348
5,578 5,092 4,757
........................ 3,796 4,244 3,880
........................ 79,162 78,936 79,175
........................ 1,974 2,447 1,959
........................ 2,995 2,771 2,926
........................ 200 230 200
........................ 5,169 5,448 5,085
........................ 84,331 84,384 84,260

$1.6bn in reverse repurchase agreements. The increase in
assets was broadly offset by a decline of $2.2bn in
financial investments driven by baance sheet
management activities and $0.8bn in trading positions of
government and agency bonds.



Liabilities

Total liabilities at 31 March 2014 were $79.2bn, broadly
unchanged from 31 December 2013. The increases of
$1.1bn in trading liabilities, $0.8bn in acceptances as well
as $0.6bn in repurchase agreements were broadly offset

by decreases of $1.5bn in customer accounts and $1.0bn
in debt securitiesin issue.

Global lines of business

The growth in trading liabilities was primarily due to
higher balances from pending trade settlements and higher
holdings of short position securities. The growth in
acceptances was primarily due to increased commercial
customer lending activity using banker’s acceptances. The
decrease in customer accounts was primarily as a result of
lower commercia account balances. The decrease in debt
securities in issue was primarily due to the maturity of
wholesale funding during the first quarter of 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 (‘SMES’) to publicly quoted companies.

Review of financial performance

NEL INEEIESE INCOME ...ttt

Net feeincome

NEt trading INCOME.......c.iuiiiueiiiiri ettt
Other Operating iINCOIME...........c.cuierirerieieeerires et

Total operating iNCOME .......ccueverirerireeeereseseeeee s
Loan impairment charges and other credit risk provisions...
Net operating income.......
Total operating expenses..
Operating profit.......cccceeeene

Share of Profit iN aSSOCIALES........ccouiirurieirerree s

Profit before inCome taX EXPENSE..........coorurerieeririririeeeeses e

Overview

Profit before income tax expense was $149m for the first
quarter of 2014, an increase of $25m, or 20%, compared
with the first quarter of 2013 and a decrease of $11m, or
7%, compared with the fourth quarter of 2013. The
increase in profit before income tax compared with the
same quarter last year was primarily due to lower specific
loan impairment charges and higher net interest income
from growth in loan balances. In 2014 the HSBC Group
adopted a revised methodology in alocating indirect
expenses of support functions to the global lines of
business which more accurately reflects the utilization of
product support services. The increase in profit before
income tax for the first quarter of 2014 compared with the

Financial performance by income and expense item

Net interest income for the first quarter of 2014 was
$168m, an increase of $7m, or 4% compared with the first
quarter of 2013 and a decrease of $5m, or 3%, compared
with the fourth quarter of 2013. The increase in net
interest income compared with the same quarter last year
was primarily due to growth in loan balances. Net interest
incomein the prior quarter benefitted from the recovery of

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
................................. 168 161 173
79 e 82
................................. 6 8 6
................................. 6 3 6
259 249 267
(12) (39) (29)
247 210 238
(101) (90) (95)
146 120 143
................................. 3 4 17
................................. 149 124 160

same quarter last year was partially offset by higher total
operating expenses primarily as aresult of the adoption of
the revised methodology. Profit before income tax
expense in the fourth quarter of 2013 benefitted from an
increase in value of the bank’'s investment in private
equity funds and higher net interest income from the
recovery of interest income on impaired loans that was not
repeated in the first quarter of 2014. Further contributing
to the decrease in profit before income tax expense
compared with the fourth quarter of 2013 were higher
allocated product support costs as a result of the adoption
of the revised methodology, partialy offset by lower
specific loan impairment charges.

interest income on impaired loans that was not repeated in
the first quarter of 2014.

Net fee income for the first quarter of 2014 was $79m, an
increase of $2m, or 3%, compared with the first quarter of
2013 and a decrease of $3m, or 4% compared with the
fourth quarter of 2013. Net fee income increased
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Management’s Discussion and Analysis (continued)

compared with the same quarter last year primarily due to
higher standby fees. Net fee income decreased compared
with the prior quarter primarily due to lower foreign
exchange transaction volume.

Net trading income for the first quarter of 2014 was $6m,
marginally lower compared with the first quarter of 2013
and broadly unchanged compared with the fourth quarter
of 2013.

Other operating income for the first quarter of 2014 was
$6m, an increase of $3m compared with the first quarter
of 2013 and unchanged compared with the fourth quarter
of 2013. Other operating income in the same quarter last
year included operating losses from an investment
property that was subsequently disposed of .

Loan impairment charges and other credit risk
provisions for the first quarter of 2014 were $12m, a
decrease of $27m and $17m respectively compared with
the first quarter and the fourth quarter of 2013. The
decreases in loan impairment charges and other credit risk

Global Banking and Markets

provisions compared with the prior quarter and same
quarter last year was mainly as a result of lower specific
loan impairment charges.

Total operating expenses for the first quarter of 2014
were $101m, an increase of $11m and $6m respectively
compared with the first quarter and the fourth quarter of
2013. In 2014, the HSBC Group adopted a revised
methodology in allocating indirect expenses of support
functions to the global lines of business which more
accurately reflects the utilization of product support
services. The increase in total operating expenses
compared with 2013 was primarily as a result of the
adoption of the revised methodol ogy.

Share in profit in associates for the first quarter of 2014
was $3m, marginaly lower compared with the first
quarter of 2013 and a decrease of $14m compared with
the fourth quarter of 2013. Share of profit in associates in
the prior quarter benefitted from an increase in value of
the bank’ sinvestment in private equity funds.

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

worldwide.

Review of financial performance

NEL INEENESE INCOME ...voveveieiesieese e ee
NEL FEEINCOME ...ttt
Net trading INCOME......ccoiviieieiiirrieee e

Gains less losses from financial investments.......
Other operating iNCOME..........coeeuereeererereeeenenes
Total OPErating INCOME .......c.viviiiicieieieier e

Loan impairment (charges)/reversals and other credit risk provisions.....

NEL OPErating iNCOME.......cucveveeeiirireeeeeereseeteesese e e sseeseseeesenes

Total OPErating EXPENSES......c.c.vovrerrrrereieriresreeeteeeseseseesesee e sesee e s b nenas

Profit before inCome taX EXPENSE..........corvevieeieerinrriee s

Overview

Profit before income tax expense was $77m for the first
quarter of 2014, a decrease of $26m, or 25%, compared
with the first quarter of 2013 and an increase of $15m, or
24%, compared with the fourth quarter of 2013. Gains less
losses from financial investments are realized as Balance
Sheet Management continues to re-balance the portfolio
for risk management purposes based on the low interest
rate environment. The variances in profit before income
tax compared with both the first and fourth quarters last

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
................................. 44 42 40
................................. 24 18 23
................................. 21 37 17
........ 19 33 6
........ — - 1
........ 108 130 87
(1) 2 1
107 132 88
................................. (30) (29) (26)
................................. 77 103 62

year were primarily driven by the re-balancing of the
financial investments portfolio. Also contributing to the
decrease in profit before income tax expense compared
with the same quarter last year were lower customer
spreads related to foreign exchange products and lower
trading income generated by rates products, notably in
government instruments.



Financial performance by income and expenseitem

Net interest income for the first quarter of 2014 was
$44m, an increase of $2m, or 5% compared with the first
quarter of 2013 and an increase of $4m, or 10%,
compared with the fourth quarter 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 first quarter of 2014 was $24m, an
increase of $6m, or 33%, compared with the first quarter
of 2013 and marginally higher compared with the fourth
quarter of 2013. The increase in net fee income compared
with the same quarter last year was primarily due higher
standby fees.

Net trading income for the first quarter of 2014 was
$21m, a decrease of $16m, or 43%, compared with the
first quarter of 2013 and an increase of $4m, or 24%
compared with the fourth quarter of 2013. The decreasein
net trading income compared with the same quarter last
year was mainly due to lower customer spreads related to
foreign exchange products and lower trading income
generated by rates products, notably in government

Retail Banking and Wealth Management

instruments. The increase in net trading income compared
with the prior quarter was primarily due to trading gains
in the hedging portfolios.

Gains less losses from financial investments for the first
quarter of 2014 was $19m, a decrease of $14m, or 42%,
compared with the first quarter of 2013 and an increase of
$13m compared with the fourth quarter of 2013. Gains
less losses from financia investments are redlized as
Balance Sheet Management continues to re-balance the
portfolio for risk management purposes based on the low
interest rate environment. The variances in gains less
losses from financial investments compared with prior
year periods were primarily due to the reason above.

Total operating expenses for the first quarter of 2014
were $30m, marginaly higher compared with the first
quarter of 2013 and an increase of $4m, or 15%,
compared with the fourth quarter of 2013. Total operating
expenses in the fourth quarter of 2013 included an
adjustment to incentive provisions which reduced
expenses. The increase in total operating expenses
compared with the prior quarter was primarily due to the
incentive provision adjustment.

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

NEL INEErESE INCOME ...vieieeeeeeeirisee e

Net feeincome............
Net trading iNCOME.......coveveereieririrreeeeerreeeeeas
Gains less losses from financial investments.....
Other operating iNCOME..........cccevrvrerereerereenenes
Total operating INCOME .........couviiieieiereereecre s
Loan impairment charges and other credit risk provisions...
Net Operating iNCOME........c.cceurirririiiceereee e
Total operating expenses....

Profit before inCome taX EXPENSE..........covervreeieerenerrere s

Profit beforeincome tax expense

Ongoing Retail Banking and Weath Management business...........c.cccceeuen.

Run-off consumer finance portfolio ......

Profit before income taX EXPENSE.........ccovurureeeererereeeee s sees

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
................................. 102 141 110
...... 52 51 46
...... 5 4 4
...... - 2 -
...... 2 3 2
...... 161 201 162
...... (13) (19) (12)
...... 148 182 151
...... (133) (134) (142)
................................. 15 48 9
Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
................................. 9 18 2
...... 6 30 10
................................. 15 48 9




HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Overview

Profit before income tax expense for the first quarter of
2014 was $15m, a decrease of $33m, or 69%, compared
with first quarter of 2013 and an increase of $6m, or 67%,
compared with the fourth quarter of 2013. Profit before
income tax expense relating to ongoing business
(excluding the run-off consumer finance portfolio) was
$9m, a decrease of $9m, or 50%, compared with the first
quarter of 2013 and an increase of $10m compared with
the fourth quarter of 2014. Profit before income taxes
decreased compared with the same quarter 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. In 2014, the HSBC Group adopted a revised
methodology in alocating indirect expenses of support
functions to the global lines of business which more

Financial performance by income and expenseitem

Net interest income relating to ongoing business for the
first quarter of 2014 was $83m, a decrease of $11m and
$3m respectively compared with the first quarter and
fourth quarter 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, partially offset by a growth in deposit
balances.

Net fee income relating to ongoing business for the first
quarter of 2014 was $51m, marginally higher compared
with the first quarter of 2013 and an increase of $6m, or
13%, compared with the fourth quarter of 2013. In the
fourth quarter of 2013, the bank revised its methodology
in recognizing guarantee fees to more appropriately reflect
the revenue as it is earned which resulted in the deferral of
guarantee fees. The increase in net fee income compared
with the prior quarter was primarily as a result of the
deferral of guarantee feesin the fourth quarter of 2013.

Net trading income relating to ongoing business for the
first quarter of 2014 was $5m, marginally higher
compared with both the first quarter and fourth quarter of
2013.
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accurately reflects the utilization of product support
services. The increase in profit before income tax expense
compared with the fourth quarter of 2013 was primarily as
a result of lower operating expenses following the
adoption of the revised methodology.

Profit before income tax expense relating to the run-
off consumer finance portfolio for the first quarter of 2014
was $6m, a decrease of $24m, or 80%, compared with the
first quarter of 2013 and a decrease of $4m, or 40%,
compared with the fourth quarter of 2013. The decreasein
profit before income tax expense relating to the run-off
consumer finance portfolio was primarily due to lower
interest income from declining loan balances, partialy
offset by lower collective provisions and lower operating
expenses from right sizing of operations.

Loan impairment charges and other credit risk
provisions relating to ongoing business for the first
quarter of 2014 were $7m, a decrease of $2m, or 22%,
compared with the first quarter of 2013 and marginally
higher compared with the fourth quarter 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 first quarter of 2014 were $125m, an increase of $3m,
or 2%, compared with the first quarter of 2013 and a
decrease of $7m, or 5%, compared with the fourth quarter
of 2013. Total operating expenses in the first quarter of
2013 included an adjustment to incentive provisions
which reduced expenses. In 2014, the HSBC Group
adopted a revised methodology in allocating indirect
expenses of support functions to the global lines of
business which more accurately reflects the utilization of
product support services. The decrease in total operating
expenses compared with the prior quarter was primarily
due to the adoption of the revised methodol ogy.



Other

‘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
31 March 31 March 31 December
2014 2013 2013
$m $m $m
NS R L= =S A= o= TR ) (8) @)
INEL trAiNG INCOME......ciiieeieieeriree ettt b bbb b bttt a e 7 8 7
Net expense from financial instruments designated at fair value. ) (©)] )
Other OPEratiNg INCOIMIE........ccuiuiieirieirieieient sttt sttt b b e et be e e se b e b s e s se st e b be e seenebenene 6 7 10
TOtal OPErating INCOME ....c.eeveveeceiiree ettt se s s s sa et se e e s neesesnsenesenansenene 4 4 8
TOtAl OPErALiNG EXPENSES.....c.creetteeeierirertreetesereseseseeaeeseseseebesesesesesbeseseassesbebesese s sesbebsbens st essbesebaneasanas (12) (10) (7)
Profit/(10ss) DEfOre iNCOME taX EXPENSE.......o.cveuiireririeieeere ettt st (8) (6) 1

Summary quarterly performance

Refer to the *Summary quarterly performance’ section of our Annual Report and Accounts 2013 for more information
regarding quarterly trendsin performance for 2013 and 2012.

Summary consolidated income statement

Quarter ended
Mar 31 Dec3l Sep30 Jun30 Mar3l Dec3l Sep30 Jun30
2014 2013 2013 2013 2013 2012 2012 2012
$m $m $m $m $m $m $m $m
Total operating INCOME........c.coirrirececteeeeree s 532 524 522 531 584 526 572 614
Profit for the period...........oceencnereeeeee s 172 182 186 130 189 154 180 201
Profit attributable to common shareholders 160 164 168 113 171 136 162 184
Profit attributable to preferred shareholders............cccovvniicnneee. 9 16 15 15 15 16 15 15
Profit attributable to non-controlling interests...........oovvrececenee 3 2 3 2 3 2 3 2
Basic earnings per COMIMON SNare...........ocoveieccinesnesiseneccnes 0.32 0.33 0.34 0.23 0.34 0.27 0.33 0.37

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 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
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presented in their own separate categories on the face of
the bank’s consolidated balance sheet, which is a more
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 Financial Assets and Financial Liabilities'.
The amendments clarify the requirements for offsetting
financial instruments and address inconsistencies in
practice when applying the offsetting criteria in 1AS 32
‘Financial Instruments: Presentation’. The adoption did
not have a material effect on the bank’s consolidated
financia statements and as a result comparative
information was not restated.



HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

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

Off-balance sheet arrangements

(‘1ASB’) 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 financial 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 31
March 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 31 March
2014 that have materially affected or are reasonably likely
to affect internal control over financial reporting.

Refer to the ‘ Risk management’ section of our Annual 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
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;
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e to both partner with and challenge businesses in
defining and implementing and continually re-
evaluating our risk appetite under actual and scenario
conditions; and

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

Refer to the ‘Risk management’ section of our Annual
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.



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

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 31 March At 31 December
2014 2013
$m $m
Wholesale credit risk exposures
Sovereign
DIBIWN EXPOSUIES.......cveiiitetitesest ettt e bt sese et se et e e b e e e b e e e st neea e et e st b e s e b e e s b e e ns e e b e s en e s enennens 20,392 22,696
DIEFIVALIVES.......voeeeae ettt e bbbt 291 278
UNArawn COMMITMENES. .......oueueueuiirireeteieereresesiesee st e teas b e s e e e b ese b se e se b e bt eaese e s ebebene e s neebenas 31 17
Other off-DalanCe SNEEL EXPOSUIES.........cccveuiirireeteieiei st sse st ses e sessesese e sessssesesesenesenes 73 -
20,787 22,991
Banks
DIBIWN EXPOSUIES.......cvirieiiteteteiest ettt sae bbbt et se etttk et e b e e st st e st st e b et e st b et s b et sb e et et ebentenennene 2,849 3,275
Derivatives 2,392 2,409
REPUrChase type tranNSACHiONS..........ccueiiiriiirice ettt 15 16
Other off-DalanCe SNEEL EXPOSUIES.........cvcueerierirerieieiee sttt 515 469
5,771 6,169
Corporate
DIGWN EXPOSUIES........evuiaieeeeetestiteseesesesesesesssseseseatse st esebese e s sesbebeseae s ne e b e s es et se b e b b eae e e s ebebenene s neerenas 27,791 26,511
Undrawn commitments.. 11,627 11,703
DIEIVELIVES ...ttt et b et ne e s et ne bbbt e e b e r s 1,340 1,278
ReEPUrChase type tranNSACHiONS..........ccuiuiiriiiici ettt 235 133
Other off-DalanCe SNEEL EXPOSUIES.........ovcueuiierireririeiee sttt 3,015 2,950
44,008 42,575
Total wholesale Credit FiSK EXPOSUIES.........c.c.tririrreueiiierteerieeeieesess st b bbb s se s ee et se s e b se e e ees 70,566 71,735
Retail credit risk exposures
RESIAENTIAl MOMGAIES. ... vttt bbbttt 17,357 17,347
HOME eqUItY [INES OF CrEOit.........cviiiieeieeier et 4,866 4,916
Other Personal 108N FACHlITIES..........cceiirirrieee et sa et 2.630 2,600
CFEAIT CAMOS ...ttt h et se bbbt s e R bRt et e b b et s se b b e e s nnerenenen 1,075 1,075
Personal unsecured revolving loan facilities... 1,042 1,060
Run-off consumer finance 10an POrtfOli0 .........oceeerrrieicirree s 630 670
Other small to medium enterprises [0an faCilItieS.........ccviiciiic s 577 624
Total retail Credit riSk EXPOSUIES..........ccueiiririeieeiee sttt se sttt e e bbbt e st ebe e e nsnbenan 28,177 28,292
Total wholesale and retail credit risk exposures. 98,743 100,027

Credit Quality of Financial Assets

The overal credit quality at 31 March 2014 improved
compared with the position a 31 December 2013
primarily driven by the wholesale portfolio due to
refocussing the business on high quality relationships and
a more selective risk appetite. The improvement resulted
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in lower specific loan impairment charges, notably with
commercial customers. In addition contributing to the
improvement in credit quality was our retail portfolio
primarily as a result of the continued run-off of the
consumer finance portfolio.



HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Impairment allowances and provision for credit losses
Impairment allowances

At 31 March At 31 December
2014 2013
$m $m

Gross loans and advances to customers
Individually assessed impaired [0ans and a0VaNCES (A) .....ccovevvveeeeirerreeieeeiresessesssesesesesssesssessssssssesesessesssesssenens 463 445
Collectively assessed 10anS and a0VANCES (B) ......vveverererirerrereriieriresiesssesssessssssesssessssssesssssessssssesssensssssesssessssssssesesenes 41,091 41,442
- IMpaired 108NS N0 BOVANCES.........o.cueuiiiririeieieeriees ettt b bbbt se bbbt s b bebenan 95 101
- NON-iMPaired 108NS N0 A0VANCES .......cvivrirueueriiriresiesereesessseeteseesessseesesesesssestesesessssssssesesesssessesesenssessssesesenes 40,996 40,341
Total gross|oans and advanCeS t0 CUSIOMENS (C) ......cueuiirirerurueeeriresieieiesesesisas e sess et e se bbb e s sssbenann 41,554 40,887
L eSS imPairMENt allOWANCES (C) «..vervverrueireririeieertessesieieeese et e sese st e e bbb be st e b s b e b e se e s se st e b e b e e seebebebebenssenas 346 363
= INCIVIAUAITY GSSESSEO (@) .. vevereerrreerereiressseetesesesesestssesesesesessesssesesessssesesesesessssesesasessssssesesesessssssesesensssssssesesenes 145 157
= COlIECHIVE]Y @SSESSEU (D) ....vveuieirieteieenest sttt a bbbttt b et se bbbt b bbbt st b bt 201 206
Net 10aNS aNd A0VANCES T CUSLOITIEY'S .......c.ciurureeteuiiereseetestesesessesesess e s ss s b bt e s saebese e e se st seseaeseseebesebenesenas 41,208 40,524
Individually assessed impaired loans and advances coverage - (a) as a percentage of (A) .....cocovreevererrerieienenens 31.3% 35.3%
Collectively assessed loans and advances coverage - (b) as apercentage of (B) .....ccccovvvveereeieneresseerssesesieeneens 0.5% 0.5%
Total loans and advances coverage - (C) as apercentage Of (C) ......orcerrerririreneneririsie et 0.8% 0.9%

Movement in impairment allowances and provision for credit losses

Opening balance at the beginning of the period............cccoovreennnneeicrene e
Movement
Loans and advances written off net of recoveries of previously written off
BIMOUNES......eeieieeetetetetetses sttt bttt ss s ss sttt e s s e s ss e e s st b st b e s sesesnsene
Charge/(release) t0 iNCOME SALEMENL...........cviirireeieerei et
Interest recognized on impaired |0ans and advancCes ............cooveeenerrereeeeenenes

Closing balance at the end of the Period...........ccoreiinnnrrer s

Movement in impairment allowances and provision for credit losses

Opening balance at the beginning of the period...........cccoevreeiernvccccerer s
Movement
Loans and advances written off net of recoveries of previously written off
BIMOUNES ...ttt
Charge/(release) t0 iNCOME SALEMENL...........ceerireerrieieererer et
Interest recognized on impaired loans and adVanCes ...

Closing balance at the end of the Period...........c.ccceeinicie e
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Quarter ended 31 March 2014

Customers Customers Provision
individually collectively for credit
assessed assessed losses Total
$m $m $m $m
157 206 61 424
(23) (11) - (34)
15 6 5 26
4 - 4)
145 201 66 412
Quarter ended 31 March 2013
Customers Customers Provision
individually collectively for credit
assessed d losses Total
$m $m $m $m
202 217 80 499
(45) (30) - (75)
40 27 (11) 56
5 - - 5
192 214 69 475




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

The objective of our liquidity and funding management
strategy is to ensure that al foreseeable funding
commitments, including deposit withdrawals, can be met

Advancesto corefunding ratio
The bank emphasizes the importance of core current
accounts and savings accounts as a source of funds to
finance lending to customers, and discourages reliance on
short-term professional funding.

The advances to core funding ratio describes |oans and
advances to customers as a percentage of the total of core

Advances to core funding ratio

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.

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
generally means that the bank’s measure of advances to
core funding is more restrictive than that which could be
inferred from the published financial statements.

Quarter ended
31 March 31 December
2014 2013
% %
ENA OF PEITOM. ... bbb bbb 99 93
Maximum 99 95
Minimum 93 93
Fa NV 1= o U 96 94

Liquid Assets

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

Estimated liquidity value

Any unencumbered asset held as a consegquence 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. All assets held
within the liquid asset portfolio are unencumbered.

At 31 March At 31 December
2014 2013

$m $m

16,601 17,955

3,389 3,960

19,990 21,915

1 Includes debt securities of central governments, central banks, supranationals and multilateral development banks.
2 Includes debt securities of local and regional governments, public sector entities and secured covered bonds.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

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
(including intergroup transactions) and short positions.

Cash flows within three months

These contractua cash inflows and outflows should be
considered alongside the level of liquid assets and are
treated as such in our internal liquidity stress testing.

At 31March At 31 December

2014 2013

$m $m

Interbank and intra-Group 10aNS @Nd AEPOSITS.........c.oiiieiiieiirii bbb 220 855
Reverse repurchase transactions, repurchase transactions and outright short positions (including intra-

GFOUPD) 1.ttt bbb bbb bbbt 1,488 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

At31March At 31 December
2014 2013
$m $m
Commitments to conduits

TOMAI HINES.....eeieeieeeeeeee ettt ettt sttt se et e b et e ae st e b e e et et e b e b esesaesseaese et ensebensebe s eneseeneeterenreneaee 1,035 1,035
Largest iNdiVIAUB TINES..........cccoiiiiiiicr e 765 765

Commitments to customers
FIVE TBIGESE ...ttt sttt bbbt e bbbt e R ettt bbbttt 1,746 1,553
LargESt MAIKEL SECLON .......cueieeeieeeieie sttt b bbbt ee s 3,772 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 aso access professional markets in order to
maintain a presence in loca 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

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

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

Refer to the * Risk management’ section of our Annual
Report and Accounts 2013 for a discussion of how the

Summary VaR information

bank manages market risk as well as a more in depth
explanation of our market risk measures.

Valueat Risk (‘VaR’)

VaR is a technique that estimates the potential losses that
could occur on risk positions as a result of movements in
market rates and prices over a specified time horizon and
to 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 atemporary widening in

credit spreads effecting credit VaR.
Quarter ended
31 March 31 December
2014 2013
$m $m
10
10
8
12

Q1 2013 Q22013

Q32013 Q42013 Q12014

Area of special interest: Exposures to core and peripheral eurozone countries

Our exposure to core and peripheral eurozone countries
remains within the bank’s overall risk appetite. Exposures
to peripheral eurozone countries increased by $22m to

$177m compared with the position at 31 December 2013,
of which $86m, or 48.6%, is held with other HSBC Group
affiliates.



HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Exposures to core and peripheral eurozone countries

At 31 March 2014 At 31 December 2013
Financial Financia
institutions Sovereign Total institutions' Sovereign Total
$m $m $m $m $m $m
Core countries
402 345 747 205 326 531
114 322 436 258 215 473
516 667 1,183 463 541 1,004
123 - 123 60 - 60
47 - 47 86 - 86
6 - 6 6 - 6
1 = 1 3 — 3
177 — 177 155 — 155
693 667 1,360 618 541 1,159

1 Exposures with financial institutions include exposures with other HSBC Group affiliates of $3m in Germany, $29m in France, $59m in Italy,
$26min Spain and $1min Greece (31 December 2013: $3min Germany, $29min France, $64min Spain and $3min Greece).

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

Capital

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

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 Annua Report and
Accounts 2013 for a discussion of how the bank manages
its capital.

Regulatory capital and capital ratios in the tables
below, with exception of the assets-to-capital multiple,
are presented under a Basel IIl ‘al-in" basis, which
applies Basel 111 regulatory adjustments from 1 January

Regulatory capital ratios
Actual regulatory capital ratios and capital limits

Actual regulatory capital ratios

Common equity tier 1 capital Fatio........cocoreeererererieeerreseeee e

Tier 1 capital ratio

Total CaPItAl FAIO....cuceeeeeereeeeeeeceer e
Assets-to-capital MUITIPIE.......ccoveeeeiirre e

Required regulatory capital limits

Minimum Common equity tier 1 capital ratio..........cccovererueieierenirerneienens

Minimum Tier 1 capital ratio*

Minimum Total capital ratio.........cccoeerirerueiinenrinee e
1 TheminimumTier 1 capital ratio limit is effective from 1 January 2014.

2013, however phases out of non-qualifying capital
instruments over 10 years starting 1 January 2013. The
assets-to-capital multiple is presented under a Basel |11
‘transitional’ basis, which phases in Basel |11 regulatory
adjustments over 4 years starting 1 January 2014 and
phases out of non-qualifying capital instruments over 10
years starting 1 January 2013.

The bank remained within its required regulatory
capital limits during the quarter ended 31 March 2014.

31 March 31 December

2014 2013

.............................................................. 10.8% 11.0%
12.9% 13.2%
.............................................................. 14.5% 15.0%
.............................................................. 15.3x 15.1x
.............................................................. 7.0% 7.0%
8.5% 8.5%
.............................................................. 10.5% 10.5%



Regulatory capital

Regulatory capital and risk weighted assets
31 March 31 December

2014 2013

$m $m

I 0= PSPPSR 4,950 4,857
Common equity tIEr 1 CAPITAL..........cccieieiiiii bbb 4,150 4,057
GrOSS COMIMON EOUILY .......oeoeeeceeeeeeeese et ese st s st e s st s s s s s s s s s s s s s s s s s s sess s sessees 4,369 4,285
REGUILOTY AOJUSIMENES ........oiiiiciciciieits ettt (219 (228)
Additional tier 1 ligible CAPITAI® ...........ooveeveeeeeeceee ettt ss st seas 800 800
Tier 2 capital® 616 677
Total capital available for reguIGory PUIMPOSES ..........cueueuriiiririitecieieeee sttt 5,566 5,534
TOtal FISK-WEIGNTEA @SSELS.......ceireeireeieeiirtrisieeeese et esese st e s st ses s e se e e s sesese e e se st esesese e se et esesenesensnsesesenennsssansennnens 38,466 36,862

1 Includes common share capital, retained earnings and accumulated other comprehensive income.
2 Includes directly issued capital instruments and instruments issued by subsidiaries 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 1 May 2014
Number of
Dividend or issued shares
distribution and securities  Carrying value

$ per share or

security Thousands $m

COMMON SNAIES.......cueviuiiteiitee ettt et sb et ae e b e et et ese s b esssaesssseasebessebessesessesssaesesseseetennebesesesseneas 498,668 1,225
Preferred Shares— Class 1

ClBSS L, SENES C ...ttt ettt b ettt et et e s e aesseassaese et eneebeneeaesnenean 0.31875 7,000 175

ClESS L, SEMES D ..ottt bbbt s s b s b s s s s 0.3125 7,000 175

ClBSS 1, SEITES E.vvveeieeeecectete ettt ettt ettt s st ettt et s s s sttt bt snanas 0.4125 10,000 250

600

HSBC HATS™ - SEES 20152 ... seeeeeee s se e ese s ees s e e se s s s s ss e enans 25.75 200

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

During the first quarter of 2014, the bank declared and Preferred Shares — Series C, 31.25 cents per share on

paid $80m in dividends on HSBC Bank Canada common Class 1 Preferred Shares — Series D and 41.25 cents per

shares, a decrease of $10m compared with the same share on Class 1 Preferred Shares — Series E. Dividends

quarter last year. will be paid on 30 June 2014, for shareholders of record
on 13 June 2014.

Regular quarterly dividends of 31.875 cents per share
have been declared on HSBC Bank Canada Class 1
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Financial Statements (unaudited)

Consolidated income statement

INEEIESE INCOMIE 1.ttt ettt et e b e e st e st e sb et e sbeesaese e st e st e sresbeesaeneenee
INTEIEST EXPEISE ...ttt et r e e
NEE INEEIEST INCOME ... viiiticie ettt ettt e et e et e seetesaeresseneenen
FBE INCOME ...ttt s et et et b e e e s e e s e e e s e te e enesbe e atenenens
FBE BXPIBINSE ...ttt b Rt nr e
INEL BB INCOIME. ... ittt st se et e s beebeesaeneesb e b e tesbeaneanaens
Trading income excluding net iNterest INCOME .........oeieiiiiieiiee e
Net interest income 0N trading aCtIVILIES. .......ccvevierieiieiicre e
NEE trading INCOME ....voviiieiiie ettt ettt ss e s eteseesesaeresseneenen
Net expense from financial instruments designated at fair value ............ccccoveeeinncccnnnen
Gains less losses from financial INVESTMENTS ..........ccccviiiiiiiiciciiee e
Other OPErating INCOME ......c.iuiiirieieiteieeie ettt ettt b bbb se b e eeean
Total OPErating iINCOIME .......ccoiviiiiiiiriiciei bbbt
Loan impairment charges and other credit risk provisSions............ccccvveiiniiicnnneeeee
NEt OPEIAtiNG INCOME. .....viviriiicieiei sttt bbbt
Employee compensation and Denefits...........coooviiiiiiiinicc e
General and adminiStrative EXPENSES .......cviuiriiirierieesie ettt ettt e
Depreciation of property, plant and eqUIPMENt............coviiiiiiiiiiee e
Amortization and impairment of intangible aSSets...........ccveerrrciiininc e
Total OPErating EXPENSES .....c.vviveririririettiii ettt ettt b ettt bbbttt eb et b et
OPEIAtING PrOFIt. ..ot bbb
Share of Profit iN @SSOCIALES ........coviiieiieeeie e e
Profit DEFOIE TAX...c.viiiiiiiciicice ettt ae e
INCOME TAX EXPEINSE .....evteiieeteteeseeteie ettt ettt bbbt s ettt s e bbb b et b ettt et b e st b bebans
Profit for the PEriod..........ccooiiiiiiii e
Profit attributable to common Shareholders ............cooveiiiiciiicicece s
Profit attributable to preferred shareholders...

Profit attributable to shareholders..............
Profit attributable to NON-controlling INTErEStS .........ccoiiieiriire e
Average number of common shares outstanding (0007S).........ccevererrriereiine e
Basic €arnings per COMMON SNANE.........curiirerieiiteirieiet ettt e e

Quarter ended

31 March 31 March 31 December
2014 2013 2013
Notes $m $m $m
483 517 503
(176) (181) (187)

307 336 316

172 166 173
(17) (20) (22)

155 146 151

36 47 24

3 10 10

39 57 34

2 3 2

19 35 6

14 13 19

532 584 524

(26) (56) (39)

506 528 485

3 (159) (156) (146)
(104) (95) (112)

®) ©) )

(5) ©)] 3)

(276) (263) (270)

230 265 215

3 4 17

233 269 232

(61) (80) (50)

172 189 182

160 171 164

9 15 16

169 186 180

3 3 2
498,668 498,668 498,668
$ 0.32 $ 0.34 $ 0.33

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

Quarter ended

31 March 31 March 31 December
2014 2013 2013
$m $m $m
Profit fOr the PEIIOU .........cuiiei bbbt 172 189 182
Other comprehensive income
Available-for-sale INVESIMENS® ...............ccuerveeeiieveeceeceectee et 12 3) 5
BT LAY LT LI T TSROSO 35 33 11
— fair value gains transferred to income statement on disSpoSal...........ccccoeovrieirnnncciniccceae (19) (35) (6)
— INCOMIE TAXES ...ttt etk b et e b btk b bbb e b e b e e b et e b e bkt ee e b e b et e b e be e e b b ne s (4) 1) -
CaSh FIOW HEUAGES® ..ottt ettt ene s 3 (2) 16
— aIr VAIUE GAINS/(J0SSES) ....vcviteieetiiteiete ettt ettt b ettt b e sb e (33) 121 30
— fair value (gains)/losses transferred to iINCOMe StateMENt............ccocovierirenieiineise e 37 (124) 8)
— INCOMIE TAXES ... veveuveseteseete st ese et et e st e et es e teseesesbe e s tes e s e s es e eteseesesbe e ese b se s erenbe e enesteseesensenens (1) 1 (6)
Actuarial losses on defined benefit PIANS?................c.ovvecuecicveeeeeeeeeeeeceeee e, (11) (4) (11)
— DEFOrE INCOME TAXES ... evveviietieie ettt ettt b e et e e ss s e te e etesae e e senannens (15) 5) (15)
— INCOMIE TAXES ...ttt etk b et e b btk b bbb e b e b e e b et e b e bkt ee e b e b et e b e be e e b b ne s 4 1 4
Other comprehensive income/(expense) for the period, net Of taX.........ccoceceveireneiniineeeeea 4 9) 10
Total comprehensive income for the PEriOd.............c.eiiiiiiiric e 176 180 192
Total comprehensive income for the period attributable to:
= SNAFENOIAETS. ...t et bbbttt ebe s 173 177 190
= NON-CONTIOIIING INTEIESES ... .cviveieie et b et seere e s 3 3 2
176 180 192

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 form an integral part

of these financial statements.

21




HSBC BANK CANADA

Financial Statements (unaudited) (continued)

Consolidated balance sheet

ASSETS

Cash and balances at central

DANK 1o

Items in the course of collection from other banks ...........ccccoveveviiiiiiciii e

Trading assets
Derivatives ........c.cccccevnnnee.

Loans and advances t0 DANKS ...........cocvviiiiiiiieiicicieiee e

Loans and advances to custo

L=

Reverse repurchase agreements — NON-trading...........coeoirreiierininsieennseee s

Financial investments
Other assets ......ccoceeervreennn.

Prepayments and aCCrUed INCOME ...........cueiririiiriiiieietet et

Customers’ liability under acceptances...
Property, plant and equipment..

Goodwill and INtaNGIDIE ASSELS .......vcuerveiieieiei e

Total assets ........cccocvevereennnn

LIABILITIES AND EQUITY

Liabilities

Deposits by banks ...............
Customer accounts ..............
Repurchase agreements — nol

n-trading .......ccceeue.

Items in the course of transmission to other banks .............ccccveveviiiiicicicce e

Trading liabilities ................

Financial liabilities designated at fair value ..

Derivatives .........ccccvevennane.
Debt securities in issue .
Other liabilities ...................
Acceptances..........coceueeeennn.

Accruals and deferred income ..

Retirement benefit liabilities
Subordinated liabilities .......

Total liabilities ...........cccve...
Equity

Common shares ..................
Preferred shares....

Other reserves .....
Retained earnings ...............

Total shareholders’ equity ..
Non-controlling interests ....

Total equity .....cccovveririnns
Total equity and liabilities ..

Notes

31 March 31 March 31 December
2014 2013 2013
$m $m $m
71 62 165
104 135 107
5,962 6,975 6,728
2,121 1,918 2,112
1,188 837 1,149
41,208 42,012 40,524
7,748 5,896 6,161
19,570 19,972 21,814
368 1,049 332
213 227 206
5,578 5,092 4,757
134 138 137
66 71 68
84,331 84,384 84,260
645 1,228 635
49,456 47,068 50,926
2,037 2,119 1,487
124 69 53
5,471 4,027 4,396
430 438 428
1,859 1,438 1,746
10,320 13,720 11,348
2,203 2,587 2,338
5,578 5,092 4,757
516 516 551
284 308 271
239 326 239
79,162 78,936 79,175
1,225 1,225 1,225
600 946 600
149 276 134
2,995 2,771 2,926
4,969 5,218 4,885
200 230 200
5,169 5,448 5,085
84,331 84,384 84,260

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 cash flows

Notes
Cash flows from operating activities
Profit DEFOIE 18X ....vovviiicccccee e
Adjustments for:
—non-cash items included in profit Before taX ... 10
— change in operating assets ..........ccccoeeune ... 10
— change in operating liabilities .. ... 10
= AX PAIA, NEL oottt et n e
Net cash from/(used in) operating aCtIVILIES .........cccoeieiiriiiinierrere e e

Cash flows from investing activities

Purchase of financial INVESIMENTS ..........cooiiiiiiie s
Proceeds from the sale and maturity of financial iINVeStMENts ..........cccccocevvvvveinveieserisenns
Purchase of property, plant and eqUIPMENt ............cccoiiiiiiiiinee e
Purchase of INtangible SSELS ........ccoioiiiriiii i s

Net cash from/(used in) iNVEStiNG ACHIVITIES .......ccceiveerieiiiiice e

Cash flows from financing activities

Dividends paid to ShareNOIAErS ...........oiiiiiririiic e
Distributions to NON-CONtrolling INTErEStS........co.ciieiiiiiieiree e
Purchase of preferred shares
Subordinated liabilities rePaid ...

Net cash used in finanCiNG aCHIVILIES .........ccooiiiiiirieeee e

Net increase/(decrease) in cash and cash eqUIVAIENTS ............ccocerirriieninniceneee
Cash and cash equivalents at the beginning of the period...........c.ccovevirinciininccnes

Cash and cash equivalents at the end of the period............cccoceeeinriiicinncci e 10

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
233 269 232
47 74 68
(772) (1,585) 561
(1,278) 2,218 (1,324)
(71) (89) (45)
(1,841) 887 (508)
(3,291) (4,960) (3,131)
5,547 5,396 2,497
8) (10) (1)
3) - (11)
2,245 426 (652)
(89) (105) (106)
3) 3 2
- - (419)
- - (85)
(92) (108) (612)
312 1,205 1,772)
1,896 1,753 3,668
2,208 2,958 1,896

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

Financial Statements (unaudited) (continued)

Consolidated statement of changes in equity for the three months ended 31 March 2014

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
AL L JANUAIY ..o 1,825 2,926 35 99 134 4,885 200 5,085
Profit for the period ..........cccovevviiiiicinnne - 169 - - - 169 3 172
Other comprehensive income (net of tax) ... - (11) 12 3 15 4 - 4
Available-for-sale investments ................... - - 12 - 12 12 - 12
Cash flow hedges .......c.ccceeevreiiiniiinees - - - 3 3 3 - 3
Actuarial losses on defined benefit plans ... - (11) — — - (11) - (11)
Total comprehensive income for the
PEFIOM ..o - 158 12 3 15 173 3 176
Dividends paid on common shares............... - (80) - - - (80) - (80)
Dividends paid on preferred shares.............. - 9) - - - 9) - 9)
Distributions to unit holders...........c.cc.cccueue. - - - - - - (3) (3)
At 31 March ... 1,825 2,995 47 102 149 4,969 200 5,169
Consolidated statement of changes in equity for the three months ended 31 March 2013
Other reserves
Auvailable- Cash
for-sale flow Total Total Non-
Share Retained  fairvalue  hedging other  shareholders”  controlling Total
capital earnings reserve reserve reserves equity interests equity
$m $m $m $m $m $m $m $m
AL L JANUAIY ..o 2,171 2,694 121 160 281 5,146 230 5,376
Profit for the period ..........cccovvviiniicninne - 186 - - - 186 3 189
Other comprehensive income (net of tax) ... - (4) (3) (2) (5) (9) - (9)
Available-for-sale investments - - 3) - 3) 3) - (3)
Cash flow hedges .......ccccceeevvreiiiniiiicen - - - 2) 2 2 - (2)
Actuarial losses on defined benefit plans ... - (4) — — - (4) - (4)
Total comprehensive income for the 182
PEFIOM ..o - ?3) 2) 5) 177 3 180
Dividends paid on common shares............... - (90) - - - (90) - (90)
Dividends paid on preferred shares.............. - (15) — — - (15) - (15)
Distributions to unit holders...........cc.c.cccueuee. - - - - - - (3) (3)
At 31 March ... 2,171 2,771 118 158 276 5,218 230 5,448

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 Basis of preparation........cccceeeevvevieiieiieiisinenennnn 25 9 Non-trading reverse repurchase and repurchase
2 Summary of significant accounting policies....... 26 AGrEEMENTS ..eveviiieiieieeee s 29
3 Employee compensation and benefits ............... 26 10 Notes on the statement of cash flows.................. 30
4 Trading @SSELS.....coevververieieieieieeeeeee e 26 11 Contingent liabilities, contractual commitments
5 DENVALIVES ..oveveviiesieciecieseee e 27 and QUAraNtees .......cccevveeeeeeeeeeeeeeeeeeeeenas 31
6 Financial iINVEStMENtS.......cccceverererieiccene 28 12 Segment analysis .......cccooereerieieerieieieeieieeeeeeas 31
7 Trading liabilities ........cccccoveveviieieececne 29 13 Related party transactions...........ccccoeeeverervernennn 33
8 Financial liabilities designated at fair value ...... 29 14 Fair values of financial instruments...........ccccc..... 34
15 Events after the reporting period ..........c.ccccevenee. 36
1 Basis of preparation

a

Compliance with International Financial Reporting Standards

HSBC Bank Canada (“the bank”, “we”, “our”) is an indirectly wholly owned subsidiary of HSBC Holdings plc (“the
Parent”, “HSBC”). In these consolidated financial statements, HSBC Group means the Parent and its subsidiary
companies. These interim financial statements should be read in conjunction with the bank’s 2013 annual
consolidated financial statements, which are prepared in accordance with International Financial Reporting
Standards (‘IFRS”) and Section 308 (4) of the Bank Act.

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

Presentation of information

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

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. Non-trading reverse
repurchase and repurchase agreements have been presented as separate lines in the balance sheet given the
collateralized nature of the underlying transactions and specific risk management techniques applied accordingly.
The extent to which reverse repurchase and repurchase agreements represents loans to/from customers and banks is
set out in Note 9 on the financial statements.

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. Actual
results in the future may differ from estimates upon which financial information is prepared. Management believes
that the bank’s critical accounting policies where 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 of the bank’s
2013 Annual Report and Accounts.

Consolidation

The consolidated financial statements of the bank comprise the financial statements of the bank and its subsidiaries
as at 31 March 2014. The method adopted by the bank to consolidate its subsidiaries is described in Note 1(d) of the
2013 Annual Report and Accounts.
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HSBC BANK CANADA

Notes on the Financial Statements (unaudited) (continued)

e  Future accounting developments

Future accounting developments have been disclosed in Note 1(f) on the consolidated financial statements of the
bank’s 2013 Annual Report and Accounts. 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.

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 of the 2013 Annual Report and Accounts.

IAS 32 — Offsetting

On 1 January 2014, the bank adopted Amendments to IAS 32 ‘Offsetting Financial Assets and Financial Liabilities’. The
amendments clarify the requirements for offsetting financial instruments and address inconsistencies in practice when
applying the offsetting criteria in IAS 32 ‘Financial Instruments: Presentation’. The adoption did not have a material
effect on the bank’s consolidated financial statements and as a result comparative information was not restated.

Employee compensation and benefits

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

Quarter ended

31 March 31 March 31 December

2014 2013 2013

$m $m $m

Pension plans - defined DENefit ..o 5 5 5
Pension plans - defined CONtribULION. ..ot 7 7 7
Healthcare and other post-employment benefit plans ..., 3 3 3
15 15 15

Actuarial valuations for the bank’s registered defined pension plans are prepared annually 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 2012.

Trading assets

At 31 March At 31 March At 31 December
2014 2013 2013
$m $m $m
Trading assets:
Not subject to repledge or resale by COUNtErparties............ccoevrereereirieiescseeesees 5,518 5,373 6,294
Which may be repledged or resold by counterparties ............cocvveveriinecrennncenns 444 1,602 434
5,962 6,975 6,728
Canadian and Provincial Government bonds®..............ccccc.oeveveveeereererseeeesee s 1,544 2,600 2,086
Debt SECUNIES .....cvevveiirieieeiicieeeeeeee 313 284 442
Total debt securities 1,857 2,884 2,528
BanKErs ACCEPLANCES .......eveuiiteeetiieiesieiete ettt sttt bbbt 2,654 2,582 2,848
CUSLOMET trAdING BSSELS .....eveeetiiteeeteteieri ettt ettt 981 1,202 885
Treasury and other eligible bills .... 461 274 467
EQUILY SBCUTTEIES ...ttt 9 33 -
5,962 6,975 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 2013 Annual Report and Accounts.

Fair values of derivatives by product contract type held

At 31 March 2014

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange 1,181 254 1,435 1,132 131 1,263
Interest rate ........ 483 157 640 425 125 550
CommOdity....coevvrereeireiiiieereeenn, 46 - 46 46 - 46
Gross total fair values ...........c.ccce.c... 1,710 411 2,121 1,603 256 1,859
At 31 March 2013
Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange ..........cccoccoeenenennn. 871 258 1,129 826 5 831
Interest rate ..., 493 268 761 443 136 579
CommOdity ..coovevvrierieieeeseee s, 28 - 28 28 - 28
Gross total fair values ...........c.ccoe.c... 1,392 526 1,918 1,297 141 1,438
At 31 December 2013
Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange ..........cccoccoeenenennn. 1,077 288 1,365 1,030 93 1,123
INtErest rate ........ccevvvvevvicriniien, 492 220 712 453 135 588
CommOdity ..coovevvrierieieeeseee s, 35 - 35 35 - 35
Gross total fair values .............c........ 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 31 March At 31 March At 31 December
2014 2013 2013
$m $m $m
FOreign EXChANGE .....oveveeieiiiiiee ettt st a e sene s neens 97,266 69,769 87,334
INEETESE FALE ...ttt b et b et e e e nn e 39,203 30,713 37,745
(O] 301 0310 L1 Y 2SSOSR 290 297 567
TOtAl AEMVALIVES ..ot 136,759 100,779 125,646

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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Notes on the Financial Statements (unaudited) (continued)

Hedging instruments

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

At 31 March 2014 At 31 March 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.......ccoocevvevvevnnenn, 19,359 11,150 22,005 5,546 17,477 9,035
Foreign exchange 2,997 - 2,369 - 3,116 -
Total derivatives..........ccocevnen. 22,356 11,150 24,374 5,546 20,593 9,035

Fair value of derivatives designated as fair value hedges

At 31 March 2014 At 31 March 2013

At 31 December 2013

Assets  Liabilities Assets  Liabilities Assets  Liabilities
$m $m $m $m $m $m
INTErESt rate .....oceovvviiiiree s 35 73 15 73 60 69
Gains or losses arising from the change in fair value of fair value hedges
Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
Gains/(losses)
ON hedging INSEIUMENTS ......cviiiiiietiriei ettt ettt e b e bbb (38) 14 32
On hedged items attributable to the hedged risk ..........ccccvevveiiiieisiisre e 37 (13) (31)

The gains and losses on ineffective portions of fair value hedges are recognized immediately in “Net trading income”.

Fair value of derivatives designated as cash flow hedges

At 31 March 2014 At 31 March 2013

At 31 December 2013

Assets Liabilities Assets  Liabilities Assets  Liabilities
$m $m $m $m $m $m
FOreign eXChange..........ccoveriiiiniiieese e 254 130 258 5 288 93
INEEIESE FALE ...vievieieie sttt 121 52 253 62 160 66
6 Financial investments
At 31 March At 31 March At 31 December
2014 2013 2013
$m $m $m
Financial investments
Not subject to repledge or resale by counterparties............cccoeerrrciiininccrnneene 17,811 19,498 20,468
Which may be subject to repledge or resale by counterparties 1,759 474 1,346
19,570 19,972 21,814
Available-for-sale
Canadian and Provincial Government bonds?...........c..cc.covvveeeeierievneesvsssseseeeeseenes 15,018 13,911 16,534
International GOVErNMENt DONAS® ...........cvevivireees st 2,601 2,555 3,248
Debt securities issued by banks and other financial institutions ...........cc.cccoeevviiviiennne 1,453 1,494 1,224
Treasury bills and other eligible bills 482 2,007 799
Other dEDE SECUNTIES ...vvevveviieiiiiiei ettt et seens 16 5 9
19,570 19,972 21,814

1 Includes government guaranteed bonds
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Trading liabilities

At 31 March At 31 March At 31 December

2014 2013 2013

$m $m $m

Other liabilities — net ShOrt POSILIONS .........coiiiieiiriiieiree e 4,002 2,226 3,617
Customer trading labilitieS ..........coveiireiiieieice e 950 1,548 442
Trading liabilities due to other banks 483 207 300
Other debt SECUFTLIES TN ISSUE .....cveuereirieiiiie ittt e 36 46 37
5,471 4,027 4,396

Financial liabilities designated at fair value

At 31 March At 31 March At 31 December

2014 2013 2013
$m $m $m
SUbOrdinated AEDENTUIES .......cvveeiieicie ettt e ens 430 438 428

The carrying amount at 31 March 2014 of financial liabilities designated at fair value was $30m higher (31 March 2013:
$38m higher; 31 December 2013: $28m higher) than the contractual amount at maturity. At 31 March 2014, the
cumulative amount of change in fair value attributable to changes in credit risk was not material (31 March 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 31 March At 31 March At 31 December

2014 2013 2013
$m $m $m
Assets
BANKS .ottt ettt e bttt e reete e enee 810 1,905 333
Customers 6,938 3,991 5,828
Reverse repurchase agreements — NON-trading..........cccouvrvreirireerininseeeesseee s 7,748 5,896 6,161
Liabilities
BANKS .ottt ettt e bttt e reete e enee 770 1,002 569
Customers 1,267 1,117 918
Repurchase agreements — NON-trading ...........ccoeiirinieeinnnieeeeee e 2,037 2,119 1,487
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10 Notes on the statement of cash flows

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
Non-cash items included in profit before tax
Depreciation and amOrtization ..............cceouriiriueinirniec e 13 9 23
Share-based PaYMENt EXPENSE......c.couiiiiiriiirie ettt e 3 4 1
Loan impairment charges and other credit risk proviSions...........cccccevveiiininccnnnnens 26 56 39
Charge for defined benefit plans ............oooeeiiiiic 5 5 5
47 74 68
Change in operating assets
Change in prepayment and acCrued iNCOME ..........ccuovvevereriririeiieiseeee e ()] (62) 21
Change in net trading securities and net derivatives...........cocooeorernireiiense e 1,912 (543) (143)
Change in loans and advances t0 CUSIOMENS.........ccucvveirereeiesieisieeeeseeresteseee e seeeseenens (710) 389 539
Changes in reverse repurchase agreements — NON-trading .........cccooveeerinrieenirnnseenenens (1,110) (876) (207)
Change N OLNEE ASSELS........cuiuiiieiirie ettt ettt et (857) (493) 351
(772) (1,585) 561
Change in operating liabilities
Change in accruals and deferred INCOME ..........coooviiiiiieieiiec e (35) (12) 22
Change in deposits DY DANKS ...........ceiiiiiiic e 10 72 (642)
Change iN CUStOMEN ACCOUNTS ........ueveriiueriereiereseeesteseese e saesessesessesee e seesesseseesessesessesaesens (1,470) 775 3,238
Changes in repurchase agreements — NON-trading ...........ccoeereiirereirnene e 550 (909) (2,728)
Change in debt SECUNLIES IN ISSUE......c.eiveiiririeiriiee e et e e aenens (1,028) 1,740 (1,039)
Change in other HAbIlItIES .........ccvcieiveiieie e 695 552 (175)
(1,278) 2,218 (1,324)
Cash and cash equivalents
Cash and balances at central BanK.............cccoviiiiiiicc e 71 62 165
Items in the course of collection (to)/from other banks, net. (20) 66 54
Loans and advances to banks of one month or less..................... 1,188 837 1,149
Reverse repurchase agreements with banks of one month or Iess ............c.cccccvveiiinnne 810 1,905 333
T-Bills and certificates of deposits — three months or 1€SS..........cccooeiriiiiniiieiiscins 159 88 195
2,208 2,958 1,896
Interest
Interest paid....... 161 122 190
Interest received 479 457 525
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11 Contingent liabilities, contractual commitments and guarantees

12

At 31 March At 31 March At 31 December

2014 2013 2013
$m $m $m

Guarantees and other contingent liabilities
Guarantees and irrevocable letters of credit pledged as collateral security ..................... 4,098 3,379 3,940

Commitments

Documentary credits and short-term trade-related transactions ...........ccccoceveevriereierinnens 593 628 540
Undrawn formal standby facilities, credit lines and other commitments to lend® ............ 34,368 35,299 34,588
34,961 35,927 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 business line is
included in Management’s Discussion and Analysis and the 2013 Annual Report and Accounts. Various estimate and
allocation methodologies are used in the preparation of the global lines of business’ financial information. We allocate
expenses directly related to earning revenues to the groups that earned the related revenue. Expenses not directly related
to earning revenue, such as overhead expenses, are allocated to 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 credits is reflected in the Global Banking and Markets.

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
Commercial Banking
NEL INEEIEST INCOME ...ttt ettt et b et 168 161 173
Net fee income ........ 79 77 82
Net trading income ...... 6 8 6
Other operating income .. 6 3 6
Total OPErating INCOME .......ccouiiiiiiiiete ettt bbbt 259 249 267
Loan impairment charges and other credit risSk proviSions ...........c.cccceoeveiniencicneieseisenns (12) (39) (29)
Net OPErating INCOME ......c.cuiiiieeieiriieie bbbt 247 210 238
Total OPErating EXPENSES ........veviviriieietiiresiei ittt (101) (90) (95)
OPErating PrOfit ..ottt 146 120 143
Share of Profit iN @SSOCIALES .........oiiiiiiiiiieiee e e 3 4 17
Profit before iNCOME taX EXPENSE ........ccviviiiiririirrre s 149 124 160
Global Banking and Markets
NEt INLErESt INCOME ... 44 42 40
NEt FEE INCOME ... 24 18 23
NEL trading INCOME ......oviiiiiiie et ettt et et be b e 21 37 17
Gain less losses from financial INVESIMENTS ...........coiiiiiriire e 19 33 6
Other Operating INCOME ........c.ciriiieiiiiiete ettt - - 1
Total OPErating INCOME ........oiviviiiiieieie ettt 108 130 87
Loan impairment (charges)/reversals and other credit risk provisions ............ccccoceevereinnins (1) 2 1
NEt OPErating INCOME......c.ciiiieiiriiiete ettt ettt b e et e b sbe e 107 132 88
Total OPErating EXPENSES ........veviviriieietiiresiei ittt (30) (29) (26)
Profit before iNCOME taX EXPENSE ........ccviviiiiririirrre s 77 103 62
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Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m
Retail Banking and Wealth Management
NEL INEEIEST INCOME ...ttt bbbttt ettt 102 141 110
INEE FEE INCOME ..ttt bbbt bbbt b ettt b e b e 52 51 46
NEE tradiNg INCOME ...vcviverieieieesee ettt e st e seebese e e s benessesensennena 5 4 4
Gain less losses from financial INVESIMENES ..o - 2 -
Other OPErating INCOME ........coiiuiiieirieieie sttt sttt st b et sb s e b e et st sbe s 2 3 2
Total OPErating INCOME ......cc.ciiuiiiiiieise ettt ettt 161 201 162
Loan impairment charges and other credit risk provisions... (13) (19) (11)
Net operating income ..... 148 182 151
TOtal OPErAtiNG EXPENSES. ... c.veuiiteietiteierteietere ettt sttt sttt se ettt b et et b e sb e b e e e (133) (134) (142)
Profit before iNCOME taX EXPENSE ........cueviiiiiieieirerieiee et 15 48 9
Other
INEE INTETESE EXPEINSE ....cveeeiteiieiteteie ettt ettt bbbt b e enbebn ) 8) @
NEE trading INCOME ....veuieiiiiieeeice ettt et re e e sae e ereneas 7 8 7
Net expense from financial instruments designated at fair value ............cccocovviiiinennes ) 3) 2)
Other OPErating INCOME ........oiiuiiriirieiiete ettt ettt bbb e ene b 6 7 10
Total OPErating INCOME .........coiuiiiiiei ettt et 4 4 8
Total OPErating EXPENSES ....c.ccuiiviuiriiietirietirte ettt sttt ettt se et e b e b sbenesaees (12) (10) (7)
Profit/(loss) before iINCOME taxX EXPENSE ........vvveveiririeiiiiiireieiee e (8) (6) 1
Other information about the profit/(loss) for the quarter
Global Retail
Banking Banking and
Commercial and Wealth
Banking Markets Management Other Total
$m $m $m $m $m
Quarter ended 31 March 2014
Net operating income: 247 107 148 4 506
EXIErNAl oo 234 97 171 4 506
INEEF-SEIMENT ...vovevevee s 13 10 (23) - -
Quarter ended 31 March 2013
Net operating income: 210 132 182 4 528
EXEEINAL oo et 208 104 212 4 528
Inter-segment 2 28 (30) - -
Quarter ended 31 December 2013
Net operating income: 238 88 151 8 485
External ........ 227 74 176 8 485
Inter-segment 11 14 (25) - -
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Statement of balance sheet information

Global Retail
Banking Banking and
Commercial and Wealth
Banking Markets Management Other Total
$m $m $m $m $m
At 31 March 2014
Loans and advances to CUSEOMErS ..........ccccovrvevrerrnnnens 16,434 1,465 23,309 - 41,208
Customers’ liability under acceptances...........c.cocceevinae 4,649 929 - - 5,578
TOtAl ASSELS ..vevvvirrereeireeie et 28,458 28,957 26,490 426 84,331
CUSEOMEr ACCOUNTS ....vvvvieiiiiiiiiie e 20,523 5,968 22,965 - 49,456
ACCEPLANCES ...t 4,649 929 - - 5,578
Total liabilities 25,582 27,572 25,582 426 79,162
At 31 March 2013
Loans and advances to CUStOMErS ..........cccovevverveeeeiennns 16,409 1,002 24,601 - 42,012
Customers’ liability under acceptances...........c.coceeeerinae 4,503 589 - - 5,092
TOtAl ASSELS ..vevvviriericrceeete ettt 27,639 30,909 25,430 406 84,384
CUSEOMEr ACCOUNTS ....ivvvieiiiciiiiie e 19,538 6,783 20,747 - 47,068
Acceptances ...... . 4,503 589 - - 5,092
Total liabilities 24,567 29,818 24,145 406 78,936
At 31 December 2013
Loans and advances to CUStOMErS .........ccccoceeervveeeiennns 15,881 1,203 23,440 - 40,524
Customers’ liability under acceptances. . 3,941 816 - - 4,757
TOtAl ASSELS .vevvverveririereeie e 29,282 28,107 26,471 400 84,260
CUSEOMEN ACCOUNTS ....vvierceiiiieie et 21,986 6,185 22,755 - 50,926
ACCEPLANCES ...oovieeieeieeeee et 3,941 816 - - 4,757
Total liabilities .....ccvveeee e 26,436 26,921 25,418 400 79,175

Related party transactions

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

Transactions between the bank and HSBC Holdings including other companies in the HSBC Holdings Group

Quarter ended
31 March 31 March 31 December
2014 2013 2013
$m $m $m

Income Statement

INEEFESE INCOME.....ciiiiicce et 12 17 17
INEEIESE EXPENSE. 1. vttt sttt sttt b ettt b et b e b et et b et b e bt b e et esb b e bt ebe e eae e 2 (11) 7
FEE INCOME. ... 4 4 4
Fee expense.........c...... 1) Q) 1)
Other operating income.. 10 11 15
General and adminiStrative EXPENSES .......c.eoeuirierirerieierieisie ettt see s 27) (25) (30)

Balances due to/from the bank and HSBC Group affiliates in Europe are included in “Exposures to core and peripheral
eurozone countries” within Management’s Discussion and Analysis.
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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 technigues

Level 3
Level 1 Level 2 Significant
Quoted market Observable  unobservable
price inputs inputs Total
$m $m $m $m
At 31 March 2014
Assets
TrAAING ASSELS .vveveverieieriere et sie ettt e e sreresaeseenas 2,185 3,777 - 5,962
DEIIVALIVES ...o.viiviiiieiccie sttt sttt ra e en - 2,091 30 2,121
Financial investments: available-for-sale .............ccccoovviiiiicicnnccnn, 17,239 2,331 - 19,570
Liabilities
Trading laDIITIES ....c..ooveiiiiiee s 3,872 1,591 8 5,471
Financial liabilities designated at fair value............ccccocevevvrererivriccsiennn - 430 - 430
DEIIVALIVES .....viiviciieiecie sttt sttt b re e en - 1,829 30 1,859
At 31 March 2013
Assets
TrAAING BSSELS ...ttt 4,103 2,872 - 6,975
DEIVALIVES ...ttt - 1,871 47 1,918
Financial investments: available-for-sale .............ccocoveviiiviiciciccien 17,411 2,556 5 19,972
Liabilities
Trading labIlItIeS ......ccovveiieieies s 3,484 477 66 4,027
Financial liabilities designated at fair value.. - 438 - 438
DEIVALIVES ...ttt - 1,391 47 1,438
At 31 December 2013
Assets
TrAGING ASSELS ...vvververieierieierte e ee et ste et e e sr et resae e nesaereneens 2,754 3,974 - 6,728
DEIVALIVES ...oveiviiieciectesie ettt sbesre s - 2,078 34 2,112
Financial investments: available-for-sale .............ccccooviiinniicinnnccne 19,143 2,671 - 21,814
Liabilities
Trading laDIITIES ....c.coiieeeieiiee e 3,470 917 9 4,396
Financial liabilities designated at fair value.. - 428 - 428
DEIVALIVES ...ttt sttt sre s - 1,712 34 1,746
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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 $509m, (31 March
2013: $438m; 31 December 2013: $486m) which has been recorded as a reduction of the related pension plan obligation.

Reconciliation of fair value measurements in Level 3 of the fair value hierarchy

Assets Liabilities
Available- Held

for-sale Derivatives for trading Derivatives

$m $m $m $m

AEL1JaNUAINY 2014 ... - 34 9 34

Total gains or losses recognized in profit or 10SS ..........cccccoeiiieinencicnininnn - - - -

TFANSTEE QUL ...veveiiiciee et - (4) (1) (4)

AL3LMArch 2014 ..o - 30 8 30
Total gains or losses recognized in profit or loss relating to those assets

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

Available- Held

for-sale Derivatives for trading Derivatives

$m $m $m $m

AL L1JaNUAINY 2013.....c.mieee e 9 5 49 7

Total gains or losses recognized in profit or 10SS ...........cccovviviiinceieninene 2 42 2 40

ISSUBS .ttt - - 15 -

SEEIBMENTS ... e (6) — — -

At 3L March 2013.......c.ceuiiiiiieieieiei e 5 47 66 47
Total gains or losses recognized in profit or loss relating to those assets

and liabilities held at the end of the reporting period ............cccccoeirirnene. — 42 2 40

During the first 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 financial instruments by the bank, please refer to the
bank's accounting policies disclosed in Note 2 and Note 24 of the bank’s 2013 Annual Report and Accounts.

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

At 31 March 2014 At 31 March 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.................. 1,188 1,188 837 837 1,149 1,149
Loans and advances to customers ........... 41,208 41,292 42,012 46,158 40,524 40,592
Liabilities
Deposits by banks...........ccccovveiiininnnen 645 645 1,228 1,228 635 635
Customer accounts...... 49,456 49,522 47,068 47,190 50,926 51,001
Debt securities in issue... 10,320 10,492 13,720 13,984 11,348 11,498
Subordinated liabilities .............c..ccv..... 239 236 326 298 239 236

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 2013 Annual Report and Accounts.
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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 31
March 2014 financial statements.

These consolidated financial statements were approved by the Audit and Risk Committee on 1 May 2014 and authorized
for issue.
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