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Corporate profile

HSBC Bank Canada, asubsidiary of HSBC Holdings plc, istheleading international bank in Canada. The HSBC Group serves
customers worldwide from over 6,000 offices in over 71 countries and territories in Asia, Europe, North and Latin America,
and the Middle East and North Africa. With assets of US$2,596bn at 31 March 2016, the HSBC Group is one of the world's
largest banking and financia services organizations.

Headlines

»  Profit before income tax expense for the quarter ended e The cost efficiency ratio was 55.3% for the quarter

31 March 2016 was $158m, a decrease of 31.6%
compared with the same period in 2015, and anincrease

ended 31 March 2016 compared with 54.0% for the
same period in 2015, and 69.4% for the fourth quarter

ended 2015.

»  Profit attributable to common shareholder was $106m e Total assetswere $92.6bn at 31 March 2016 compared
for the quarter ended 31 March 2016, a decrease of with $94.0bn at 31 December 2015.
35.0% compared with the same period in 2015, and an
increase of $144m compared with the fourth quarter of
2015.

of $186m compared with the fourth quarter of 2015.

e Common equity tier 1 capital ratio was 10.0%, tier 1
ratio 12.0% and total capital ratio 13.2% at 31 March
2016 compared with 10.1%, 12.1% and 13.5%

* Return on average common equity was 9.4% for the respectively at 31 December 2015.

quarter ended 31 March 2016 compared with 14.5% for

the same period in 2015.

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 the Management'’s Discussion and Analysis (‘MD&A’), the HSBC Holdings Group is defined as the
‘HSBC Group’ or the‘Group’. The MD&A isdated 29 April 2016, the date that our unaudited interim condensed consolidated
financial statementsand the MD& A for thefirst quarter ended 31 March 2016 were approved by the Audit and Risk Committee
of our Board of Directors.

The bank has prepared its unaudited interim condensed consolidated financial statements in accordance with International
Financial Reporting Standards (‘IFRS'). The information in this MD&A is derived from our unaudited interim condensed
consolidated financial statements or from the information used to prepare them. The abbreviations ‘$m’ and ‘$bn’ represent
millions and billions of Canadian dollars, respectively. All tabular amounts are in millions of dollars except where otherwise
stated.

The references to ‘notes' throughout this MD&A refer to notes on the unaudited interim condensed consolidated financial
statements for the first quarter ended 31 March 2016.

The bank’s continuous disclosure materias, including interim and annual filings, are available on the bank’s website and on
the Canadian Securities Administrators’ web site at www.sedar.com.
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($ millions, except where otherwise stated) 31 March 31 March 31 December
2016 2015 2015
Financial performance for the period
TOtal OPEraLiNG INMCOME. .....ciieieeiiireeteeee ettt b e e e s s e se b et e s e bt en b e nenb e e e renns 544 530 448
Profit/(10ss) DEfOre iNCOME taX EXPENSE .......cciveveirereeierireeeere et 158 231 (28)
Profit/(loss) attributable to the common sharehOlder ...........coveeirieiinnce e 106 163 (38)
Basic earnings/(10ss) per cOmMMON Share ($) ......covveerrerieremrererereiereeereesese e sesseeneeneses 0.21 0.33 (0.08)
Financial position at period-end
L0oans and adVanCES t0 CUSLOMELS .........ccueueiueieeecreeteseeeeteeteeesesaesaeseetessesaesessensesessessessesessesensssesensans 47,873 42,660 48,378
CUSEOMIEr BCCOUNES .....euvieeeieeteetee e st e testeeae et e s te e e essesaeesaessesseesesbeeseesesaeessenseeseenseaseeseesesaeensensenneensn 53,830 50,490 55,089
Ratio of customer advances to CUSLOMEr aCCOUNES (%6) ..........rvveereerereeieesssessesessessesssssssesssssessseees 88.9 845 87.8
ShArENOIOEIS BOUILY ...eveereereireeecie ettt ettt s e enesessennanens 5411 4,959 5,376
Average total shareholders' equity to average total assets (%)* 5.7 54 5.8
Capital measures
Common equity tier 1 Capital ratio (%0) ......eererereerirerieererieeere st 10.0 10.5 10.1
THEN L TAHO (F0) -vvrereerrereseeeireeset ettt bbbttt 12.0 11.8 121
TOtal CAPITAl FBEIO (Y0)..euveverireeriererieieeri ettt ettt et b e bbb e et e b et et seebe e s et e ne e benens 13.2 13.1 135
LEVEIAgE TAHIO (96)% -..vvvvvereeesseeesssesesssee et sss s sss sttt 48 46 47
RiSK-WEIGNLEA BSSELS (BIM)....cevverieieiiscietsie ettt 43,069 41,659 42,846
Performance ratios (%)
Return ratios (%)
Return on average common Shareholder’ S EQUILY .......c.coveueerrieerinieeie et 9.4 145 (0.9)
Post-tax return 0N average total 8SSELS .........cvvereiririeieririee e 0.46 0.73 (0.16)
Pre-tax return on average rsk-Welghte BSSEIS? ............c..reerrernressnsesiessssessssesssssessssssssesssssssssees 15 23 (0.3)
Credit coverage ratios (%)
Loan impairment charges to total Operating iNCOME...........c.coiiiiiiieeieereeei e 15.6 3.0 36.6
L oan impairment charges to average gross customer advances and acceptances'...............co....ooe.... 0.7 0.2 15
Total impairment allowances to impaired loans and acceptances at period end™...............ccocvvreereene. 74.3 74.8 834
Efficiency and revenue mix ratios (%)
COSt EfiCIENCY TAHIOT .....ooveoeeocveeeee et es s ses s ss s sess s ss e es s sees s snss s es s snesessaees 55.3 54.0 69.4
Adjusted COSt EFfICIENCY FBHO ..........ovuecvereeeeieeseees e sses e es s sess st es s sses s snes s snessenees 55.2 54.2 69.3
As apercentage of total operating income:
= NEL INEENESE INCOMIE. ...ttt b et b etttk et b st e st e et ebenn 51.7 54.2 62.9
- net feeincome.............. 29.6 325 36.8
- NEt trading INCOME/(IOSS) .....covrueuieririeirieie ettt bbbkt se st et 12.3 2.8 (5.1

1 Refer to the 'Use of non-IFRS financial measures' section of this document for a discussion of non-IFRS financial measures.
2 The bank assesses capital adequacy against standards established in guidelines issued by OFSI in accordance with the Basel 11 capital adequacy frameworks.

3 Leverage ratio replaces assets-to-capital multiple effective 1 January 2015.
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Use of non-IFRS financial measures

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
Financia Statementsand are not defined under IFRS. These
areconsidered non-1FRSfinancial measuresand areunlikely
to be comparable to similar measures presented by other
companies. Thefollowing non-IFRSfinancial measures are
used throughout this document and their purposes and
definitions are discussed below:

Financial position ratios

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

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

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

Return ratios

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

Return on average common shareholder’s equity is
calculated as profit attributable to the common shareholder
for the period divided by average common equity
(determined using month-end balances during the period).

Post-tax return on average total assets is calculated as
profit attributable to common shareholders for the period
divided by average assets (determined using average month-
end balances during the period).

Pre-tax return on average risk-weighted assets is
calculated as the profit before income tax expense divided
by the average monthly balances of risk-weighted assetsfor
the period. Risk-weighted assets are calculated using
guidelines issued by OSFI in accordance with the Basel 111
capital adequacy framework.

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
caculated as loan impairment charges and other credit
provisions, as a percentage of total operating incomefor 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 evauate the
coverage of impairment alowances relative to impaired
loans using period-end balances.

Efficiency and revenue mix ratios

Efficiency and revenue mix ratiosare measures of thebank’s
efficiency in managing its operating expense to generate
revenue and demonstrates the contribution of each of the
primary revenue streams to total income.

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

Adjusted cost efficiency ratio iscalculated similar to the
cost efficiency ratio; however, total operating income
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.

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



Financial performance

Summary consolidated income statement

NEL INEEIESt INCOME ..ottt st ene s

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

Net (expense)/income from financia instruments designated at fair value.
Gainsless losses from financial iNVeStMenNts...........ccoveeereenrecnennene

Other operating income......
Total operating iINCOME.........ccoeueurererieererieene e
Loan impairment charges and other credit risk provisions...

Net OpErating iNCOME........ccueuiiririeirisieiee et
Total OPErating EXPENSES.......c.covreereerireeieresteieeresiesese et se e seeresesneeene
Operating Profit/(10SS)......ccirueueeririeririeieerrieeses e
Share of Profit iN 8SSOCIALES ........ccveveireereieirieeree e
Profit before inCome taX EXPENSE.........ccoveeririrecererieteseee s
INCOME LAX EXPENSE. .....ueiireiecieeresrereee et
Profit/(10ss) for the Period...........cocoeirreere s

Overview

HSBC Bank Canada reported a profit before income tax
expense of $158m for the first quarter of 2016, a decrease
of $73m, or 31.6%, compared with thefirst quarter of 2015.
The decrease is mainly due to higher loan impairment
charges due to credit deterioration on specific files in the
energy portfolio. Excluding loan impairment charges,
operating income net of operating expenses for the first
quarter of 2016 is consistent with the first quarter of 2015.

Compared to the fourth quarter of 2015, operating profit
increased by $185m due to lower loan impairment charges
taken in the quarter and higher trading income due to a
favourable changeto the Credit Value Adjustment (CVA) in
the first quarter of 2016.

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

“Inthefirst quarter, revenuesimproved by 3% over the same
period in 2015. This is attributed to solid performance in
our Global Banking and Markets business, wheretherewere
strong trading revenues. There was also growth in both our
mortgage and mutual fund portfoliosin Retail Banking and
Wealth Management. Costs improved from the previous

Quarter ended

31 March 2016 31March2016 31 December 2015
$m $m $m
281 287 282
161 172 165

67 15 (23)
1 2 (1)
21 36 7
15 18 18
544 530 448
(85) (16) (164)
459 514 284
(301) (286) (311)
158 228 27)
— 3 1)
158 231 (28)
(43) (61) —
115 170 (28)

quarter. They arewell managed, and reflect our investments
in our people, processes and technology to improve our
efficiency, combat financial crime, as well as deliver the
digitized services and global connectivity our customers
demand. The downturn in the energy sector continues to
weigh on our results and we continue to take the steps
necessary to effectively manage our exposure.

“Our business fundamentals remain sound and we are
focused on working with our customersto help them realize
their financial goals so they can grow here at home and
around the world.”
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Performance by income and expense item

Net interest income

Net interest income for thefirst quarter of 2016 was $281m,
adecrease of $6m, or 2.1%, compared with the first quarter
of 2015 and a decrease of $1m, or 0.4%, compared with the
fourth quarter of 2015. The decrease was mainly due to the
continued run-off of the consumer finance portfolio, the

offset by higher asset balances resulting from growth in
residential mortgages, a change in the categorization of
banker’s acceptances from the fourth quarter of 2015 and
onwards from trading assets to loans and advances, as well
asyield improvement on commercial loans.

impact of two Bank of Canada rate cuts in 2015, and
increased liquidity and funding costs. This was partialy

Net fee income

Quarter ended

31 March 2016 31 March2015 31 December 2015

$m $m $m

Credit faCilITIES.......ce et 75 76 73
FUNdS UNder ManNagEMENL ..........coueueirireeireieiee et 43 44 45
ACCOUNE SEIVICES ...ttt sttt sttt 15 18 18
CrEQit CAIUS.... vttt ettt 13 14 15
COrpPOrate fINANCE........covreeeeiirieieree et 8 14 8
REMITLANCES. ...ttt e 8 8 8
BroKerage CoMMISSIONS. ......oueueririrueererieiinesesieesesseiese e st ssssesesessesesessseeesesnenens 1 4 3
Immigrant INVESLOr Program...... ..o 3 3 2
INSUFANCE....ceeieeieereete ettt bbbttt e b 2 3 2
Trade finance import/export. 2 3 2
Trustee fees......ccoevvvrennene. 1 2 2
(01407 SN 7 2 5
Feeincome........cccoeeevunnee 178 191 183
Less: fee expense............. @17 (29) (18)
NEL FEEINCOIME.......eiiiecieeee bbb 161 172 165

reduced account servicefeesfromfeerefundsand lower debt
capital market volume.

Net fee income for the first quarter of 2016 was $161m, a
decrease of $11m, or 6.4%, compared with the first quarter
of 2015 and adecrease of $4m, or 2.4%, compared with the
fourth quarter of 2015. The decreases are mainly due to



Net trading income

Quarter ended

Trading @CHIVITIES.....c.cvriiiieeieereeie et
Net interest from trading activities
Hedge ineffectiveness.........cocoevevceninininnene

NEt trading INCOME.......ccveuiirieieiirie et

31 March 2016 31 March 2015 31 December 2015
$m $m $m

64 12 (34)

5 7 12

(2) 4 (1)

67 15 (23)

Net trading income for the first quarter of 2016 was $67m,
an increase of $52m, or 346.7%, compared with the first
quarter of 2015, and an increase of $90m compared with the
fourth quarter of 2015. Net trading income increased over
the comparative periods mainly due to afavourable change
to the CVA on derivative contracts due to the tightening of

Other items of income

Net (expense)/income from financial instruments designated at fair value.

Gains less|osses from financial INVEStMENtS.........ccccevvevviiveceeese s
Other 0perating iINCOME........c..ouciririeeireriee et
Other itemS Of INCOME........ccueieiicieicice e

The bank has previoudy designated certain of its own
subordinated debentures to be recorded at fair value. Net
expense from financial instruments designated at fair value
for the first quarter of 2016 was $1m, compared with an
income of $2m in the first quarter of 2015 and an expense
of $1m for the fourth quarter of 2015. The net expensefrom
financia instruments designated at fair value was caused
from marginal narrowing of the bank’s own credit spread
which increased the fair value of these subordinated
debentures. This compares with an income recorded in the
prior period which arose from the widening of the bank’s
own credit spread. Gains less losses from financial
investments for the first quarter of 2016 were $21m, a
decrease of $15m, or 41.7%, compared with thefirst quarter

customer credit spreads and the strengthening Canadian
dollar. Also, derivativefair value movementswererecycled
to theincome statement due to hedge accounting criterianot
having been met, negatively impacting net trading income
in 2015.

Quarter ended

31 March 2016 31 March2015 31 December 2015

$m $m $m

...... o) 2 1)
...... 21 36 7
...... 15 18 18
...... 35 56 24

of 2015 and an increase of $14m, or 200.0%, compared with
the fourth quarter of 2015. Gains on sale of available-for-
sale debt securities arise from the continued rebal ancing of
the Balance Sheet Management liquid asset.

Other operating income for the first quarter of 2016 was
$15m, adecrease of $3m, or 16.7%, compared with the first
and fourth quarters of 2015. This was primarily due to
income received from the salein the first quarter of 2015 of
asmall portfolio of impaired loans.
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Loan impairment charges and other credit risk provisions

Individually assessed allOWaNCES...........ccorueiriririenirineeeniee e
Collectively assessed allowances/(rel€ases) ........ovverreeererreceresieeenens
Loan impairment CRarges.........c.coueeererueerereeieiesesie s
Other credit risk ProVISIONS.......c.coceurerererieereresie e s sees
Loan impairment charges and other credit risk provisions............cccceeeee.e.

L oanimpairment chargesand other credit risk provisionsfor
the first quarter of 2016 were $85m, an increase of $69m
compared with the first quarter of 2015 and a decrease of
$79m compared to the fourth quarter of 2015. Theincrease

Total operating expenses

Employee compensation and benefits..........coovvrrnnnnnnnnnnnnenernenene
General and administrative expenses...............

Depreciation of property, plant and equipment....
Amortization and impairment of intangible assets..........c.ccoovervcienieiene
Total OPErating EXPENSES.........vvvrerererererereresireseee et

Total operating expenses for the first quarter of 2016 were
$301m, an increase of $15m, or 5.2%, compared with the
first quarter of 2015 and a decrease of $10m, or 3.2%,
compared with the fourth quarter of 2015. Total operating
expensesare higher than thefirst quarter of 2015 mainly due
to the adverse impact caused by the lower Canadian dollar
on expenses denominated in foreign currencies, and
continued investments in the implementation of HSBC's
Global Standards and other efficiency initiatives to deliver
future savings. Total operating expenses are lower than the
fourth quarter of 2015 due to prudent cost management
resulting in lower salaries from reduced head count, lower
automobile and travel expenses, as well as the timing of
certain expenditures.

Quarter ended

31 March 2016 31 March 2015 31 December 2015
$m $m $m

e 16 64

6 ) 48

83 15 112

2 1 52

85 16 164

in loan impairment charges and other credit risk provisions
over the first quarter of 2015 is primarily due to credit
deterioration on specific files in the energy portfolio. The
decrease over the fourth quarter of 2015 ismainly dueto the
timing of collective allowances taken on the energy sector.

Quarter ended

31 March 2016 31 March 2015 31 December 2015
$m $m $m

169 169 169

122 106 131

7 7 8

3 4 3

301 286 311

Share of profit in associates

Share of profit in associatesfor thefirst quarter of 2016 was
$nil, a decrease of $3m compared with the first quarter of
2015, and anincreaseof $1mfromthefourth quarter of 2015.

Income taxes expense

Theeffectivetax ratein thefirst quarter of 2016 was 27.0%,
compared with 26.8% inthefirst quarter of 2015 and a0.2%
tax rate recovery in the fourth quarter of 2015. The lower
income tax rate in the fourth quarter of 2015 resulted from
anet loss position recognized offset against the resolution
and closure of multipletax issuescovering anumber of years
with the Canadian tax authorities.



Movement in financial position

Summary consolidated statement of financial position

ASSETS
Trading assets.

DEIVALIVES.......ceveuiieeieieiseie sttt ettt nenas
Loans and advances to Banks ...........ceerreiirneienneeresr e
Loans and advanCes tO CUSLOMEN'S ........c.coueeererrerenerenienesesisieseseeeeseseene e
Reverse repurchase agreements — non-trading...........ccoveerevesirennrenesnenens
FinanCial INVESIMENTS..........ccoiiieeireerese et

LIABILITIES AND EQUITY
Liabilities

DepositS DY DaNKS........cccoviueiiririeieeririce e
CUSLOMEY BCCOUNES ...ttt b et s
Repurchase agreements — NON-trading ..........cocoeeeeereeenenerseneseeeneseeeieseneas
Trading [1@DIlItIES......c.covieeeeieic e
DEITVALIVES.......coveiiireeteiiseeiere sttt
Debt SECUMTIES IN TSSUE........cueereicieiriee et

Acceptances..........cou...

Other [18hilItiES......coocoiii s
Total labIlitiES.......oveiiiiiii

Equity
Share capital and other reserves..

REtAINEA BAMNINGS ...ttt
NON-CONLIOHING INEEIESLS.......cviveeeieirieererie et
TOLAl EOUILY ...cveveeeeeteeereet ettt
Total equity and l1aDIlItIES........cccoiueeereereee e

Assets

Total assets at 31 March 2016 were $92.6bn, a decrease of
$1.4bn over 31 December 2015. Balance Sheet Management
activities decreased financia investments, reverse
repurchase agreements - non-trading, and loans and
advances to banks by $1.3bn, $0.8bn and $0.4bn

At 31 March At 31 March At 31 December

2016 2015 2015

$m $m $m

4,908 8,254 3,893

........................ 4,949 5,604 4,909
........................ 1,038 950 1,400
........................ 47,873 42,660 48,378
........................ 6,040 7,361 6,807
........................ 22,588 19,462 23,935
........................ 4,313 5,740 3,834
........................ 896 993 868
........................ 92,605 91,024 94,024
........................ 1,595 1,177 2,049
........................ 53,830 50,490 55,089
........................ 5,780 4,754 6,606
........................ 2,672 4,020 1,713
........................ 5,140 5,449 5,005
........................ 10,539 10,316 10,896
...... 4,313 5,740 3,834
........................ 3,325 3,919 3,456
........................ 87,194 85,865 88,648
2,165 1,809 2,167

........................ 3,246 3,150 3,209
........................ — 200 —
........................ 5,411 5,159 5,376
........................ 92,605 91,024 94,024

respectively. The decrease in loans and advances to
customers is driven mainly by lower facility utilization
partially offset by increased new-to-bank activities. Trading
assets increased by $1.0bn mainly due to the timing of
settlement.

Liabilities

Total liabilities at 31 March 2016 were $87.2bn, a decrease
of $1.5bn from 31 December 2015. Customer deposit
accounts decreased by $1.3bn mainly due to seasonal
movement on commercial banking deposits. Balance Sheet
Management activities decreased non-trading repurchase

agreements by $0.8bn. Subordinated liabilities of $0.2bn
wasredeemed. Thiswaspartially offset by increased trading
ligbilities of $1.0bn mainly due to higher securities short
positions from client facilitation trades.
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Equity
Total equity at 31 March 2016 was $5.4bn, an increase of

$0.04bn from 31 December 2015, mainly due to profits
generated in the period.

Global lines of business

Commercial Banking

Commercia Banking offersafull range of commercial financial servicesand tailored solutionsto customersranging from small

and medium-sized enterprises to publicly quoted companies.

Review of financial performance

Quarter ended

NEt INtEreSt INCOME......c.covieeieirieieerree s
Net feeincome.......
Net trading income
Gains lesslosses from financial investment............ccoeoenvncenenn.
Other operating iNCOME.........c.corureeririeeres e

Total Operating iNCOME........c.oeerireereririreee st
Loan impairment charges and other credit risk provisions...........

Net operating iNCOME .........ccorieereririeereeeee e
Total operating expenses....

Operating profit/(10ss) ............
Share of profit in 8SSOCIALES..........cevrereeerererereee e

Profit/(loss) before income tax eXPense.........coeeevveeerenereeeneneenes

31 March 2016 31 March 2015 31 December 2015
$m $m $m
142 152 145

79 80 81

7 8 8

6 5 9
236 245 243
(81) (1) (158)
155 234 85
(103) (101) (117)
52 133 (32)
— 3 6N
52 136 (33)

Overview

Commercia banking remains focused on enhancing and
simplifyingitsdelivery model,improving productivity tothe
benefit of its customers and employees, despite headwinds
from sustained low energy and commodity prices. The
business focuses on deepening our relationships with
existing clientswhileattracting and retaining new customers
totheBank. Inthefirst quarter of 2016, new-to-bank lending
activitiesincreased 30% year-over-year whileclient attrition
improved when compared with 2015. Thebusinesscontinues
to maketangibl e strides against our compliance agendawith
anumber of key milestones achieved in the first quarter.

Profit before income tax expense was $52m for the first
quarter of 2016, a decrease of $84m or 62% compared with
the first quarter of 2015. Higher loan impairment charges
from the energy sector, lower net interest income due to
increased liquidity and funding costs and margin
compression driven by Bank of Canada rate cuts in 2015
were the main drivers of the decrease. Profit before income
tax expensewas $85m higher when compared with thefourth
quarter of 2015, driven primarily by lower loan impairment

charges and lower operating expenses.

Net interest income for thefirst quarter of 2016 was $142m,
a decrease of $10m, or 7%, from the first quarter of 2015
and a decrease of $3m, or 2%, from the fourth quarter of
2015. The decrease in net interest income over comparative
periodsismainly duetoincreasedliquidity and funding costs
and lower deposit margins driven by two Bank of Canada
rate cutsin 2015.

Net fee income for the first quarter of 2016 was $79m, a
decrease of $1m, or 1%, compared with the first quarter of
2015, and a decrease of $2m, or 2%,compared with fourth
quarter of 2015.

Net trading income for the first quarter of 2016 was $7m, a
decrease of $1m, or 13%, compared with thefirst and fourth
quarters of 2015.

Gains less losses from financial investments for the first
quarter of 2016 was $2m compared to a nil balance in the



first and fourth quarter of 2015, due to a non-recurring gain
from the mezzanine fund portfolio.

Other operating income for the first quarter of 2016 was
$6m, an increase of $1m, or 20%, compared with the first
quarter of 2015, and a decrease of $3m, or 33%, compared
with the fourth quarter of 2015. Other operating income
decreased over the fourth quarter of 2015 due to non-
recurring recovery received in the fourth quarter of 2015.

Loan impairment charges and other credit risk provisions
for thefirst quarter of 2016 was $81m, an increase of $70m,
or 636%, compared with the first quarter of 2015 and a
decrease of $77m, or 49%, compared with the fourth quarter
of 2015. Loan impairment charges and other credit risk
provisions increased over the first quarter of 2015 due to
credit deterioration on specific filesin the energy portfolio.
The decrease over thefourth quarter of 2015 mainly reflects
an increase in collective allowances taken to the energy
sector in December 2015.

Global Banking and Markets

Total operating expenses for the first quarter of 2016 were
$103m, an increase of $2m, or 2%, compared with the first
quarter of 2015 mainly due to continued investments in
HSBC's Global Standards and Risk and Compliance
functions. Total operating expenses decreased by $14m, or
12%, compared with the fourth quarter of 2015 mainly due
to lower restructuring costs and group recharges.

Share of profit in associates represents changesin thevalue
of investments in certain private equity funds. Share of
profit in associates for the first quarter of 2016 was nil, a
decrease of $3m compared with the first quarter of 2015,
and an increase of $1m compared with the fourth quarter of
2015. Thevariancemainly reflectsthemark tomarket value
of the carrying investments.

Globa Banking and Markets provides tailored financia solutions to major government, corporate and institutional clients

worldwide.

Review of financial performance

NEL INEEIESE INCOME ... vttt st erenens
NEL FEEINCOME.....cui ittt st e nens

Net trading income/(10SS).......c.coeuereeeurreeciercicnnnes
Gains less losses from financia investment
Total operating iNCOME.......ccoivrvreeerereeeereee e

Loan impairment charges and other credit risk provisions..........c.cceceeenee.
NEt OPErating INCOME.......covrieiireresireseere s
Total OPErating EXPENSES.....c.civrveeererertereeriereresestesesesessesessssesesessesesessesenssenses
Profit/(loss) before inCome tax EXPENSE...........o e

Overview

By continuing to leverage HSBC’sglobal network on behal f
of itsclients, Global Banking and Marketsincreased trading
revenuesaswell aslending and credit activitieswhileCapital
Financing activities decreased during the quarter.

Quarter ended
31 March2015 31 December 2015

31 March 2016

$m $m $m

........... 47 48 42
........... 28 35 26
50 (6) (40)

19 36 7

144 113 35

........... — (6] ©)]
........... 144 112 32
........... (33) (31) (38)
........... 111 81 (6)

Profit before income tax expense was $111m for the first
quarter of 2016, anincreaseof $30m, or 37%, compared with
thefirst quarter of 2015, and anincrease of $117m compared
with the fourth quarter of 2015.
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Financial performance by income and expense item

Net interest income for the first quarter of 2016 was $47m,
adecrease of $1m, or 2%, compared with thefirst quarter of
2015. Thedecreaseismainly dueto thetwo Bank of Canada
rate cutsin 2015, and increased liquidity and funding costs.
Net interest income increased $5m, or 12%, compared with
thefourth quarter of 2015. Theincreaseismainly duetothe
changein categorization of banker’s acceptances originated
inthefourth quarter of 2015 and onwardsfrom trading assets
to loans and advances.

Net fee income for the first quarter of 2016 was $28m, a
decrease of $7m, or 20%, compared with thefirst quarter of
2015 and an increase of $2m, or 8%, compared with the
fourth quarter of 2015. The decrease over the first quarter of
2015 ismainly due to decreased debt capital markets fees.

Net trading income for the first quarter of 2016 was $50m,
an increase of $56m compared with thefirst quarter of 2015
and an increase of $90m, compared with the fourth quarter
of 2015. Net trading incomeincreased over the comparative
periods mainly due to a favourable change to the CVA on
derivative contracts due to the tightening of customer credit
spreads and the strengthening Canadian dollar. Also,
derivativefair valuemovementswererecycledtotheincome
statement due to hedge accounting criteria not having been
met, negatively impacting net trading in 2015.

Retail Banking and Wealth Management

Gains less losses from financial investments for the first
quarter of 2016 was $19m, a decrease of $17m, or 47%,
compared with the first quarter of 2015 and an increase of
$12m, or 171%, compared with the fourth quarter of 2015.
The bank realizes gains and losses from financial
investments from disposals of available-for-sale financial
investments driven by balance sheet management activities.

Loan impairment charges and other credit risk provisions
for the first quarter of 2016 was nil. Balances in the
comparative periods represent movements in the collective
allowances.

Total operating expenses for the first quarter of 2016 were
$33m, an increase of $2m, or 6%, compared with the first
quarter of 2015 and a decrease of $5m, or 13%, compared
with the fourth quarter of 2015. Total operating expenses
are higher than the first quarter of 2015 mainly due to
continued investments in the implementation of HSBC's
Global Standards and other efficiency initiatives to deliver
future savings. Total operating expenses are lower than the
fourth quarter of 2015 due to prudent cost management, as
well asthe timing of certain expenditures.

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

Review of financial performance

Quarter ended
31 March 2015 31 December 2015

31 March 2016

$m $m $m
NELINEEIESE INCOME ...ttt 100 9 98
NEE FEEINCOME ...ttt 54 57 57
NEL trading INCOME.......cueieieeeerectecse et sa e naennnens 5 6 5
Other OpPerating iNCOME........ccueiirieieiresieesiseeesessesse st eeseete e sesse e e seesesessesesesensenes 2 6 2
Total OPErating INCOME.......cviveieeeirieieirese e et se s se e saese e s senesees 161 163 162
Loan impairment charges and other credit riSk proviSions..........ccocveeeeveeieresennns 4) 4 (©)]
NEL OPErating INCOME......cveveeeeireeteeiisieee e e et se st se e e e s e e s ssssesensesnnens 157 159 159
Total OPErating EXPENSES.....ceivevererereeieiresseesereesesessssesesesseseessesesssessesessssssesessesssesees (147) (136) (143)
Profit before inComMEe taX EXPENSE.........ccvrvrureireee s 10 23 16
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Profit before income tax

Quarter ended

31 March 2016 31 March2015 31 December 2015

$m $m $m

Ongoing Retail Banking and Wesalth Management BUSINESS............cccoeeninininenine 5 11 9
Run-off consumer finance portfolio. 5 12 7
Profit before inCome taX EXPENSE.........cviiiiriiirieeee s 10 23 16

Overview

During the quarter, Retail Banking and Wealth Management
continued to benefit from growth in residential mortgages
and deposits, with a key focus on revenue in a highly
competitive low interest rate market environment. Profit
before income tax expense was $10m for the first quarter of
2016, a decrease of $13m, or 57%, compared with the first
quarter of 2015 and a decrease of $6m, or 38%, compared
with the fourth quarter of 2015.

Profit before income tax expense relating to ongoing
business (excluding the run-off consumer finance portfolio)
was $5m, adecrease of $6m, or 55%, compared with thefirst
quarter of 2015 and a decrease of $4m or 44% compared
with the fourth quarter of 2015.

The decreases over comparative periodswere primarily due
to increased business operating expenses and investment in

HSBC's Globa Standards and risk and compliance
activities, aswell as higher loan losses.

Profit before income tax expense relating to the run-off
consumer finance portfolio for the first quarter of 2016 was
$5m, adecreaseof $7m, or 58%, compared tothefirst quarter
of 2015 and adecrease of $2m, or 29%, compared to the last
quarter of 2015.

The decreases over comparative periods were primarily due
to income received from the sale of a small portfolio of
impaired loans in 2015, and the continued run-off of the
portfolio.

Financial performance by income and expense item relating to the ongoing business

Net interest income for thefirst quarter of 2016 was $100m,
an increase of $6m, or 6%, compared with the first quarter
of 2015 and an increase of $2m, or 2%, compared with the
fourth quarter of 2015. Net interest income increased over
the comparative periods mainly due to continued growth in
retail products offset in part by increased liquidity and
funding costs and tighter spreads in a competitive low
interest rate environment.

Net fee income for the first quarter of 2016 was $54m, a
decrease of $3m, or 5% compared to both the first quarter
of 2015 and the fourth quarter of 2015. Net fee income
decreased over thecomparativeperiodsmainly dueto market
decrease impacting the value of weath management
products.

Net trading income for thefirst quarter of 2016 was $5m, a
decrease of $1m, or 17% compared to the first quarter of
2015 and largely unchanged compared with the fourth
quarter of 2015.

1

Other operating income for the first quarter of 2016 was
$2m, a decrease of $4m, or 67%, compared with the first
quarter of 2015 and largely unchanged compared to the
fourth quarter of 2015.

Loan impairment charges and other credit risk provisions
for the first quarter of 2016 was $4m, largely unchanged
compared with the first quarter of 2015 and an increase of
$1m, or 33% compared to the fourth quarter of 2015.

Total operating expenses for the first quarter of 2016 was
$147m, anincrease of $11m, or 8%, compared with the first
quarter of 2015 and an increase of $4m, or 3%, compared
with the fourth quarter of 2015. Operating expenses
increased dueto hiringin our Wealth and Premier businesses
in line with our growth strategy and continued investment
in HSBC's Global Standards program.
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Other

‘Other’ containstheresultsof movementsinfair value of own debt, activitiesrelated to information technol ogy servicesprovided
to HSBC Group companies on an arm’s length basis with associated recoveries and other costs which do not directly relate to

our global lines of business.

Review of financial performance

Net interest income
Net feeincome
Net trading income

Net (expense)/income from financial instruments designated at fair value.
Other Operating INCOME........cocurtiiriiereierereserere ettt

Total operating income
Total operating expenses................
Loss before income tax expense

Loss before income tax expense was $15m for the quarter
ended 31 March 2016, anincrease of $6m, or 67%, compared
tothefirst quarter of 2015 and anincrease of $10m, or 200%,
compared to the fourth quarter of 2015. Theincreaseinloss
compared to the comparative periods is mainly due to the

Summary quarterly performance

Quarter ended

31 March 2016 31 March 2015 31 December 2015

$m $m $m

(8) (7) (3

— — 1

5 7 4

. (1) 2 (€]
7 7 7

3 9 8

(18) (18) (13)

(15) 9) (5

narrowing of credit spreads on financia instruments
designated at fair value, and a transitional change in the
liquidity fundstransfer pricing policy framework, negatively
impacting net interest income in the first quarter of 2016.

Refer to the* Summary quarterly performance’ section of our Annual Report and Accounts 2015 for moreinformation regarding

quarterly trends in performance for 2015 and 2014.
Summary consolidated income statement

Quarter ended

Mar 31 Dec 31

2016 2015

$m $m

Total operating iNnCOME..........coeevevevernirieieineeieinnae 544 448
Profit for the period.........ccoveeienncennccces 115 (28)
Profit attributable to common shareholders........ 106 (38)
Profit attributable to preferred shareholders....... 9 10
Profit attributable to non-controlling interests.... — —
Basic earnings per common share ($) ........ccc...... 0.21 (0.08)

Accounting matters

Sep 30 Jun 30 Mar 31 Dec 31 Sep 30 Jun 30
2015 2015 2015 2014 2014 2014
$m $m $m $m $m $m
518 541 530 519 520 539
137 168 170 125 170 182
128 161 163 118 163 172

9 5 4 5 4 8

— 2 3 2 3 2
0.26 0.32 0.33 0.24 0.32 0.35

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 policiesare provided
innote 1.
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Refer to the ‘Critical accounting policies’ section of our
Annual Report and Accounts 2015 for accounting policies
that are deemed critical to our results and financial position,
intermsof materiality of theitemswhichthepolicyisapplied
and the high degree of judgment involved, including the use
of assumptions and estimation.



Off-balance sheet arrangements

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

Related Party Transactions

in our consolidated balance sheet. These arrangements
include: guarantees, |etters of credit, and derivativesand are
described in the * Off-bal ance sheet arrangements’ section of
our Annual Report and Accounts 2015.

We enter into transactionswith other HSBC affiliates as part
of the normal course of business, such as banking and
operational services. In particular, asamember of one of the
world'slargest financial services organizations, we sharein
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

platformsused around theworld and benefit fromworldwide
contracts for advertising, marketing research, training and
other operational aress.

Theserelated party transactionsare ontermssimilar 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
thefinancial disclosuresininterim filingswith the Canadian
Securities Administrators, including this MD&A and the
accompanying unaudited interim consolidated financial
statements for the quarter ended 31 March 2016, and their
responsibility for the design and maintenance of disclosure

Risk Management

controls and procedures and internal controls over financial
reporting to provide reasonable assurance regarding the
reliability of financial reporting in accordance with IFRS.
There have been no changes in internal controls over
financial reporting during the quarter ended 31 March 2016
that have materially affected or arereasonably likely to affect
internal control over financial reporting.

Refer to the “Risk management” section of our Annual
Report and Accounts 2015 for a discussion of how the bank
manages risk on an enterprise wide level, as well as the
management of reputation and operational risk.

Credit risk

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

The bank’s principa objectives of credit risk management

are:

e to maintain a strong culture of responsible lending,
supported by arobust risk policy and control framework;
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« toboth partner with and challenge businessesin defining

and implementing and continually re-eval uating 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 tothe’ Risk management’ section of our Annual Report
and A ccounts 2015 for adiscussion of how thebank manages
credit risk, collateral and other credit risk enhancements, as
well as a more in depth explanation of our credit risk
measures.
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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 externa
factors. Diversification of credit risk is a key concept by
whichweareguided. In assessing and monitoring for credit
risk concentration, we aggregate exposuresby product type,

Credit risk portfolio by product type

industry and geographic area. Exposures are measured at
exposure at default (EAD’), which reflects drawn balances
as wel as an alowance for undrawn amounts of
commitments and contingent exposures, and therefore
would not agree to the financial statements.

EAD at 31 March 2016

Repurchase
type Other off-
Drawn Undrawn transactions Derivatives  balance sheet Total
$m $m $m $m $m $m
20,786 229 — 99 70 21,184
2,962 — 81 1,912 610 5,565
28,364 12,143 5 1,287 3,447 45,246
52,112 12,372 86 3,298 4,127 71,995
Residential mortgages............cocevevenee. 19,665 — — — — 19,665
Home equity lines of credit .................... 1,854 1,045 — — — 2,899
Personal unsecured revolving loan

fACIlItIES. ..o 260 223 — — — 483
Other personal loan facilities.................. 1,597 178 —_ — 3 1,778

Other small to medium enterprises loan
faCIlItiES. v 216 253 — — 18 487
Run-off consumer loan portfolio............ 225 — — — — 225
Retail Master Card.........ccoeveneernerenieennes 349 — — — — 349
Total Retall .......cooveveererrrecereieerenes 24,166 1,699 — — 21 25,886
Tota 76,278 14,071 86 3,298 4,148 97,881
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Credit risk portfolio by product type

EAD at 31 December 2015
Repurchase
type Other off-
Drawn Undrawn transactions Derivatives  balance sheet Total
$m $m $m $m $m $m
Wholesale portfolio.........ccccvvvrierinenene
SOVENEIGN. ...t 24,807 195 — 406 70 25,478
BanKS......coviieireee s 3,549 — 75 1,276 482 5,382
COrPOrae.......evveeeeveieiriirieieese e 29,568 12,995 15 1,917 3,511 48,006
TOtAl e 57,924 13,190 90 3,599 4,063 78,866
Retail portfolio ...
Residential mortgages...........cocoeveeenee. 19,239 4 — — — 19,243
Home equity lines of credit .................... 1,862 1,040 — — — 2,902
Personal unsecured revolving loan
faCilItiES. .o 267 224 — — — 491
Other personal loan facilities.................. 1,677 186 — — 5 1,868
Other small to medium enterprises loan
facilities......coovvvversririsiiene 228 262 — — 18 508
Run-off consumer loan portfalio............ 254 — — — — 254
Retail Master Card.........ccovveneerrerenieennes 383 — — — — 383
Totd Retall 23,910 1,716 — — 23 25,649
Total 81,834 14,906 90 3,599 4,086 104,515
Credit risk portfolio by geographic area
EAD EAD
31 March 2016 31 December 2015
$m $m
Sovereign
(07107 SO 17,507 20,215
UNiIted StAEES Of AMEIICAL....cvecveueeeieeiietiete ettt ettt e et et ae s e s sesbesaensereebensensenenan 1,418 2,949
(101 OSSOSO 2,259 2,314
21,184 25,478
Banks
Canada 2,641 2,525
United States of America. 1,484 1,348
(6 101 OO 1,440 1,509
5,565 5,382
Corporate
Canada
BritiSh COIUMDIAL......cecviiicice s 11,361 11,856
L0017 1 o T TSSO 11,699 12,504
1o - YOO 11,314 11,869
QUEDIEC ..ottt bbbttt 5,839 6,330
Saskatchewan and Manitoba...........cceoriiniee s 1,812 1,744
ALIANLIC PrOVINCES ... ettt ettt b e 841 816
UNited StAtES Of AMEIICAL.....coveueeeerieierirteeire ettt nr s 1,639 1,973
(107 TSSO STT 741 914
45,246 48,006
Total wholesale [0an portfolio EXPOSUIE...........ceiuiiiiiiiiiiieee e 71,995 78,866
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Loan portfolio by industry

EAD at 31 March 2016

Repurchase
type Other off-

Drawn Undrawn transactions Derivatives  balance sheet Total
$m $m $m $m $m $m

COrPOIFALE......cveveereirereereee e
Real EState......cccocvuviererenieieeieieieiens 6,451 1,786 — 100 448 8,785
ENErgY...ccovieiiieieeeeeeee s 3,307 2,771 — 592 925 7,595
ManufaCturing .......cccoeeeeeeeeienennens 3,829 1,657 — 65 329 5,880
Finance and insurance..........c.c.coeuenne. 1,041 864 5 249 115 2,274
Wholesaletrade.........c.cooreninerenininenene. 2,572 1,229 — 48 156 4,005
SEIVICES ...ttt 2,126 575 — 43 159 2,903
Transport and storage.......c.oveeenennenes 1,739 542 — 40 150 2,471
BUSINESS SEIVICES......ocveieicieeene 1,097 291 — 7 59 1,454
Mining, logging and forestry............... 929 640 — 17 350 1,936
Construction SErViCesS .......ooveerereenenens 1,221 854 — 7 659 2,741
AULOMOLIVE......coceeeereirereeieee e 1,212 296 — 6 39 1,553
Retail Trade.......cccoeeereieneccnens 1,135 330 — 98 29 1,592
Hotels and accommodation................. 747 55 — 6 9 817
AQriCUItUre....c.eceeee e 579 193 — 10 15 797
SOle Proprietors.....ccoveeeeerereeierereenenens 379 60 — — 3 442
Government SErVIiCeS .......coveerreenenens — 1 — — — 1
Total COrporate........covvereevererereeenereenes 28,364 12,144 5 1,288 3,445 45,246

EAD at 31 December 2015
Repurchase
type Other off-

Drawn Undrawn transactions Derivatives  balance sheet Total
$m $m $m $m $m $m

COrPOIALE.....ccveeeereirereereee e
Real EState.......coovveemieieieieiieieieines 6,226 1,706 — 212 471 8,615
ENErgy...c.cooveeieiiecieeeeeeeeeees 3,886 2,894 — 721 900 8,401
ManufaCturing ........cocoeeeeeeeeeennnnnns 3,898 1,811 — 110 345 6,164
Finance and insurance..........c.ccccueueee. 1,382 948 15 554 161 3,060
Wholesaletrade.........c.coornnereninineenes 2,769 1,301 — 35 170 4,275
SEIVICES ...cvvireeieieise e 2,318 594 — 36 138 3,086
Transport and storage.........coeveeerenne. 1,808 631 — 38 158 2,635
BUSINESS SEIVICES......covmevieieiiieiiees 1,299 620 — 9 507 2,435
Mining, logging and forestry............... 959 714 — 33 353 2,059
CONStruction Services .........coeveveeeneens 1,025 622 — 17 195 1,859
AULOMOLIVE. ... 1,064 344 — 6 39 1,453
Retail Trade.......ccooveieeieececicnns 977 406 — 94 35 1,512
Hotels and accommodeation.................. 711 48 — 5 6 770
AGHCUITUTe. ... 433 305 — 46 29 813
Sole Proprietors........cveveeeveveeereresnenens 403 51 — 1 4 459
Government Services .........ooevveenenens 410 — — — — 410
Total COrporate..........cvverererererererererenenens 29,568 12,995 15 1,917 3,511 48,006
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Energy Exposures

The following table provides a breakdown of our exposure
to energy industries under the AIRB approach. Of these
exposures, 57% at 31 March 2016 are investment grade
based onour internal risk rating (equivalent to S& P/Moody’s

Credit risk portfolio by product type

rating of BBB-/Baa3 and higher). In light of sustained low
oil prices the bank remains selective in this sector and
continues to reduce its exposure to energy and related
companies

EAD at 31 March 2016

Other off-

Undrawn balance sheet
Drawn  commiments Derivatives exposures Total
$m $m $m $m $m
PIPEIINES ... 349 541 506 22 1,418
ENErgy SErVICES.......covviiiiiriniirtirei ettt 1,175 713 1 68 1,957
Exploration development and production ..............c.eeeneneee 1,297 1,050 75 545 2,967
Power and ULIlItIeS..........coccvivieiriiicee e 299 234 8 241 782
Transportation, refining and marketing...........cocoeeeeerineenene. 187 233 2 49 471
TOAL ettt 3,307 2,771 592 925 7,595

EAD at 31 December 2015

Other off-

Undrawn balance sheet
Drawn commiments Derivatives exposures Total
$m $m $m $m $m
PIPEIINES ... 610 501 630 27 1,768
ENEIgY SEIVICES.....ccoieeiiirieieirieeee ettt 1,322 750 1 85 2,158
Exploration development and production ............c.ccceeeeveeee 1,300 1,138 46 512 2,996
Power and ULHTItIES. ........overvecreereee s 380 278 6 230 8%4
Transportation, refining and marketing...........cccoveeeveeiene. 275 227 37 46 585
LI SO 3,887 2,894 720 900 8,401

Credit Quality

Credit Quality of Financial Assets

Although overdl credit quality at 31 March 2016 remains
strong, recent credit metricshasindi cated somedeterioration
in the quality of the portfolio related to Energy and related
exposures. Thisis consistent with the significant reduction
in energy prices and was in accordance with our

Quality classification

SALISFACLONY ...veuieeeieirect ettt ettt
SUD-SEBNAEIT ... s
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expectations. This resulted in a $47m increase in impaired
loans, of which $124m was related to Energy and related
exposures offset by reductions in other sectors. The bank
uses the classification as outlined in the table below to
measure the quality of itsloans and advances.

Wholesale and retail lending

12 month

External Internal probability of
credit rating credit rating default %
A—and above CRR1 to CRR2 0-0.169
BBB+ to BBB- CCR3 0.170-0.740
BB+ to B+ CCR4 to CCR5 0.741-4.914
BtoC CRRG6 to CRR8 4.915-99.999

Default CRR9 to CRR10 100
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Credit quality of wholesale portfolio

31 March 2016 31 December 2015
EAD EAD EAD EAD EAD EAD
Drawn Undrawn Total Drawn Undrawn Total
$m $m $m $m $m $m
SUONG ceorrverireeneseeeesssseessssssessssseeeesens 29,634 2,643 32,277 34,860 3,295 38,155
15,802 5,782 21,584 16,054 5,658 21,712
11,256 3,201 14,457 12,165 3,660 15,825
2,331 690 3,021 2,066 499 2,565
600 56 656 531 78 609
59,623 12,372 71,995 65,676 13,190 78,866
The proportion of exposures categorized as Strong or Good portfolio credit risk EAD decreased by $6,871 millioninthe
decreased from 75.9% at 31 December 2015 to 74.8% at 31 quarter due to removal of the trading book portfolio from
March 2016, whileimpaired loansincreased from $609m to credit risk EAD following OSFI approva of Market Risk
$656m. This was mainly due to deterioration in the quality model, areduction in Balance Sheet Management activities
of the portfolio related to energy and rel ated exposures. This and a reduction in unused loan commitments.

is consistent with the significant reduction in oil prices and
was in accordance with our expectations. The wholesae

Credit quality of retail portfolio

March 31, 2016 December 31, 2015

EAD EAD EAD EAD EAD EAD
Drawn Undrawn Total Drawn Undrawn Total
$m $m $m $m $m $m
SHONG - vetrverreeseeeeseesessessseessseesssesssnees 10,252 — 10,252 10,010 2 10,012
GOOG. veoreeerreesnseses e ssssessssesssesssnees 10,919 1,197 12,116 10,989 1,231 12,220
(S IS e (0o AN 2,291 451 2,742 2,211 434 2,645
SUD-SEANAENT ..o 663 51 714 638 49 687
IMPAITET ... 62 — 62 85 — 85
24,187 1,699 25,886 23,933 1,716 25,649
The portfolio was generaly stable with the proportion of 86.7% at 31 December 2015 to 86.4% at 31 March 2016,

exposures categorized as Strong or Good decreasing from while impaired loans declined from $85m to $62m.
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Mortgages and home equity lines of credit

The bank's mortgage and home equity lines of credit
portfolios are considered to be low-risk since the mgjority
are secured by a first charge against the underlying rea
estate. The tables below detail how the bank mitigates risk
further by diversifying the geographical marketsin which

it operates as well as benefiting from borrower default
insurance. In addition the bank maintains strong
underwriting and portfolio monitoring standards to ensure
the quality of its portfolio is maintained.

31 March 2016

Residential mortgages HELOC?

Insurance and geographic distribution® Insured® Uninsured Total Uninsured
$m % $m % $m $m %
British Columbia.........coovveeerenieerieerrenens 918 7 11,350 93 12,268 895 100
Western Canada’..............coevvvvevveremrvennrrennenens 235 18 1,086 82 1,321 245 100
(@317 4 o TSR 689 12 5,109 88 5,798 608 100
Quebec and Atlantic provinces....................... 165 15 950 85 1,115 107 100
Total at 31 March 2016..........cccceveerrreenenne 2,007 10 18,495 90 20,502 1,855 100
31 December 2015

Residential mortgages HELOC?

Insurance and geographic distribution® Insured® Uninsured Total Uninsured
$m % $m % $m $m %
British Columbia 972 8 10,940 92 11,912 898 100
Western Canada’..............oevverrvoesrinnsroensrons 235 18 1,103 82 1,338 248 100
ONLAMTO. ...ttt 657 12 5,010 88 5,667 606 100
Quebec and Atlantic provinces.............c.c...... 166 15 950 85 1,116 110 100
Total at 31 March 2015.........ccccovvererccinene. 2,030 10 18,003 90 20,033 1,862 100
Amortization period® Residential mortgages
35 years and
Less than 20 years 20 - 24 years 25- 29 years 30 - 34 years greater

Total at 31 March 2016........... 25% 35% 39% 1% —%
Total at 31 December 2015........ 26% 36% 37% 1% —%
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For the three months ended:

Average loan-to-value ratios of new originations®’

31 March 2016

Residential

mortgages HELOC

% %

BIItiS COIUMDIG. .....cueiitiiieie ettt st b et b e st b ekttt sb b et b st ebe st et banea 59 51
WESIENN CANAA" ........voeveeeeeeeeeeeee e es s s s s s s sns st essssessen e sneean 63 56
(@317 4 o J S 62 56
QuEDbEC aNd AtlBNEIC PrOVINCES.......ceiiiiiitt et 60 52
TOtal At 31 MAFCH 2016......c.coiiieiisee ettt ettt ettt sttt s et s 60 53
Tota at 31 December 2015 62 55

1 Geographic location is determined by the address of the originating branch.

2 HELOC is an abbreviation for Home Equity Lines of Credit, which are lines of credit secured by equity in real estate.

3 Insured mortgages are protected from potential losses caused by borrower default through the purchase of insurance coverage, either

from the Canadian Housing and Mortgage Corporation or other accredited private insurers.
4 Western Canada excludes British Columbia.

5 Amortization period is based on the remaining term of residential mortgages.

6 All new loans and home equity lines of credit were originated by the bank; there were no acquisitions during the period.

7 Loan-to-value ratios are simple averages, based on property values at the date of mortgage origination.

Potential impact of an economic downturn on residential mortgage loans and home equity lines of credit

The bank performs stress testing on its Retail portfolio to
assess the impact of increased levels of unemployment,
risinginterest rates, reductionin property valuesand changes
in other relevant macroeconomic variables. Potential
increase in losses in the mortgage portfolio under downturn
economic scenarios are considered manageabl e given the

Days past due but not impaired loans and advances

diversified composition of the portfolio, the low Loan to
Valuein the portfolio and risk mitigation strategiesin place.
The aging analysis below includes past due loans on which
collective impairment alowances have been assessed,
though at their early stage of arrears, there is normally no
identifiable impairment.

31 March 2016 31 December 2015

$m $m

UP L0 29 QAYS ... ettt bbbttt e bbbt st b e e e b n e 549 920
B0-59 TAYS...nereerrreseieerieiei ettt bbb 320 200
B0-89 TAY'S.....envrrresieriseieie ettt 29 113
90-179 TAYS... . vrrrerierrieieie sttt 3 30
OVEF 180 AYS ..eueeeeienereeieieisieie sttt se sttt se b e st be s sa b st b be e e e b e e e e e b et seebese s eeebe e anas 13 7
914 1,270
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Impaired loans and allowances for credit losses

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

An alowance is maintained for credit losses which, in
management’s opinion, is considered adequate to absorb all
incurred credit-related lossesin our portfolio, of both onand
off-balance sheet items, including deposits with other
regulated financial institutions, loans, acceptances,
derivative instruments and other credit-related contingent
liahilities, such asletters of credit and guarantees.

Assessing the adequacy of the allowance for credit lossesis
inherently subjective as it requires making estimates that
may be susceptible to significant change. This includes the
amount and timing of expected future cash flows and
incurred losses for loans that are not individually identified
as being impaired.

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

e known cash flow difficulties experienced by the
borrower;

e past-due contractual payments of either principa or
interest;

» breach of loan covenants or conditions;

» the probability that the borrower will enter bankruptcy
or other financial realization.

Individually assessed impairment allowances are recorded
on theseindividual accountson an account-by-account basis
toreducetheir carrying val ueto estimated realizableamount.

The collectively assessed impairment allowanceis our best
estimate of incurred losses in the portfolio for those
individually significant accounts for which no evidence of
impairment has been individually identified or for high-
volumegroupsof homogeneousloansthat arenot considered
individually significant. In determining an appropriate level
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of collectively assessed impairment, we apply the following
methodologies:

e Business and government - For these loans, the
underlying credit metricsincluding PD, LGD and EAD,
for each customer are derived from the bank’s internal
rating system as a basis for the collectively assessed
impairment allowance. In order to reflect the likelihood
of aloss event not being identified and assessed an
emergence period assumption is applied which reflects
theperiod between alossoccurring anditsidentification.
The emergence period is estimated by management for
each identified portfolio. The factors that may influence
this estimation i nclude economic and market conditions,
customer behaviour, portfolio management information,
credit management techniques and collection and
recovery experiences in the market. The emergence
period is assessed empirically on a periodic basis and
may vary over time as these factors change. The bank
also incorporates a quantitative management judgment
framework which includes internal and external
indicators, to establish an overall collective impairment
allowance consistent with recent loss experience and
uncertainties in the environment.

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

e Consumer Finance and other consumer loans - Analysis
of historical delinquency movements by product typeis
used asthebasisfor thecollectively assessed impai rment
alowance for these loan portfolios. By tracking
delinquency movement among pools of homogeneous
loans, an estimate of incurred losses in each pool is
determined. These estimates can be amended should
management believe they do not fully reflect incurred
losses. This judgemental adjustment employs an
established framework and references both internal and
external indicators of credit quality.

In addition to the methodol ogies outlined above, the balance
of the collectively assessed impairment allowance is also
analyzed asafunction of risk-weighted assetsand referenced
to the allowances held by our peer group.
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Impaired financial assets

EAD EAD
31 March 2016 31 December 2015
$m $m
Impaired wholesale portfolio®
REEI BSALE. ...t 55 62
Energy.... 378 254
Construction services . 51 18
Manufacturing ..... . 32 56
WNOIESAIE TFAOE ...ttt ettt b e b et e bt enenan 43 48
AGETCUITUIE. ...ttt b et e et s bRt e b e e bt n e ennenan 2 5
AULOMIOLIVE. ...ttt bbb bbb bbb bbb bbb bbb bbb bbb bbb bbb 12 12
Hotels and aCCOMMOTELION ........c.cueuuiiieieieieieieiei ettt 7 7
Mining, 1099iNG 8N FOTESIIY ......c.cuiuiuiiiieicieieieeier bbbt 17 19
BUSINESS SEIVICES. ...ttt etttk et b et b bbb e s e se e b e b e et et et b b et e e nnenan 25 81
SOl PIOPITELONS ...tttk ettt bbbt e ekt e bbbt b bt ne e b e e et et e b es 4 5
TranspOrtation @N0 SIOTBOE .......oveveieeeeeiirireeiee ettt b e bt s e b e enenen 6 6
SEIVICES ..ottt E R E Rttt ettt en e 19 21
FINANCE ANO INSUFANCE .......evtiiiciiet ittt bbbttt 1 1
RELAI TrOE ...ttt bbb 4 14
Total impaired WholeSal€ POrtfOli0.........cioirieiiric e 656 609
Impaired retail portfolio
RESIAENEIAl MOMGAIES ... .c.eeeveviereei ettt b et s e neenas 40 45
Other retail loans..... 31 29
Run off consumer finance portfolio . 39 a4
Total impaired retail portfolio... . 110 118
Total impaired fINANCIAl BSSELS........cov ittt 110 118
1 Includes $141m (2015: $193m) of impaired acceptances, letters of credit and guarantees
Impairment allowances
31 March 2016 31 December 2015
$m $m
Gross loans and advances to customers
Individually assessed impaired 10ans and a0VANCES (A) ..........oovveevveerererereeesereseseseiessssseessssnsssenssenees 521 502
Collectively assessed loans and advances (B)............... 47,863 48,387
- impaired loans and advances' ... 47 48
- non-impaired 10aNS 8N AAVANCES ..ottt bbbt 47,816 48,339
Total gross |oans and advances t0 CUSLOMENS (C)......urvrurerirerererereririsesisesesisesesesesesesssesssssesssssesesssesssssens 48,384 48,889
Less: impairment allOWANCES (C) ......cuvuereeuiriiiiieet ettt ettt ettt 511 511
SINAIVIAUAIY SSESSEA () ...vuvuereerrereriieieireeie et 249 253
- COHECIVEY @SSESSEA (1) ...vereveneererieririeieese sttt b ettt 262 258
Net 10ans and a0VaNCES tO CUSIOMENS.........c.uiuiuererirrereereseee st se s s s s s b e ss s s e s 47,873 48,378
Individually assessed impaired |oans and advances coverage - (a) as a percentage of (A) ......cccoevenee 47.8% 50.3%
Collectively assessed loans and advances coverage - (b) as a percentage of (B) .......cccoevevereercrcennnnee 0.5% 0.5%
Total loans and advances coverage - (C) as apercentage Of (C).....ccoveerrreiererieiereniseerese e 1.06% 1.05%

1 Includes restructured loans with a higher credit quality than ‘impaired’ and for which there is insufficient evidence to demonstrate a significant
reduction in the risk of non-payment of future cash flows, or the absence of other indicators of impairment.
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Movement in impairment allowances and provision for credit losses (Audited)

31 March 2016 31 December 2015
Customers  Customers Other Customers  Customers Other
individually collectively  credit risk individually  collectively  credit risk
assessed assessed  provisions Total | E ] provisions Total
$m $m $m $m $m $m $m $m
Opening balance at the
beginning of the period..... 253 258 105 616 170 192 76 438
Movement..........ccccoveerirennnne
Loans and advances
written off net of
recoveries of
previously written
off amounts-............... (75) 2) — (77) (43) (10 — (53)
Chargeto income.............. 77 6 2 85 129 48 57 234
Other movements............. (6) — — (6) (©)] 28 (28) (©)]
Closing balance at the end of
the period.........cccovevveirenieinecne. 249 262 107 618 253 258 105 616

1 Recovered $7m (2015: $27m) of loans and advances written off in prior periods

Liquidity and funding risk

Liquidity riskistherisk that the bank doesnot have sufficient
financia resources to meet its obligations as they fall due,
or will have to do so at an excessive cost. Thisrisk arises
from mismatches in the timing of cash flows.

Funding risk is the risk that funding considered to be
sustainable (and therefore used to fund assets) proves not to
be sustainable over time.

Liquidity and funding risk management

Our liquidity and funding management strategy asdescribed
in the ‘Liquidity and funding risk’ section of our Annual
Report and Accounts 2015 continues to apply. As described
therein, from 1 January 2016 the bank, in line with HSBC
Group, implemented a new internal liquidity and funding
risk management framework. The new internal framework
uses the external liquidity coverage ratio (‘LCR’) and net
stable funding ratio (‘NSFR’) regulatory framework as a
foundation, but adds additional metrics, limits and overlays
toaddresstherisksthat the bank considersare not adequately
reflected by the external regulatory framework.

We continueto monitor liquidity and funding risk within our
stated risk appetite and management framework
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Liquidity regulation

In accordance with OSFI's Liquidity Adequacy
Requirements (‘LAR’) guideline, which incorporates Basel
liquidity standards effective 1 January 2015, the bank is
required to maintain a Liquidity Coverage Ratio (‘'LCR’)
above 100% as well as monitor the Net Cumulative Cash
Flow (‘NCCF’). The LCR estimates the adequacy of
liquidity over a 30 day stress period while the NCCF
calculates a horizon for net positive cash flows in order to
capturetherisk posed by funding mismatchesbetween assets
and liabilities. Asat 31 March 2016, the bank was compliant
with both

Thebank’s OSFI LCR issummarized in thefollowing table.
For the quarter ended 31 March 2016, the bank’s average
LCR of 129% is calcul ated astheratio of the stock of High-
Quiality Liquid Assets (HQLA) to thetotal net stressed cash
outflows over the next 30 calendar days

OSFI liquidity coverage ratio*

31 Mar 31 Dec
Average for the three months ended® 2016 2015
Total HQLAZSM) ..oovvverervenereerrieennens 24,299 24,691
Total net cash outflows” ($m) ............... 18,881 19,074
Liquidity coverage ratio (%)..........c...... 129 130

1 The data in this table has been calculated using averages of the three
month-end figures in the quarter. Consequently, the LCR is an average
ratio for the three months of the quarter and might not equal the LCR
ratios calculated dividing total weighted HQLA by total weighted net
cash outflows.
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2 These are weighted values and are calculated after the application
of the weights prescribed under the OSFI LAR Guideline for HQLA and
cash inflows and outflows.

Liquid Assets

The table below shows the estimated liquidity value
unweighted (before assumed haircuts) of assets categorised
as liquid and used for the purpose of calculating the OSFI
LCR metric. Thelevel of liquid assets reported reflects the
stock of unencumbered liquid assets at the reporting date,
using the regulatory definition of liquid assets.

Liquid Assets™ 2

Our liquid assets decreased by $1.1bn from 31 December
2015, primarily due to seasonal movement of commercial
deposits.

At 31 March 2016 At 31 December 2015
$m $m

20,276 21,543

3,095 2,959

92 98

23,463 24,600

1  The Liquid Asset balances stated here are as at the above dates (spot rate) and are unweighted and therefore do not match the Liquid Asset
balances stated in the LCR ratio calculations which are the average for the quarter and are weighted.

2 Asdescribed herein, effective 1 January 2016, the bank implemented a new internal liquidity and funding risk management framework which
uses the external LCR regulatory framework. The categorization of liquid assets presented above is based on OSFI LCR regulations. Prior
period numbers have been re-stated to be in line with this new liquidity framework.

Market risk

Market risk istherisk that movementsin 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 tothe' Risk management’ section of our Annual Report
and A ccounts 2015 for adiscussion of how thebank manages
market risk as well as a more in depth explanation of our
market risk measures.
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Value at Risk (VaR)

VaR is a technique that estimates the potential losses that
could occur on risk positions as a result of movements in
market rates and prices over aspecified time horizon and to
agiven level of confidence

VaR disclosedinthetable and graph below isthe bank’ stotal
VaR for both trading and non-trading books and remained
within the bank’s limits.

The average trading VaR was up by $0.7m in March 2016
from March 2015 due to an increase in interest rate risk.
Average non-trading VaR over the same period increased by
$8m compared to the prior period. Theincreasein both non-
trading and trading VaR is due to the inclusion of more
granular risksinto the VaR calculation. The VaR model has
been enhanced to capture interest rate basis risks.



VAR by risk type for trading activities®

Foreign .
exchange and . . ) _P_ortfpllg .
commodity Interest rate Equity Credit Spread  diversification Total
$m $m $m $m $m $m
January - March 2016 .
At period end.. 0.0 2.1 0.0 0.9 (0.7) 2.2
Average........ 0.1 1.6 0.0 1.0 (0.8) 1.9
Minimum ... 0.0 1.2 0.0 0.6 1.3
Maximum..........ccceevvneee 0.5 2.4 0.0 12 25
Foreign .
exchange and i . ~ Portfolig
comr%odity Interest rate Equity Credit Spread  diversification® Total®
$m $m $m $m $m $m
January - March 2015 ....
At period end.................. 0.0 05 0.0 1.0 (0.5) 11
Average........ 0.1 0.6 0.0 11 (0.5 12
Minimum .. 0.0 0.2 0.0 0.8 0.8
Maximum.........ccceeevvenne 0.3 13 0.0 2.8 2.8
1 Trading portfolios comprise positions arising from the market-making and warehousing of customer derived positions.

N

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

3 The total VAR is non-additive across risk types due to diversification effects

Non-trading value at risk

Quarter ended 31 March

2016 2015

$m $m

AL PENTOO N0 ...ttt 22 15
ANVEIBOEC. ..ttt ettt bbb b ek E b e R e e b At R e n e e b e Rt e A b e e b he Rt E b et et b e et et 22 14
Minimum.. . 17 11
IMEAXIIMIUM <.ttt et s a et e b e b eaeese e b e s eaesaesaeseebesbe s ensesensensesessesneseerenne 27 18

Total daily VaR

36 J

m o)

w el T
W«M’WUWNM\ M, W

fl
L B TV v
Q12015 Q22015 Q32015 Q42015 Q12016
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Structural Interest Rate Risk

Structural interest raterisk arisesprimarily out of differences
in the term to maturity or repricing of our assets and
liabilities, both on- and off-balance sheet.

Refer to the ‘ Structural Interest Rate Risk’ section of our
Annual Report and Accounts 2015 for a discussion of how
the bank manages structural interest rate risk as well as an
explanation of our monitoring measures.

Sensitivity of Structural Interest Rate Risk in the non-trading portfolio

At 31 March

Impact as aresult of 100 basis point change in interest rate:

2016 2015
Economic value Earnings at Economic value  Earnings at risk
$m $m $m $m
(261) 96 (210) 34
392 (80) 211 (46)

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

Capital

affect future results’ section of our Annual Report and
Accounts 2015 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 Annual Report and
Accounts 2015 for adiscussion of how the bank managesits
capital.

Regulatory capital and capital ratios in the tables below are
presented under aBasel 111 *al-in’ basis, which appliesBasel

Regulatory capital ratios
Actual regulatory capital ratios and capital requirements

[11 regulatory adjustments from 1 January 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 111 ‘transitional’ basis, which
phases in Basel 1ll 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 2016.

Actual regulatory Capital FatiOS .........cocueerrieieiirireer et

Common equity tier 1 capital ratio
Tier 1 capital ratio .....c.coovveveerencerenicenes
Tota capital ratio...
Leverageratio

Required regulatory capital lIMItS.........oceoiiiicirrieeiee e

Minimum common equity tier 1 capital ratio

Minimum tier 1 Capital FaLIO. ........cceiieiiiic et
Minimum total Capital Fati0........ccourueiirieieeeerie et
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31 March 2016 31 December 2015
10.0% 10.1%

12.0% 12.1%

13.2% 13.5%

4.8% 4.7%

7.0% 7.0%

8.5% 8.5%

10.5% 10.5%



Regulatory capital
Regulatory capital and risk weighted assets

Tier 1 capital
Common equity tier 1 capital ...
GrOSS COMMON EQUILY” .....vveoveeoeeesee et sss st sss s
ReQUIALOTY @OJUSIMENES.......c.ouiuiiiieiiiricicitici ettt
Additional tier 1 eligible capital®
Tier 2 capital®
Total capital available for regulatory purposes

Total riSK-WEIGNTEH ASSELS ... .vcueerieeeeree ettt se st e st se e ss st e et ese e seese e e sanseneneens

31 March 2016 31 December 2015
$m $m

5,178 5178

4,328 4,328

4,561 4,526

(233) (198)

850 850

499 585

5,677 5,763

43,069 42,846

1 Includes common share capital, retained earnings and accumulated other comprehensive income.

2 Includes directly issued capital instruments and instruments issued by a subsidiary which are subject to phase out.

3 Includes directly issued capital instruments subject to phase out and collective allowances

Outstanding Shares and Securities

At 30 April 2016

Dividend or distribution®

$ per share or security
COMMON SHAMES.......cuviiieiieie et
Class 1 Preferred Shares - Class L.......ccoveeeeieieeceesennnns
SEIES Cneeeeieee et nenes 0.31875
£ =] I T 0.3125
£ =Y T 0.25

1 Cash dividends on preferred shares are non-cumulative and are payable quarterly.

During thefirst quarter of 2016, the bank declared and paid
$48m in dividends on HSBC Bank Canada common shares,
adecrease of $40m compared withthesamequarter last year.
Regular quarterly dividends have been declared on all series
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Number of issued shares
and securities

Carrying value

000's $m
498,668 1,225
7,000 175
7,000 175
20,000 500
850

of HSBC Bank Canada Class 1 Preferred Shares in the
amounts per share noted above and will be paid on 30 June
2016 for shareholders of record on 15 June 2016.
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Consolidated income statement (unaudited)

Quarter ended

31 March 31 March 31 December

2016 2015 2015

$m $m $m

INEErESE INCOME ... 418 434 417
INEEMESE EXPEIISE ......vvviiiii ittt s (137) (147) (135)
NEL INEEIESE INCOME.......ceriieiiricicititi ettt ettt 281 287 282
178 191 183
17 (29) (18)

161 172 165
Trading income excluding Net iNtEreSt INCOME ........ccorvrueiriririeierieere e 62 8 (35)
Net interest income oNn trading 8CIVITIES. .........cciiieiireeee e 5 7 12
NEL trA0iNG INCOME ...ttt ettt b et b e e sttt b b e e b e e s bt e st b benens 67 15 (23)
Net (expense)/income from financial instruments designated at fair value.............ccccoeeicineines )] 2 (1)
Gains less|osses from financial INVESIMENLS...........cccciiiiii s 21 36 7
Other OPEratiNg INCOIME.........cuiiireeteieeirietere ettt se bbb et e e st esese b e s e s sesbe e s s bese e seenas 15 18 18
Total OPErating INCOME.........ceiiiriereeeieiete sttt ss b ae e b s enssa et ese s ssese e ssesasesses 544 530 448
Loan impairment charges and other credit risk ProviSiONS ... (85) (26) (164)
NEt OPEFratiNg INCOMIE .....vcuiireeteeeiet ettt e e s s e e sa et e nsesenenaesnnens 459 514 284
Employee compensation and benefits... (169) (169) (169)
General and adminNiStrative EXPENSES ......c.c.cu ittt bbb (122) (206) (131)
Depreciation of property, plant and €QUIPIMENT ...t (@] @) (8)
Amortization and impairment of intangible assets.. 3) 4) 3
Total OPEratiNg EXPENSES .....c.cuiuiuiuiieiiuiitititieitieeeitiee e teeeea bt se e taeb s teeb s teeb b seeb bbb bbb eaebebeaereee (301) (286) (311)
OPErating Profit/(10SS) .......cceueuririeirieieieieieie ettt ettt ettt bbbttt bbbt betns 158 228 27)
Share Of Profit iN 8SSOCIALES..........cueiirereriirerieietrie ettt et s e se b — 3 (0]
Profit/(10ss) before iNCOME taX EXPENSE ......c.ccirveieriirieeeirietese et aenenens 158 231 (28)
INCOME TAX EXPENSE ...ttt sttt ettt b bbbt s bt ne b et st e e (43) (61) —
Profit/(10SS) fOr the PEriOd.......cccvviieeiivieecercee e nenens 115 170 (28)
Profit attributable to the common Shareholder ... 106 163 (398)
Profit attributable to preferred sharehOldErs...........cocieicciinre e 9 4 10
Profit attributable to Shar€hOlAErS ..o 115 167 (28)
Profit attributable to NON-ControlliNg INLErESS ..........ciorireere e — 3 —
Average number of common shares outstanding (000'S)..........c.creeeirreririereeerererereeieresenenns 498,668 498,668 498,668
BasiC earnings Per COMMON SNAIE........cccciiiiiiiicitc ettt $ 021 $ 033 $ (0.08)

The accompanying notes and ‘Risk management’ and ‘Capital’ sections within the Management’s Discussion and Analysis form an integral part of
these consolidated financial statements.
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Consolidated statement of comprehensive income (unaudited)

Quarter ended

31 March 31 March 31 December

2016 2015 2015

$m $m $m
Profit fOr the PEIOQ.......cueieee et 115 170 (28)

Other cOmMPrenenSIVe INCOME..........c.coiciiieiicecee ettt s b s st
Available-for-sal@ INVESIMENES, ..........ovverveeeiereeee e sesesees st ees s ss s ssss st essessssenes 8) 30 (6)
—falr VUG QAIN/(I0SS) ...cuevieiiieieesieie ettt e 10 7 D)
—fair value loss transferred to income statement on diSPOSAl ......c.cucueerucirieieinieirieinieieisieiens (21) (36) )
—1NCOME tAXES/(FECOVENY) ...ttt sttt b e e bbbttt b e benas 3 (12) 2
CASN FIOW NEAGES ........oeoveeeeeeceeee sttt ns e 6 87 15
—far VAUE (I0SS)/QAIN .....vvriiiiicieieiei ettt bbb 81 (74) 366
—fair value gain/(loss) transferred to iNCOme StatemeNt.........c.ceveueueueeeieireeieieeeeieeee e (72) 191 (346)
—INCOME (FECOVENY)/EBXES......evvtiiieieiteie ittt bbbttt bbbttt bene b 3) (30) (5)
Remeasurement of defined BENEfit PlaNSZ..............ovvveereenneeseseeeeesseeeseseessseesseessseseessesesssens (22) (33) 18
— DEfOr@ INCOME TAXES ......vvvtiitict ettt (30) (45) 25
—INCOME TAXES. ...ttt ettt bbbt bbbt bbb bbb b bbbt b bbb b s enerena 8 12 )
Other comprehensive |0ss for the period, NEt Of taX ... (24) 84 27
Total comprehensive income for the period 91 254 (€]
Total comprehensive income for the period attributable to:...........ccceeveeiiciicceceecs

— SNAMENOIAENS ...ttt ettt bbbt bbb 91 251 (0]
—NON-CONTONING INTEIESES ...ttt — 3 —
91 254 1)

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 ‘Risk management’ and ‘Capital’ sections within the Management’s Discussion and Analysis form an integral part of
these consolidated financial statements.
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HSBC BANK CANADA

Consolidated balance sheet (unaudited)

31 March 31 March 31 December
2016 2015 2015
Notes $m $m $m
ASSETS
Cash and balances at central Banks..........ccoeeevereeiseccieres e 54 64 65
Itemsin the course of collection from other banks...........cccooervnnnnnnnnneene 63 128 73
TrAOING @SSELS.....veuvieeeiieeie ettt ettt se ettt s ne e s 4 4,908 8,254 3,893
DEIVBLIVES.....c.oveeeeitetetceee ettt sttt sttt et ne st bese s esebe et sebe s etesennas 5 4,949 5,604 4,909
Loans and advanCes to DaNKS .........c.ceveieereierieiecieess et 1,038 950 1,400
Loans and advanCes tO CUSLOMENS .........coueeierieerienieesesieeeeseseesessessesessesssseesessessens 47,873 42,660 48,378
Reverse repurchase agreements — non-trading. 6,040 7,361 6,807
Financial investments........cccoeveevereinneriennns 6 22,588 19,462 23,935
Other assets........coeevevevevererenennnn 357 384 365
Prepayments and acCrued iNCOME ........c.cuiueuiiieiiniciieeireie e 254 238 194
Customers' liability Under aCCEPLANCES..........cerirueueirerieererieiee et 4,313 5,740 3,834
Property, plant and €QUIPMENL...........ceieeriieereseee et 106 118 110
Goodwill and iNtangible aSSELS..........cvuvvrireriririerie e 62 61 61
I = 55 = £ 92,605 91,024 94,024
LIABILITIES AND EQUITY
Liabilities
DEPOSItS DY DANKS.......cocuimiiiiiiiciiiee e 1,595 1,177 2,049
CUSLOMEY @CCOUNTS ....cuvveveeeeereeeresreeeere et n et nennenas 53,830 50,490 55,089
Repurchase agreements — NON-trading ...........ccceeeiieiecieeeeeeee e 5,780 4,754 6,606
Itemsin the course of transmission to other banks...........ccccccveeceeivevcece e 250 142 219
Trading liabilitiES.......ccoviieiier e 7 2,672 4,020 1,713
Financial liabilities designated at fair value. 8 411 425 414
DErVatiVES.....ccooveveeireeerses e 5 5,140 5,449 5,005
Debt securitiesin issue. 10,539 10,316 10,896
Other liahilities......... 1,931 2,319 1,822
ACCEPLANCES........cocviiieiis 4,313 5,740 3,834
Accruals and deferred INCOME...........oieieieeieiie e 378 439 474
Retirement benefit liabilitieS.........ccveeiiiiceieceeese s 316 355 288
Subordinated [1DilItIES.........cveireeeirircecer e 39 239 239
QI I L= oL =S 87,194 85,865 88,648
Equity
Preferred ShareS..........cvieiececeese et 850 350 850
COMMON SNAIES.....c.veueeiiiieieeete st e ettt e e s teste e ssess e e eseesesseneesessenennesseeas 1,225 1,225 1,225
(0101 = = Y= TR 90 234 92
RELAINE BAMINGS .. ettt a et sesse e s sesenesaesanens 3,246 3,150 3,209
Total ShareholdErS' EQUILY.......cccvvriiiriiiei et 5,411 4,959 5,376
NON-CONTONING INEEFESES.......cucuiiicicireicrcc e — 200 —
TOLAl EOUILY ...eneeeeeieeeee sttt ettt 5,411 5,159 5,376
Total equity @nd lHEDIHTIES.........cccoeiiriiere s 92,605 91,024 94,024

The accompanying notes and Risk management’ and ‘Capital’ sections within the Management’s Discussion and Analysis form an integral part of
these consolidated financial statements.
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HSBC BANK CANADA

Consolidated statement of cash flows (unaudited)

Cash flows from operating activities
Profit DEFOr@ taX .......cccvveieeieeieeisie s

Adjustments for:

Cash flows from investing activities

Purchase of financial INVESIMENES...........ccviiieinii s
Proceeds from the sale and maturity of financial investments.
Purchase of intangibles and property, plant and equipment .............ccoevevereienenenne.

Net cash from iNVEStiNG 8CHIVILIES. ..o s

Cash flows from financing activities

Redemption of subordinated liahilities..........ccccoiriiineieee e
Dividends paid to Shar€hOlders...........ououeuerreruerinirieereeieeeres et
Distributions to NON-Controlling INEErESES .........coevvrerererieeireee e

Net cash used in fiNaNCiNG 8CtIVITIES..........ccovueeriririeeree e
Decrease in cash and cash equivalents
Cash and cash equivalents at the beginning of the period ...

Cash and cash equivalents at the end of the period ...

Quarter ended
31 March 31March 31 December
2016 2015 2015
Notes $m $m $m

158 231 (28)

10 101 35 182
10 820 (2,806) (3,178)
10 (2,403) 1,221 920
(29) (54) (41)

(1,353) (1,373) (2,145)

(4,664) (4,069) (3,583)

6,003 4,759 5,035

(6) (6) (9)

1,333 684 1,443

13 (200) — _
(57) (92) (78)

(257) (95) (78)

277) (784) (780)

1,983 2,337 2,763

10 1,706 1,553 1,983

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

these consolidated financial statements.

32



HSBC BANK CANADA

Consolidated statement of changes in equity (unaudited)

At 1 January 2016........cccceererenirennenens
Profit for the period........ccocooeeeirceenene.

Other comprehensive income/(10ss),
NEL Of 18X ..

Available-for-sale investments............
Cash flow hedges......covvevvveeirinienns
Remeasurement of defined liability/

Total comprehensive income for the
PENOC....cciiiic e

Dividends paid on common shares.....
Dividends paid on preferred shares.....
Sharesissued under employee plan ....

At31March 2016........ccccvveververennes

At 1 January 2015.......cccovnreererenneeenes
Profit for the period.......ccocceeevverienenene.

Other comprehensive income/(lo0ss),
101 0o R 7= R

Available-for-sale investments..

Cash flow hedges......ccovvvevverviireniennns

Remeasurement of defined liability/
asset

Total comprehensive income for the
PENOC. ...

Dividends paid on common shares.....
Dividends paid on preferred shares.....
Distributions to unit holders................

At 31 March 2015........cccovviericnnnnee

Other reserves

Available- 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
2,075 3,209 (33) 125 92 5,376 — 5,376
— 115 — — — 115 — 115
— (22) (8) 6 ) (24) — (24)
— — (®) — ®) ®) — (®)
— — — 6 6 6 — 6
— (22) — — — (22) — (22)
— 93 (8) 6 ) 91 — 91
— (48) — — — (48) — (48)
— 9) — — — 9 — 9)
— 1 — — — 1 — 1
2,075 3,246 (41) 131 90 5,411 — 5,411
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
1,575 3,108 56 61 117 4,800 200 5,000
167 167 3 170
— 33) 30 87 117 84 — 84
— — 30 — 30 30 — 30
— — — 87 87 87 — 87
— (33) — — — (33) — (33),
— 134 30 87 117 251 3 254
— (88) — — — (88) — (88)
— @ — — — @ — @)
— — — — — — € €
1,575 3,150 86 148 234 4,959 200 5,159

1 Share capital is comprised of common shares $1,225m and preferred shares $850m (2015: $350m).

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

these consolidated financial statements.
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (unaudited)

1 Basis of preparation and significant accounting policies

HSBC Bank Canada (‘the bank’, ‘we’, ‘our’) is an indirectly wholly-owned subsidiary of HSBC Holdings plc. (‘the
Parent’, ‘HSBC Holdings', "HSBC Group'). Throughout these interim condensed consolidated financia statements
(‘Financia Statements'), the ‘HSBC Group’ means the Parent and its subsidiary companies.

a

Compliance with International Financial Reporting Standards

The Financial Statements have been prepared in accordance with International Accounting Standard (‘IAS’) 34
‘Interim Financia Reporting’ as issued by the International Accounting Standards Board (‘|ASB’) and should be
read in conjunction with the bank’s 2015 annual consolidated financial statements. The bank’s 2015 annual
consolidated financial statements have been prepared in accordance with International Financial Accounting
Standards (' IFRSs') and accounting guidelines asissued by the Office of the Superintendent of Financial Institutions
Canada (' OSFI"), as required under Section 308(4) of the Bank Act.

IFRSs comprise accounting standards as issued or adopted by the IASB and its predecessor body as well as
interpretations issued or adopted by the IFRS Interpretations Committee and its predecessor body.

A balance sheet asat March 31, 2015 and an income statement, statement of changesin other comprehensiveincome
and cash flows for the three month period ended December 31, 2015 have been included in these interim financial
statements as supplementary information using the same accounting policies described abovefor the Bank'sinterim
financial statements.

Future accounting developments

Future accounting developments have been disclosed in note 1 (b) on the 2015 annua consolidated financial
statements of the bank’s 2015 Annual Report and Accounts.

Changes to the presentation of the Financial Statements and notes on the Financial Statements
There have been no changes to the presentation of the Financial Statements and notes on the Financial Statements.
Presentation of information

The Financial Statements are presented in Canadian dollars, the bank’s functional currency. The abbreviation ‘' $m’
represents millions of dollars. All tabular amounts are in millions of dollars except where otherwise noted.

Critical accounting estimates and assumptions

The preparation of financial information requires the use of estimates and judgments about future conditions.
Management’s selection of accounting policies which contain critical estimates and judgments include: collective
impairment provision for loans and advances, accounting and valuation of certain financial instruments, deferred
tax assets and measurement of defined benefit obligations. In view of the inherent uncertainties and the high level
of subjectivity involved in the recognition or measurement of theseitems, it is possible that the outcomesin future
reporting periodscoul d differ from those on which management’ sestimatesarebased, resultingin materially different
conclusions from those reached by management for the purposes of the Financial Statements. These items are
described further in the * Critical accounting policies’ section of the Management’s Discussion and Analysis of the
bank’s 2015 Annual Report and Accounts.

Consolidation

The Financia Statements comprise the consolidated financial statements of the bank and its subsidiaries as at 31
March 2016. The method adopted by the bank to consolidate its subsidiaries is described in note 1(f) on the 2015
annual consolidated financial statements of the bank’s 2015 Annual Report and Accounts.

Significant accounting policies

There have been no significant changes to the bank’s significant accounting policies which are disclosed in note 1
(g) to (i) and within the respective notes on the 2015 annual consolidated financial statements of the bank’s 2015
Annual Report and Accounts.



2 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 31March 31 December
2016 2015 2015

$m $m $m
Pension plans — defined DEnefit ..o 4 4 4
Pension plans — defined CONtIIBULION ..o 9 8 8
Healthcare and other post retirement benefit plans.........cooceevceinncenneeeene 3 4 3
16 16 15

3 Segment analysis

We manage and report our operations according to the following global lines of business: Commercial Banking, Global
Banking and Markets, aswell as Retail Banking and Wealth M anagement. Various estimate and all ocation methodol ogies
are used in the preparation of the global lines of business financial information. We allocate expenses directly related to
earning revenues to the global lines of business 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. The offset of the net impact of these
charges and creditsis reflected in Global Banking and Markets.

Quarter ended
31 March 31March 31 December
2016 2015 2015
$m $m $m
Commercial Banking
NEL INTEIESE INCOME.......uiiiiiciii s 142 152 145
NEL FEEITNCOME. ... s 79 80 81
NEL trading INCOME .......eiieiiireetee ettt 7 8 8
Gain less |osses from financial iNSrUMENtS...........cccciiiircc s — —
Other OPErating INCOIME.........c.cirieieieirieieri ettt se et b et ee e b e 6 5 9
Total OPErating INCOME........couiueiiereeieiee ittt b et b et enenenea 236 245 243
Loan impairment charges and other credit risk proviSions ... (81) (12) (158)
NEt OPErating INCOIME ......cueuiiireeteiiiriei ettt b e 155 234 85
TOtal OPErating EXPENSES.....c.cutuiiiuiueieitieieitieie et ebe et bs bbbt bbb bbb bbb betees (103) (2012) (117)
OPEFANG PrOFIT ....evceeeieeieieet ettt 52 133 (32
Share of Profit in 8SSOCIALES..........cueiririeieririeeee e — 3 (€]
Profit before inCome tax EXPENSE.........co it 52 136 (33)
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HSBC BANK CANADA

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

Quarter ended
31 March 31 March 31 December
2016 2015 2015
$m $m $m

Global Banking and Markets
NEL INEEIESt INCOME.......ocvereiecreereeere e 47 48 42
Net feeincome........ 28 35 26
Net trading income 50 (6) (40)
Gains less|osses from financia INVESIMENLS ... 19 36 7
Other OPErating INCOME........cueuveieirieieeeieteeeiei ettt ettt bbb bbbttt b bbb bebes — — —
NEL OPEratiNg INCOIMIE ......evuiteiiieieieieie e 144 113 35
Loan impairment charges and other credit risk ProviSions.............coccceeeeerenecnenenenenenes — 1) ?3)
NEL OPEratiNg INCOIMIE ......evuiieirieieieieieeie et 144 112 32
TOtal OPErating EXPENSES.......cututuiuiueieitieieieieieitieie i ebe bbb bbb bbb bbb bbb bbb betees (33) (31) (38)
Profit before income tax expense 111 81 (6)
Retail Banking and Wealth Management
NEL INEEIESE INCOME.......uiiiiiciciricie ettt 100 94 98
NEE FEEINCOME. ...ttt 54 57 57
NEL rading INCOME.......uiuiiiiieiiiticietc ettt 5 6 5
Gain lesslosses from financia investments.... 2 6 2
Other OPErating INCOME........cueuiueirieieieeeeeteeete ettt bbbt bbbt benetes — — —
Total OPErating INCOME........c.ciuiiiiiiiieiiieieitieiei ettt bbbttt ner s 161 163 162
Loan impairment charges and other credit risk proviSions.............coccceveiierinecneneeneeees (@) (4) ?3)
NEt OPEFratiNg INCOIME .......cvuiiiiiiieieitici ettt 157 159 159
Total operating expenses.............. (147) (236) (143)
Profit before iNComMe taX EXPENSE.........ccvi ittt 10 23 16
Other
NEL INEEIESt EXPENSE.....evereaceereereeee e 8) (7) ?3)
NEL FERINCOME......oviiecierreiere e — — 1
NEL Trading INCOME....c..ceuiuiiiiiieieitieieeiee et 5 7 4
Net (expense)/income from financial instruments designated at fair value.... 1) 2 (@)
Other OPErating INCOME........cueuuiririeieeeie ittt ettt b bbb bbb bbb bbbt s 7 7 7
Total OPErating INCOME........c.euiuiiiiiieieirieieirieiei bbbttt es 3 9 8
TOtal OPErating EXPENSES.......cututuiuiueieirieieitieieieieie e bbb bbbt be bbb bbb bbb bbbt ees (18) (18) (23)
L 0SS hefOre iNCOME taX EXPENSE. ......cueueuiuireiiieieitieieseieieeiei e (15) 9) (5)
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Other information about the profit/(loss) for the quarter

Retail
Global Banking and
Commercial Banking and Wealth
Banking Markets Management Other Total
$m $m $m $m $m
Quarter ended 31 March 2016
Net operating iNCOME: ........c.cveeruereermereeennnns 155 144 157 3 459
= 0 R 153 132 168 6 459
INtEr-segment........ccccvveeveerenrereneeeseeeeens 2 12 (12) 3) —
Quarter ended 31 March 2015
Net operating iNCOME: .........ccoveeuerererercreneenns 234 112 159 9 514
EXEONal ... 225 98 182 9 514
INter-segment ........ccceeerereeenneneresiseees 9 14 (23) — —
Quarter ended 31 December 2015
Net operating iNCOME: .........ccoveuerererircreneenns 85 32 159 8 284
EXEONal ... 77 21 178 8 284
INter-segment ........ccoeeeveeveenneeeresneeens 8 11 (29) — —
Balance sheet information
Retail
Global Banking and
Commercial Banking and Wealth
Banking Markets Management Other Intersegment Total
$m $m $m $m $m $m
At 31 March 2016
Loans and advances to customers
and acceptancCes.........cocoveerveeenne 24,138 3,658 24,390 — — 52,186
Total 8SSELS.....cvveeeeerreerereeeienes 27,265 43,661 28,856 407 (7,584) 92,605
Customer acCouNts .........c.eeeererueenns 20,812 7,130 25,888 — — 53,830
ACCEPLANCES. ..o 3,127 1,186 — — — 4,313
Total liabilities.......ccovveererericrnnnes 24,347 41,956 28,068 407 (7,584) 87,194
At 31 March 2015
Loans and advances to customers
and acceptances..........cocoeeeenenes 21,474 3,355 23,571 — — 48,400
Total 8SSELS....cvvveeceerrereereereeereenes 28,380 45,579 27,935 420 (11,290) 91,024
Customer aCCOUNtS ........cceveerenrennns 20,382 5,442 24,666 — — 50,490
ACCEPLANCES. ..o 4,561 1,179 — — — 5,740
Total liabilities........ccovverernicrnnnes 25,435 44,062 27,238 420 (11,290) 85,865
At 31 December 2015
Loans and advances to customers
and acceptances........ocevverecnenes 24,522 3,563 24,127 — — 52,212
28,801 50,161 28,669 411 (14,018) 94,024
22,684 6,774 25,631 — — 55,089
ACCEPLANCES.....cvvviiiiici 2,794 1,040 — — —_ 3,834
Total lidbilities......ccoeevererecreicicnnne 25,828 48,537 27,890 411 (14,018) 88,648
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HSBC BANK CANADA

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

4 Trading assets

31 March 31March 31 December
2016 2015 2015
$m $m $m

Trading assets:
not subject to repledge or resale by COUNLErParties. ..........coeverrerererieeerineeseseseseseseiens 3,133 6,997 2,651
which may be repledged or resold by counterparties. 1,775 1,257 1,242
4,908 8,254 3,893
Canadian and Provincial Government bonds* 2,635 2,879 2,247
DEDE SECUNTIES ....uveeiiiieiriet et 917 442 778
TOtal dEDE SECUNTIES.......eeviieiieieieicieiee bbbt 3,652 3,321 3,025
BanKers 8CCEPLANCES........coueuiuereeieierieie ettt ettt sttt ss b e neenan — 3,326 —
CUSLOMEY Tra0iNG BSSELS......cevevruereeieiririeererieie ettt se sttt st e et sesesesbe e sesaesenenes 793 1,170 226
Treasury and other eligible Dills...........ccciiiiiiiii e 290 335 642
Trading assets from Other DaNKS............ccoiiiiiiice e 185 83 —
EQUITY SECUMTIES ...ttt 88 19 —
4,908 8,254 3,893

1  Including government guaranteed bonds

Banker's acceptances in the fourth quarter 2015 and onwards, were categorized as |oans and advances on the balance sheet.
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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 11 of the bank’s Annual Report and Accounts 2015.

Fair values of derivatives by product contract type held

At 31 March 2016

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange .........cccoeueveueveennnnne 3,376 — 3,376 3,303 159 3,462
INtErest rate.....ccvvvvvreeenieeeesesieeiee 1,243 293 1,536 1,214 432 1,646
Commodity ... 32 — 32 32 — 32
EQUITY .o 5 — 5 — — —
Grosstotal fair values.........cccccvvveueeene 4,656 293 4,949 4,549 591 5,140

At 31 March 2015

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange ........cccoeeeevericecnne. 3,906 287 4,193 3,757 340 4,097
INterest rate......ccvvvvevienesieeiesisiens 979 321 1,300 942 310 1,252
CommOUity ......coreeuerenirrirenieesereiens 100 — 100 100 — 100
EQUILY oo 11 — 11 — — —
Grosstotal fair values..........cccceeveniee 4,996 608 5,604 4,799 650 5,449

At 31 December 2015

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange ........cccoeeeevericecnne. 3,729 — 3,729 3,637 190 3,827
INtErest rate......ccvvvveeienienieereseniene 827 286 1,113 841 276 1,117
CommOUity ......coreeuerenirrirenieesereiens 61 — 61 61 — 61
EQUILY oo 6 — 6 — — —
Grosstotal fair values..........cccceeveniee 4,623 286 4,909 4,539 466 5,005

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

31 March 31 March 31 December
2016 2015 2015
$m $m $m
Foreign exchange contracts 124,333 119,937 137,005
Interest rate contracts 82,872 54,332 53,356
Commodity contracts 122 208 91
Equities 44 126 67
207,371 174,603 190,519

The notional or contractual amounts of these instruments indicate the nominal value of transactions outstanding at

the reporting date; they do not represent amounts at risk.
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HSBC BANK CANADA

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

Hedging instruments

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

31 March 2016 31 March 2015 31 December 2015
Cash flow Fair value Cash flow Fair value Cash flow Fair value
hedge hedge hedge hedge hedge hedge
$m $m $m $m $m $m
Foreign exchange .........ccoceveeienirneneneeenens 1,977 — 4,271 — 2,056 —
INtEIESt FAE ...t 9,068 14,642 12,218 12,076 10,027 15,485

Fair value of derivatives designated as fair value hedges

31 March 2016 31 March 2015 31 December 2015
Assets Liabilities Assets Liabilities Assets Liabilities
$m $m $m $m $m $m
INterest rate......cceevveveveeiececeese e 97 409 97 290 104 258

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

31 March 31March 31 December
2016 2015 2015
$m $m $m
Gaing/(losses)
- on hedging iNSIrUMENES..........ocoevrererererirereene 77) (113) 30
- on hedged items attributable to the hedged risK.........ccoireririinneeeene 176 112 (30)

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

31 March 2016 31 March 2015 31 December 2015
Assets Liabilities Assets Liabilities Assets Liabilities
$m $m $m $m $m $m
Foreign exchange ........cceveeurereeirinieninenieinens — 159 287 340 — 190
Interest rate 195 24 224 20 182 18
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6 Financial investments

31 March 31 March 31 December
2016 2015 2015
$m $m $m
Financial investments
Not subject to repledge or resale by counterparties...........ccceeeeeeeeceeceeceen 19,539 17,490 20,325
Which may be repledged or resold by counterparties.............ccoeoveeicenccnecnenes 3,049 1,972 3,610
22,588 19,462 23,935
Available-for-sale
Canadian and Provincial Government Bonds'................ocveeeeeeseneeesvennesessssesessennes 16,734 13,043 16,752
International GOVErNMENt DONAS ..............cocvvreeeecreeeeeeeeeeeeesssessses s sesesens 3,192 3,768 4,729
Debt securities issued by banks and financial institutions............ccoeoeevreeennccnenne 2,338 1,907 2,139
Treasury and eligible billS..........cooiiiiie e 287 726 279
OLNEr SECUITIES. ....e.vvieeeeet ettt ettt s 37 18 36
22,588 19,462 23,935
1 Includes government guaranteed bonds.
7  Trading liabilities
31 March 31 March 31 December
2016 2015 2015
$m $m $m
Other liabilities — Nt ShOrt POSITIONS.......covvveiireeieiriseeere e es 2,208 1,987 1,571
Customer trading HabilitiES .......vvvceeireeeerreees e e 257 1,326 134
Trading liabilities due to other banks.. 201 690 —
Other debt SECUNtIES TN ISSU........cvviiecircci e 6 17 8
2,672 4,020 1,713
8 Financial liabilities designated at fair value
31 March 31March 31 December
2016 2015 2015
$m $m $m
Subordinated AEDENTUIES ..........cceurrererreee e sennees 411 425 414

The carrying amount at 31 March 2016 of financial liabilities designated at fair value was $11m higher (31 March 2015:
$25mhigher; 31 December 2015: $14m higher) than the contractual amount at maturity. At 31 March 2016, thecumul ative
amount of change in fair value attributable to changes in credit risk was nil (31 March 2015: $2m gain; 31 December
2015: nil).

41



HSBC BANK CANADA

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

9  Fair values of financial instruments

Control framework

Basis 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 Financial Statements.

Valuation techniques

Level 1
Quoted
market price
$m
At 31 March 2016
ASsES.....oee
Trading assets. 2,943
DENVALIVES. ..ot —
Financial investments: available-for-sale.........ccocovvvvvnnsnenne 19,260
Liabilities
Trading laDilItIES........cvuvecieeeieecee e 1,812
Financial liabilitiesat fair Value..........cocoeveverennnssrresesene —
DENVALIVES. ..ot —
At 31 March 2015
Assets
Trading @SSELS........ceiirerieererieeesietee sttt neeas 2,980
DENVALIVES. ..ot —
Financial investments: available-for-sale 16,258
Liabilities
Trading laDilTIES. .......covueeieeeeeeeeee e 1,848
Financial liabilities at fair Value..........cocoovevverennressrreresenene —
DENVALIVES. ..ot —
At 31 December 2015
Assets
Trading @SSELS........ceririreeererieeesiete st neees 2,770
DENVALIVES. ..ot —
Financial investments: available-for-sae... 21,204
Liabilities
Trading laDilTIES........cvuveiieieieeeee e 1,235
Financial liabilities at fair Value..........cocoevevverennrersrresseene —
Derivatives —
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Level 2 using
observable
inputs

$m

1,965
4,949
3,328

855
411
5,140

5,274
5,562
3,204

2,166
425
5,407

1,123
4,909
2,731

472
414
5,005

Level 3 with
significant
unobservable
inputs

$m

42

42

Total
$m

4,908
4,949
22,588

2,672
411
5,140

8,254
5,604
19,462

4,020
425
5,449

3,893
4,909
23,935

1,713
414
5,005



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

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

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

At 1JaNUANY 2015.......coooiiierieieie et
Total gains or losses recognized in Profit Or 10SS........cccccoeeeieeieeieeieeeene

TraNSFEr OUL .....cveveieeeeeesieeee s saenns
At 31 March 2015

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

liahilities held at the end of the reporting period............coccoveveeeeeeeeeeeeseereennne

Assets Liabilities
Held
Derivatives for trading Derivatives
$m $m $m
— 6 _
— (1) —
— 5 —
Assets Liabilities
Held o
Derivatives for trading Derivatives
$m $m $m
....... 40 6 40
....... 9 — 9
(7 — )
42 6 42

During 2016 and 2015, 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 24 of the bank's 2015 Annual Report and Accounts.

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

31 March 2016 31 March 2015 31 December 2015
Carrying Carrying Carrying
amount Fair value amount Fair value amount Fair value
$m $m $m $m $m $m
Assets

Loans and advances to banks...............c..... 1,038 1,038 950 950 1,400 1,400
Loans and advances to customers.............. 47,873 47,928 42,660 42,749 48,378 48,444
Reverse repurchase agreement................... 6,040 6,040 7,361 7,361 6,807 6,807

Liabilities
Deposits by banks.........cccovvvvnnriniiinene 1,595 1,595 1,177 1,177 2,049 2,049
CUStOMEY aCCOUNLS.....c.eeveeeereirereeeeresieieneas 53,800 53,843 50,490 50,558 55,089 55,121
Repurchase agreements...........ccccceeveeenenee 5,780 5,780 4,754 4,754 6,606 6,606
Debt securitiesin issue.... . 10,539 10,610 10,316 10,522 10,896 10,960
Subordinated liabilities.........cccoevevevevnnee. 40 16 239 234 239 217
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10 Notes on the statement of cash flows

Quarter ended
31 March 31 March 31 December
2016 2015 2015
$m $m $m
Non-cash items included in profit before tax
Depreciation and amOrtiZaiON ............cccoreeeririeeierneee s ses e 10 11 11
Share-based PayMENt EXPENSE........ccorreirieere ettt 2 4 3
Loan impairment charges and other credit risk ProviSiONS ........cccoeieerrineiennieienesineens 85 16 164
Charge for defined benefit pension plans...........coccorcernriinneie e 4 4 4
101 35 182
Change in operating assets
Change in prepayment and acCrued iNCOME..........c.evvuruerrerisiniiesinesesees s (60) (52) 63
Change in net trading securities and net derivatives............oocevveniinscecseeeees (23) 448 2,588
Change in loans and advances to customers................. 420 (1,457) (5,634)
Change in reverse repurchase agreements - NON-trading............coveveeiiensenseeceenes 972 (989) (1,040)
Change iN OtNEN @SSELS.........cuvuiieieirieiririe ettt bbbttt bbbt es (489) (756) 845
820 (2,806) (3,178)
Change in operating liabilities
Change in accruals and deferred iNCOME...........cvierreiririenesee s (96) (85) 18
Change in deposits by banks..... (454) 496 (20)
Change in customer accounts (1,259) (353) 3,252
Change in repurchase agreements — NON-trading ...........coveeeeveenereeneseneseeeseseseees (826) 700 (665)
Change in debt securitiesin issue...........cocvvvereereene (357) (294) (507)
Changein financial liabilities designated at fair value...........ccccoeveevvcneccnccncee 3) — (©)]
Change in Other [HEDITIES..........cvuieirieee s 592 757 (1,165)
(2,403) 1,221 920
Interest
INEEIESE PAIT ... (146) (169) (142)
INEErESt FECAIVEL ... 363 400 478

Cash and cash equivalents

At 31 March At 31 March At 31 December

2016 2015 2015

$m $m $m

Cash and balances at central Dank ..o 54 64 65
Itemsin the course of collection from other banks, net ... (187) (14) (146)

Loans and advances to banks of one month or [ESS..........cccveeieeiccicciccrcees 1,038 950 1,400

Reverse repurchase agreements with banks of one month or less ... 640 402 435

T-Bills and certificates of deposits —three months or 1€SS..........ccvvenncnncnisicinie 161 151 229

1,706 1,553 1,983




11 Contingent liabilities, contractual commitments and guarantees

31 March 31March 31 December
2016 2015 2015
$m $m $m

Guarantees and other contingent liabilities
Guarantees and irrevocable | etters of credit pledged as collateral security..........cccouen.. 5,698 5,216 5,585

Commitments

Undrawn formal standby facilities, credit lines and other commitmentsto lend™........... 38,127 37,916 39,951
Documentary credits and short-term trade-related transactions...........cccoceeecccrcvcnnee 436 613 557
38,563 38,529 40,508

1 Based on original contractual maturity.

12 Related party transactions

The amounts detailed below include transactions between the bank and HSBC Holdings including other companiesin 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 comparabl e transactions with third party counterparties.

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

31 March 31 March 31 December
2016 2015 2015
$m $m $m

Income Statement
IIEEIESE IMCOMIE. ...ttt 4 9 5
ITIEEIESE EXPENSE. ...ttt bttt ettt en et b e (6) 2 4
OB IMCOMIE....e ettt bbbttt b et ee bt 4 8 16
BB BXPENSE. ...ttt bttt et @) 1) Q)
Other OPerating INCOME........c.cuiuiiiuiiiiiiiieititiei ettt 11 9 12
General and adminiStratiVe EXPENSES.........cviieeieirereeerireeeseseseeesessesssesessesesessssessssssasens (42) (29) (44)
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13 Subordinated liabilities
Subordinated debentures, which are unsecured and subordinated in right of payment to the claims of depositors and
certain other creditors, comprise:
Carrying amount
Y ear of 31 March 31March 31 December
Maturity 2016 2015 2015
Interest rate (%) $m $m
Issued to third parties
AOA ..o s s 2021 - 200 200
A.807 c.eeeeeeieesse e R 2022 411 425 414
30 day bankers” acceptance rate plus 0.50%..........c.cueueuerrereeirerieinenesiseseeenens 2083 39 39 39
TOtal AEDENTUMES.....c.veveieiicieeieeeice e 450 664 653
Less: designated at fair value (411) (425) (414)
Debentures at @amOrtiZEd COSE .......cveurururururieirieieieieieie et 39 239 239
1 The interest rate is fixed at 4.94% until March 2016 and thereafter the rate reprices at the 90 day average bankers’ acceptance rate plus
1%. On 18 January 2016, the bank announced its intention to redeem all $200m of its 4.94% subordinated debentures. In accordance with
the terms, it will be redeemed at 100% of their principal amount plus accrued interest to the redemption date. The redemption occurred
on 16 March 2016.
2 Interest rate is fixed at 4.8% until April 2017 and thereafter interest is payable at an annual rate equal to the 90 day bankers’ acceptance
rate plus 1%. These debentures are designated as held for trading under the fair value option.
14 Legal proceedings and regulatory matters
The bank is subject to a number of legal proceedings arising in the normal course of our business. The bank does not
expect the outcome of any of these proceedings, in aggregate, to have amaterial effect on its consolidated balance sheet
or its consolidated income statement.
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 2016 consolidated financial statements.

These accounts were approved by the Board of Directors on 29 April 2016 and authorized for issue.
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Shareholder Information
I

PRINCIPAL ADDRESSES:

Vancouver:
HSBC Bank Canada
885 West Georgia Street

Vancouver, British Columbia

Canada VV6C 3E9
Tel: (604) 685-1000
Fax: (604) 641-3098

Toronto:

HSBC Bank Canada
70 York Street
Toronto, Ontario
CanadaM5J1S9

Media Inquiries:

Vancouver (604) 641-1905
Toronto (416) 868-3878

Website:

www.hsbc.ca

HSBC BANK CANADA
SECURITIES ARE LISTED ON
TORONTO STOCK EXCHANGE:

HSBC Bank Canada

Class 1 Preferred Shares - SeriesC
(HSB.PR.C)

Class 1 Preferred Shares - Series D
(HSB.PR.D)

SHAREHOLDER CONTACT:

For change of address, shareholders
are requested to contact their brokers.

For general information, please write
to the bank's transfer agent,
Computershare Investor ServicesInc.,
at their mailing address or by e-mail to
service@computershare.com.

Other shareholder inquiries may be
directed to Shareholder Relations by
writing to:

HSBC Bank Canada

Shareholder Relations -

Finance Department

4th Floor

2910 Virtual Way

Vancouver, British Columbia
CanadaVV5M 0B2

Email: shareholder_relations@hsbc.ca

TRANSFER AGENT AND
REGISTRAR:

Computershare Investor Services Inc.
Shareholder Service Department

8th Floor, 100 University Avenue
Toronto, Ontario

CanadaM5J2Y1

Tel: 1 (800) 564-6253

DIVIDEND DATES:

Dividend record and payable dates for
the bank's preferred shares, subject to
approval by the Board, are:

Record Date Payable Date

15 June 30 June
15 September 30 September
15 December 31 December

Designation of eligible dividends:

For the purposes of the Income Tax Act
(Canada), and any similar provincia
legislation, HSBC Bank Canada
advises that all of itsdividends paid to
Canadian residents in 2006 and
subsequent years are eligible dividends
unless indicated otherwise.

© Copyright HSBC Bank Canada 2016

All rights reserved

No part of this publication may be reproduced, stored
inaretrieval system, or transmitted, in any form or by
any means, electronic, mechanical, photocopying,
recording, or otherwise, without the prior written
permission of HSBC Bank Canada.

Published by HSBC Bank Canada, Vancouver, BC.

Printed by RP Graphics Group Limited, Mississauga,
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