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Corporate profile

HSBC Bank Canada, a subsidiary of HSBC Holdings plc, is the leading international bank in the country. We help companies
and individuals across Canada to do business and manage their finances internationally through our Commercial Banking,
Global Banking and Markets, and Retail Banking and Wealth Management businesses. Canada is a priority market for the HSBC
Group - one of the world’s largest banking and financial services groups with assets of US$2,416bn at 31 March 2017. HSBC
serves customers worldwide through an international network of around 4,000 offices in 70 countries and territories in Europe,
Asia, North and Latin America, and the Middle East and North Africa.

Headlines

*  Profit before income tax expense for the quarter ended e The cost efficiency ratio was 61.5% for the quarter

31 March 2017 was $243m, an increase of 54%
compared with the same period in 2016.

Profit attributable to the common shareholder was
$177m for the quarter ended 31 March2017, anincrease
of 67% compared with the same period in 2016.
Return on average common equity was 15.4% for the
quarter ended 31 March 2017 compared with 9.4% for
the same period in 2016.

ended 31 March 2017 compared with 55.3% for the
same period in 2016.

Total assets were $95.7bn at 31 March 2017 compared
with $94.7bn at 31 December 2016.

Common equity tier 1 capital ratio was 10.6%, tier 1
ratio 12.6% and total capital ratio 13.5% at 31 March
2017 compared with 10.5%, 12.5% and 13.5%
respectively at 31 December 2016.

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 is dated 2 May 2017, the date that our unaudited interim condensed consolidated
financial statements and the MD&A for the first quarter ended 31 March 2017 were approved by our Board of Directors.

The bank has prepared its unaudited interim condensed consolidated financial statements in accordance with International
Accounting Standard (‘IAS’) 34 ‘Interim Financial Reporting’ as issued by the International Accounting Standards Board
(‘IASB’). 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 2017.

The bank’s continuous disclosure materials, including interim and annual filings, are available on the bank’s website and on
the Canadian Securities Administrators’ website at www.sedar.com.
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HSBC BANK CANADA

Management’s Discussion and Analysis

Financial Summary

(8 millions, except where otherwise stated)

Financial performance for the period
TOtal OPETAtING INCOMIE. ......ecveveuieiieiiteiietertet ettt ettt ettt ettt et se et et es e beseenees e be s enessenseneenesneneas
Profit before iNCOME taX EXPEIISE .....c..eueruerueieiirteieiieteeteitete sttt ettt sttt b et see st ebesaeneas
Profit attributable to the common sharcholder

Basic earnings per common share ($)

Performance ratios (%)
Return ratios (%)’

Return on average common shareholder’s equity ..

Post-tax return on average total assets
Pre-tax return on average risk-weighted aSSELS”..............oov.ovveooveeeeeeoeeeeeesoeeeeeeeeee e

Credit coverage ratios (%)
Loan impairment charges to total operating income

Loan impairment charges to average gross customer advances and acceptances

Total impairment allowances to impaired loans and acceptances at period end

Efficiency and revenue mix ratios (%)
COSt SIFICIEINCY TALIO 1.vvviieiietieieieiietet ettt ettt st e et et et e st e s esseseesesseneesaesenseneesensensesesseneas
Adjusted coSt €ffICIENCY TALIO ....c..evieviieeieiiieieree ettt ettt st ese et e et esensenes
As a percentage of total operating income:
= NEL INTETESE TNCOIMIE ...ttt ettt ettt ettt b st et es ettt eb e se et bt b e sa et eb e b et e st sbe e eneebesaeneas
=TT FEE IMCOMIC. ...ttt ettt ekt b et b et ettt be st s et et saebenens
= N trAING INCOMIC ...ttt ettt bbbttt bbbt be et b bt aebesens

Financial position at period-end

Quarter ended
31 March 2017 31 March 2016
506 544
243 158
177 106
0.35 0.21
15.4 9.4
0.76 0.46
2.3 1.5
n/a 15.6
n/a 0.7
60.7 74.3
61.5 553
61.1 55.2
55.7 51.7
31.6 29.6
6.1 12.3

At period ended

31 March 2017 31 December 2016

Loans and advances to customers... 46,967 46,907
CUStOMET ACCOUNTS ......eovviieeieeeeeeieeceee et eeree e 54,283 56,674
Ratio of customer advances to customer accounts (%) 86.5 82.8
SharEhOlAETS” EQUILY.....c.eeueeteieiietiteiiet ettt ettt ettt st eb bt e st ea et e s sseneas 5,581 5,415
Average total shareholders’ equity to average total assets (%0)........cccoeuerririceninniiinincierccenes 5.8 5.7
Capital measures’
Common equity tier 1 capital ratio (%) 10.6 10.5
Tier 1 ratio (%).....ccccevene... 12.6 12.5
Total capital ratio (%) 13.5 13.5
Leverage ratio (%) 4.8 4.7
Risk-weighted assets 42,921 42,005
1 Refer to the 'Use of non-IFRS's financial measures' section of this document for a discussion of non-IFRS's financial measures.
2 The bank assesses capital adequacy against standards established in guidelines issued by OFSI in accordance with the Basel 111 capital adequacy frameworks.
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Management’s Discussion and Analysis (continued)
—

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
Financial Statements and are not defined under IFRS. These
are considered non-IFRS financial measures and are unlikely
to be comparable to similar measures presented by other
companies. The following non-IFRS financial measures are
used throughout this document and their purposes and
definitions are discussed below.

Financial position ratios

These measures are indicators of the stability of the bank’s
balance sheet and the degree to which 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 assets for
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
calculated as loan impairment charges and other credit
provisions, as a percentage of total operating income for the
period.

Loan impairment charges to average gross customer
advances and acceptances is calculated as annualized loan
impairment charges and other credit provisions for the period
as a percentage of average gross customer advances and
acceptances (determined using month-end balances during
the period).

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

Efficiency and revenue mix ratios

Efficiency and revenue mix ratios are measures of the bank’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 is calculated similar to the
cost efficiency ratio; however, total operating income
excludes gains and losses from financial 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

NEt INLEIEST INCOIME ...vvevievenieiietenieiiete et teete et esesteseeeeseesee e sesseeeseeseseneenens
NEt € INCOME ...ttt ene s
Net trading iNCOME......cuevveieeieieieieireeeiete ettt ene st seseeneas

Net expense from financial instruments designated at fair value ..

Gains less losses from financial investments............cocevverveeeenieeenereienenns
Other Operating iNCOME.........cvrvevererierieierieteieestesteeetesse et eseaeseeseseeneesens
Total OPErating INCOME ......c.ceuerveriererreierieriereieesieseeseetesseeereeseaeseeseseeneesens

Loan impairment recoveries (charges) and other credit risk provisions

Net Operating iNCOME.......cveuiereieieirierietieteeeeetesteeeeesteseesee e sseneeneeseseseeseas
Total OPErating EXPENSES. ...cuvrverereererreierierenseneesessenteseesesseseseesessessesessensesenns
OPEIating PrOfIL....eveuieeieieieieierieieteeet ettt seeseseeneesens
Share of (108s)/profit in aSSOCIALES .......evveverveeerieririeierieieieeeee e
Profit before inCOmMe taxX EXPENSE. ......ccveverirreieririenieriererieeereeseeeeeseseeeesens

Income tax expense

Profit for the period

Overview

HSBC Bank Canada reported a profit before income tax
expense of $243m for the first quarter of 2017, an increase
of $85m, or 54% compared with the first quarter of 2016.
The increase is due to recoveries in loan impairment charges
onimproved credit quality in the oil and gas sector compared
to the high impairment charges in the first quarter last year.
This was partially offset by a decrease of $25m in trading
revenues as a result of favourable changes in the credit
valuation, debt valuation, and funding fair value
adjustments on derivative contracts in the prior year.

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

“In the first quarter of 2017, profit before tax at HSBC Bank
Canada was 54% higher than in the same quarter in 2016.
This was primarily due to significant improvements in the
oil and gas sector which resulted in a net recovery of loan
loss provisions and was also central to a 243% increase in
profit before tax in Commercial Banking. In Global
Banking & Markets, although profit before tax was down
42% compared to the same period last year due to adverse
credit valuation adjustments the business saw increased
volume of deposits and higher advisory and debt
underwriting fees. In Retail Banking and Wealth
Management, cost saving initiatives and lower loan
impairment charges drove a 110% increase in profit before

Quarter ended

31 March 2017 31 March 2016

$m $m

........................................................... 282 281

........................................................... 160 161
........................................................... 31 67
3 )]

........................................................... 18 21
........................................................... 18 15
........................................................... 506 544
........................................................... 49 (85)
........................................................... 555 459
........................................................... @11) 301)
........................................................... 244 158
........................................................... 1) —
........................................................... 243 158
(57) (43)

186 115

tax. Canada is a great place to do business and we are
continuing to make significant investments to grow here. In
the first quarter, we expanded in key markets by hiring in
Commercial Banking and Global Banking and Markets and
continued our drive to make the bank simpler and more
secure for our clients, introducing biometric identification
to our mobile banking and preparing for the launch of
additional innovations in Retail Banking and Wealth
Management. We also continued to invest in efficiency
improvements, as well as in risk and compliance resources
and practices to protect our customers, our business and the
financial system.”
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Management’s Discussion and Analysis (continued)
—

Performance by income and expense item

Net interest income
Net interest income for the first quarter of 2017 was broadly
unchanged at $282m, an increase of $1m, compared with the
first quarter of 2016.

Summary of interest income by types of assets

Quarter ended 31 March 2017 Quarter ended 31 March 2016
o Wl v s heet v
$m $m % $m $m %

Interest income
Short-term funds and loans and advances to
banks 560 1 0.47% 1,044 1 0.31%
Loans and advances to customers” 45,990 365 3.17% 47,551 342 2.90%
Reverse repurchase agreements - non trading 7,549 10 0.56% 7,936 9 0.46 %
Financial investments 23,586 73 1.26% 23,408 65 1.12%
Other interest-earning assets 479 2 1.61% 308 1 1.94%
Total interest-earning assets 78,164 451 2.31% 80,247 418 2.08 %

Summary of interest expense by types of liabilities and equity

Quarter ended 31 March 2017 Quarter ended 31 March 2016
balange  expense Cost ‘e expense Cost
$m $m % $m $m %

Interest expense
Deposits by banks' 330 — 0.25% 494 — 0.34%
Financial liabilities designated at fair value -
own debt issued? 402 1 1.19% 412 1 1.08 %
Customer accounts™* 49,336 84 0.68% 48,876 60 0.50%
Repurchase agreements - non-trading 5,396 6 0.47% 7,224 5 0.25%
Debt securities in issue 9,367 61 2.65% 10,770 65 2.42%
Other interest-earning liabilities 4,428 17 1.57% 1,228 6 1.88 %
Total interest-bearing liabilities 69,259 169 0.98% 69,004 137 0.79 %
Net interest income - Quarter ended 31
March 282 281

Includes interest-bearing bank deposits only.

2 Interest expense on financial assets designated at fair value is reported as 'Net income from financial instruments designated at fair value' in
the consolidated income statement, other than interest on own debt which is reported in 'Interest expense’.

3 Includes interest-bearing customer accounts only.

4 During the quarter ended 31 March 2017, certain amounts earned relating to the hedging of loans and advances were prospectively
reclassified from interest expense to interest income.



Net fee income

Quarter ended

31 March 2017 31 March 2016

$m $m
Credit facilities ................ 72 75
Funds Under ManQZEIMENL. ... .....ccueieuirieieerieieiiete ettt ettt st et eseesesesteneesesseseesesseneeseesenseneesessenseseesenseneesn 45 43
ALCCOUNL SEIVICES......vuveviurrieteuireteteteteuestseteat et testa s et b st s eses et eseses e st e st se e s s eatse e bt s ea sttt bese s et ene e senesesaebesensenenenes 16 15
CIOAIE CATAS. ...ttt ettt b ettt st ettt b et b bt se b st eaeneneenen 13 13
COTPOTALE FINANCE ....vevinienietieteieie ettt ettt ettt s et et e e st ete s eneese et esses e e s e ssesees e sensenees et eneeseeseseneesesensaneas 12 8
REIMITEANCES ...ttt ettt ettt ettt b ettt sttt b et b et e s bt se b st eaenenenen 8 8
BIOKEIage COMIMUESSIONS ......evetiuieiieeiiteseeteetestestetetesteseeseseseesessesseseesesseneeseesenseseesesseseesesenseneesessensesesseseneesensenseneas 2 1
Immigrant INVEStOr PIOZTAM .......c.oouiiieiieiiiieieieieeteee sttt ettt ettt e st e s e st eneeseesesaeneeseseneeneas — 3
INSUTANCE ...ttt ettt ettt ettt sttt b bt b et s et s e bt e s st b bt eb st b bt ee b st s eaenenenen 2 2
Trade fiNANCE IMPOTT/EXPOTL ... c..euiriireerietieterteieteeteiee et eseete et e e eseetesseseese et esseseesesseneeseesenseneesessensesesseseneesesenseneas 2 2
TTUSLEE TEES.....veieieiiieeet ettt ettt sttt b et b et b et se bt eaeneeenen 1 1
4 7
177 178

a7 17
160 161

Net fee income for the first quarter of 2017 was broadly
unchanged at $160m, a decrease of $1m, or 1%, compared
with the first quarter of 2016.

Net trading income

Trading ACHIVILIES .....veueeeveriirieicietei ettt
Credit valuation, debit valuation, and funding fair value adjustments.........
Net interest from trading aCtivVities.........coceveveririereinirreinirieerreecreeeeeene
Hedge IneffectiVeness. ... ..c.eveveueeiririeiiriieicirieieeet et

Net trading INCOME .......c.ceirieeeeiieieieieieteeetete ettt saeseeeas

Net trading income for the first quarter of 2017 was $31m,
a decrease of $36m, or 54%, compared with the first quarter
of 2016. There were $25m of favourable changes to the
credit valuation, debt valuation, and funding fair valuation
adjustment in the prior year due to the tightening of client

Quarter ended

31 March 2017 31 March 2016

$m $m
......................................................... 26 39
......................................................... — 25
......................................................... 5 5
......................................................... — )
......................................................... 31 67

and HSBC's own credit spreads. Furthermore, trading
activities decreased by $13m due to refinement of prior year
valuation methodology and lower treasury bills and other
trading income in the current year.
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Management’s Discussion and Analysis (continued)
—

Other items of income

Net expense from financial instruments designated at fair value
Gains less losses from financial investments
Other operating income
Other items of income

Net expense from financial instruments designated at fair
value for the first quarter of 2017 was $3m compared with
net expense of $1m in the first quarter of 2016. The net
expense from financial instruments designated at fair value
was caused from narrowing of the bank’s own credit spread.

Gains less losses from financial investments for the first
quarter of 2017 were $18m, a decrease of $3m, or 14%,

Loan impairment charges and other credit risk provisions

Individually assessed (releases)/allowances

Other credit risk provisions
Net loan impairment recoveries and other credit risk provisions

Loan impairment recoveries and other credit risk provisions
for the first quarter of 2017 were $49m, a change of $134m
compared with the first quarter of 2016. This net recovery
over the comparative periods largely reflects improving
economic conditions, primarily in the oil and gas sector,

Total operating expenses

Employee compensation and benefits ............cccoeeeevereernerceennecnneenennes

General and administrative expenses

Amortization of intangible assets
Total operating expenses

Total operating expenses for the first quarter of 2017 were
$311m, an increase of $10m, or 3%, compared with the first
quarter of 2016 driven by strategic spending to reduce future
costs.

Collectively assessed (releases)/allowances..........c.coeueuerereecrineennieenennns
Loan impairment (recoveries)/Charges...........coecveerveieenieieenenieeereseeenenn

Depreciation of property, plant and equipment............c.coveeeerereenneenennes

Quarter ended

31 March 2017 31 March 2016

$m $m
......................................................... 3 0
......................................................... 18 21
......................................................... 18 15
......................................................... 33 35

compared with the first quarter of 2016. Gains on sale of
available-for-sale debt securities arose from the continued
rebalancing of the bank's liquid assets.

Other operating income for the first quarter of 2017 was
$18m, an increase of $3m, or 20%, compared with the first
quarter of 2016. The increase was mainly due to higher
activities with other Group entities.

Quarter ended

31 March 2017 31 March 2016

$m $m

......................................................... 37 77
......................................................... (10) 6
......................................................... 47) 83
Q) 2

......................................................... 49) 85

resulting in higher collateral values and improvements in
credit quality. Loan impairment charges in the first quarter
for 2016 were high due to credit deterioration on specific
accounts in the oil and gas portfolio.

Quarter ended

31 March 2017 31 March 2016

$m $m
......................................................... 181 169
......................................................... 121 122
‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘ 7 7
......................................................... 2 3
......................................................... 311 301




Share of profit in associates

Share of profit in associates for the first quarter of 2017 was
a loss of $1m, a decrease of $1m compared with the first
quarter of 2016.

Movement in financial position

Income taxes expense

The effective tax rate in the first quarter of 2017 was 23%,
compared with 27% in the first quarter of 2016 due to
adjustment to prior years' provision for tax.

Summary consolidated balance sheet

ASSETS

Cash and balances at central bank............cccocvevieinerieiiieneieeseeeeeeeen
Items in the course of collection from other banks ............ccccevveeieiinnnnen.

Trading aSSELS .....ccveueeverveieinieieerereeeeeseeeeee
Derivatives...
Loans and advances to banks

Loans and advances to CUSTOMETS ..........ceeveriirieieniieieienieeeesie e ieeeeenes
Reverse repurchase agreements — non-trading.........c.coceeeeevveveerinrecnneenenes
Financial iNVESMENTS ........c.coerieieiirieieeieerieceteete ettt
OthET @SSEES...euviviieieteetieieiteettet et et et ettt esaeste et estesaeesaebeeseenaesseeseensesaeenean

Prepayment and accrued income.......
Customers’ liability under acceptances
Property, plant and equipment...........

Goodwill and intangible aSSEts.........cccvueueriririeeririeiiriniecereecee e
DEfRITEA LAXES...eveueeeieieieieteeteiee ettt ettt st eneeeen
TOtAL ASSELS...eeuvivieieerietteierteeteet e sttt e ete et esaesbeeseessesaeesaebesseesaesbeeseensesaeeneas

LIABILITIES AND EQUITY
Liabilities

Deposits DY DANKS......c.eruiiiiirieieiciiteie et
CUSLOMET ACCOUNLES ....veeverreuierirenieteeresteseetessesseseesessessesesseseseesessesseseesenseseasens
Repurchase agreements — noN-trading ...........cccceveveeeeenierieiereneceeseseenene
Items in the course of transmissions to other banks.............cccceveeieriennennen.

Trading liabilities. ......c.coeveerreennirecnrcccneieeene
Financial liabilities designated at fair value
Derivatives........ccceeueueiinicciirccieeene

Debt SECUTHIES 1N ISSUC ...uvevieviieieiieteieieie sttt ettt et se e eees
Other Habilities ......evevirverieieieieeerere et
ACCEPLANCES ...ttt ettt ettt b bttt ettt b bt
Accruals and deferred iNCOME .........ccveveirierieieiiieiecreeeee e

Retirement benefit liabilities ..
Subordinated liabilities.
Provisions...........cceveue.

CUITEIE LAXES. 1. vvevereeriteseeneeteeteseesestesseseesesseseeneeseseseesesseseseeseseneeseesenseneanens
TOtal HADIIIEIES ... eevvevieeieieiecteeieete ettt et saeeaeas

Equity

COMMON SNATES .....cveevivenieiieiiteeieete ettt e st eeneenens

Preferred shares .

OFhET TESETVES ...ttt ettt ettt ettt ettt ettt
Retained Carnings .......cocecveeeverieieieieiere et
TOtAl EQUILY . c.eevetereeiet ettt

Total equity and Habilities .........ccceverieieirerieieeee e

31 March 2017 31 December 2016

$m $m

................................ 57 66
................................ 32 58
9,158 6,288

3,061 3,850

. 891 1,071
................................ 46,967 46,907
................................ 7,068 5,938
................................ 22,825 25,231
................................ 888 447
221 186

4,254 4,322

. 101 104
................................ 74 70
................................ 117 119
................................ 95,714 94,657
................................ 930 946
................................ 54,283 56,674
................................ 7,700 4,345
................................ 236 82
5,438 3,784

400 403

. 3,041 3,838
................................ 9,341 10,256
................................ 2,620 2,610
................................ 4,254 4,322
................................ 363 475
343 342

1,039 1,039

. 112 116
................................ 33 10
................................ 90,133 89,242
................................ 1,225 1,225
. 850 850
................................ 61 27
................................ 3,445 3,313
................................ 5,581 5,415
................................ 95,714 94,657
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Management’s Discussion and Analysis (continued)
—

Assets

Total assets at 31 March 2017 were $95.7bn, an increase of
$1.1bn from 31 December 2016. Trading assets increased
by $2.9bn notably due to increased trading debt securities,
treasury bills, and settlement accounts. Reverse repurchase
agreements - non-trading increased by $1.1bn. Other assets
increased by $0.4bn primarily due a new process for
interbank clearing balances. Balance sheet management

activities lowered available-for-sale debt securities which
decreased financial investments by $2.4bn. Derivatives
decreased by $0.8bn mainly due to lower foreign exchange
contracts. Loans and advances to banks decreased by $0.2bn
due to lower balances with correspondent banks.

Liabilities

Total liabilities at 31 March 2017 were $90.1bn, an increase
of $0.9bn from 31 December 2016. Balance sheet
management activities increased repurchase agreements
non-trading by $3.4bn as a result of trading activity funding
requirements. Trading liabilities increased by $1.7bn
primarily due to higher securities short positions from client
facilitation trades and timing of settlement. Customer
accounts decreased by $2.4bn notably due to lower
commercial and global banking deposits, in line with the
bank's expectation of seasonal fluctuations. $0.9bn of

Global businesses

medium term debt securities matured during the period.
Derivatives decreased by $0.8bn mainly due to a decrease
in foreign exchange and interest rate contracts.

Equity

Total equity at 31 March 2017 was $5.6bn, an increase of
$0.2bn from 31 December 2016, due to profits generated in
the period net of dividends paid on common shares and
preferred shares.

Commercial Banking

Commercial Banking offers a full range of commercial financial services and tailored solutions to customers ranging from small

and medium-sized enterprises to publicly quoted companies.

Review of financial performance

NEt INLETEST INCOMC.....veuveneetieeeenieteteieeieeteeeeeete st eeestee et sseseeneesesseneeneesensens

Net fee income...........
Net trading income.....
Gains less losses from financial investments .

Other OPerating INCOME .........c.cerieueueirieueererieieireeiees et ee
Total Operating INCOME........c.coueiruirueieiirierieieeietee ettt

Loan impairment recoveries/(charges) and other credit risk provisions.
Net Operating iNCOME ........c.coveveueeeriereuereriereereeierereeereseeseseeseeneseseeseseaeees
Total operating expenses.................

Profit before iINCOMe tax EXPENSe ..........ccoveveveuirerereeereeeeeeeereeeeeseteee e eseenas

Overview

Commercial banking remains focused on enhancing and
simplifying its delivery model, improving productivity for
the benefit of its customers and employees. We continue
to focus on international subsidiary banking as a driver of
growth through strategic trade corridors and leverage our
global trade and cash management product platforms for
client acquisition and fee income.

Quarter ended

31 March 2017 31 March 2016

$m $m
......................................................... 133 139
70 74
7 7
— 2
......................................................... 6 5
......................................................... 216 227
39 (78)
255 149
94) (102)
......................................................... 161 47

Profit before income tax expense was $161m for the first
quarter of 2017, an increase of $114m, or 243%, compared
with the first quarter of 2016, primarily due to lower loan
impairment charges largely reflecting improved credit
quality in the oil and gas sectors, offset partially by lower
revenue as a result of lower lending balances and higher
interest expense from long-term borrowings.
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Management’s Discussion and Analysis (continued)
—

Financial performance by income and expense item

Netinterestincome for the first quarter of 2017 was $133m,
a decrease of $6m, or 4%, compared with the first quarter
of 2016, mainly due to lower lending balances and higher
funding costs.

Net fee income for the first quarter of 2017 was $70m, a
decrease of $4m or 5%, due to lower banker's acceptance
fees driven by lower balances, and lower standby fees.

Net trading income for the first quarter of 2017 was $7m,
largely unchanged compared with the first quarter of 2016.

Gains less losses from financial investments for the first
quarter of 2017 was nil, a decrease of $2m compared with
the first quarter of2016, as aresult of the disposal of certain
available-for-sale securities in 2016.

Global Banking and Markets

Other operating income for the first quarter of 2017 was
$6m, an increase of $1m, or 20%, compared with the first
quarter of 2016, driven mainly by higher inter-company
recovery.

Loan impairment charges and other credit risk provisions
for the first quarter of 2017 was a recovery of $39m, an
improvement of $117m, compared with the first quarter of
2016, reflecting improved credit quality particularly in the
oil and gas sector.

Total operating expenses for the first quarter of 2017 were
$94m, a decrease of $8m, or 8%, compared with the first
quarter of 2016, driven mainly by streamlining initiatives.

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

worldwide.

Review of financial performance

Net INtErest INCOME ...c.vuvveuiiieiiirieieiieteiettet ettt es
Net f8€ INCOME ...ttt ettt
Net trading INCOME......eveiueieieeieieieirie ettt ese s neene
Total Operating INCOME .........c.evveruereeririeieiieeeieiee ettt seeeenes

Loan impairment recoveries/(charges) and other credit risk provisions
Net operating income

Total OPErating EXPEISES. ... c.evveueririererertrteseatrteteseteteseststebes et eeeseessesenesenes

Profit before income tax expense

Overview

Global Banking and Markets increased fee revenues
through increased advisory and underwriting activities on
a year to date basis by leveraging HSBC’s global network
on behalf of its clients.

Profit before income tax expense was $40m for the first
quarter of 2017, a decrease of $29m, or 42%, compared
with the first quarter of 2016. The decrease was driven by
prior year trading revenues realized from favourable
changes in the credit and funding valuation adjustments due
to the tightening of clients and HSBC's own credit. This

Quarter ended

31 March 2017 31 March 2016

$m $m

......................................................... 21 16
......................................................... 37 33
......................................................... 12 55
......................................................... 70 104
......................................................... 5 3)
75 101
......................................................... 35) (32)
......................................................... 40 69

was partially offset by higher revenues from advisory and
debt underwriting activities.

Financial performance by income and expense item

Net interest income for the first quarter of 2017 was $21m,
an increase of $5m, or 31%, compared with the first quarter
of 2016. The increase is mainly generated from corporate
deposits and the impact from Markets business activities.

Net fee income for the first quarter of 2017 was $37m, an
increase of $4m, or 12%, compared with the first quarter of
2016. The higher fees are mainly driven by higher advisory
and debt underwriting activities.
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Net trading income for the first quarter of 2017 was $12m,
adecrease of $43m, or 78%, compared with the first quarter
of 2016. The decrease was mainly driven by favorable
changes in the credit and funding valuation adjustments in
the prior year due to the tightening of client and HSBC's
own credit spreads.

Loan impairment charges and other credit risk provisions
for the first quarter of 2017 were a recovery of $5m, an
improvement of $8m compared with the first quarter of
2016. The changes from comparative periods reflect

Retail Banking and Wealth Management

provisions taken on the oil and gas sectors in the previous
year.

Total operating expenses for the first quarter of 2017 were
$35m, an increase of $3m, or 9%, compared with the first
quarter of 2016. The increase was mainly driven by
investments in global standards, and risk and compliance
activities.

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

Review of financial performance

Quarter ended

31 March 2017 31 March 2016

$m $m
INEt INTEIESE IMCOMIE. ...ttt st b e b s 96 100
INEE RE INCOMIC. ...ttt ettt ettt ettt st b ettt b et b et b ettt b et st bttt benes 53 54
NEt trAdING INCOIMIC ....oveviiciiieteieeetee ettt ettt ettt s et se et a et b bt e et se e s s et saebesenesenenes 6 5
Other OPEIAtING INCOIMIE ......evetiuieiietiet ettt sttt ettt b ettt et se bt st et eb e b e see st eb et et e st ss e st eseebesbe s eseebenteneenens 1 2
Total operating income 156 161
Loan impairment recoveries/(charges) and other credit risk proviSions ............eccceeeeveueceriereernercrenneeneneereenen 5 ()]
Net OPErating IMCOME .......c.eeveveuireireeietirrerieeeeestee e st seeeeseseenene 161 157
Total operating expenses. (140) (147)
Profit before iNCOME taX EXPEISE ...........cecvirvieeriereieeeeeeeteeeteeteete e oot et eseeseeesseteete s ese et eesensess et ensessesessesseseesenseneas 21 10

Profit before income tax
Quarter ended

31 March 2017 31 March 2016

$m $m
Ongoing Retail Banking and Wealth Management DUSINESS...........c.coceurueuerirueueinieiereninieineeeeseeeseseesevesessesenees 16 5
Run-off consumer finance POItFOLIo.........cveuiieiririiieieieree ettt sttt ettt ens 5 5
Profit before iNCOME taX EXPEIISE. ......erveurerirtiuteiiriirteiiet ettt ettt st eb et e et e b e st e bt sa et e s e e b e s et es e et et eseesesneneenn 21 10

Overview

Retail Banking and Wealth Management continued to
achieve sustainable and balanced growth across retail
products. The first quarter also benefited from a healthy
increase in wealth balances. The business continues to
deliver a resilient performance given that spread
compression in the highly competitive low interest rate
environment is impacting margins. Investments in strategic
initiatives to streamline processes and enhance the customer
experience, continued throughout the first quarter. Profit
before income tax expense was $21m for the first quarter of
2017, an increase of $11m, or 110%, compared with the first
quarter of 2016.
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Profit before income tax expense relating to ongoing
business (excluding the run-off consumer finance portfolio)
was $16m for the first quarter of 2017, an increase of $11m,
or 220%, compared with the first quarter of 2016. The
increase in profit before income tax expense relating to
ongoing business was due to lower operating expenses
primarily driven by cost saving initiatives and lower loan
impairment charges due to arelease of collective allowances
in the current period.

Profit before income tax expense relating to the run-off
consumer finance portfolio for the first quarter of 2017 was
$5m, unchanged from the first quarter of 2016. Lower
revenues due to continued run-off of the portfolio was offset
by the release related to collective allowance.



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

Net interest income for the first quarter of 2017 was $92m,
a decrease of $1m, or 1%, compared with the first quarter
of 2016. The marginal decrease over the comparative period
was mainly driven by tighter spreads in a competitive low
interest rate environment.

Net fee income for the first quarter of 2017 was $53m, a
decrease of $1m, or 2%, compared with the first quarter of
2016. Net fee income decreased over comparative period
mainly due to lower income from credit cards.

Net trading income for the first quarter of 2017 was $6m, a
$1m or 20% increase compared with the first quarter of
2016.

Corporate Centre

Other operating income for the first quarter of 2017 was
$1m, a decrease of $1m or 50% compared with the first
quarter...

Loan impairment charges and other credit risk provisions
for the first quarter of 2017 ended in $ 1m recovery compared
with $5m charges in the first quarter of 2016 primarily due
to higher release of collective allowance and lower write-
offs.

Total operating expenses for the first quarter of 2017 was
$138m, a decrease of $7m, or 5%, compared with the first
quarter of 2016. The decrease over the comparative period
was mainly driven by cost saving initiatives.

Corporate Centre contains Balance Sheet Management, interests in associates and joint ventures, the results of movements in
fair value of own debt, income related to information technology services provided to HSBC Group companies with associated
recoveries and other transactions which do not directly relate to our global businesses.

Review of financial performance

INEE INEETEST INCOMIC. ... e.veeuieteetieiteeteeeteteeteestesteeteestesseeseesseteeseensesseeseessesseensensanseessesseeseensansesseensenseeseansesseeseensenseensansans

Net trading INCOME .....evevevirieieieirieietrieiee ettt

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

Gains less losses from financial INVEStMENLS .....cc.eevveverveeeerienieeieieeeeneen

Other OPEIAtiNg INCOMIE ....c.euvveiiieiiirtetet ettt ettt ettt ettt eb et b et bbbt b b e et eb et s e b st et ebe et eb b et et ese e beseatee
Total OPETAtING IMCOIMIC. .....c.cvvieiiieiiirietee ettt ettt ettt sttt sttt b et s e et ea bt bebes s ene e e s eseaeee

Total operating expenses
Operating profit..........
Share of loss in associates .........

Profit before iNCOME taX EXPEIISE .....c..eutruirteieiirterteiiete sttt et st ettt ettt es bt se et e bt e et e bt sa et ebeebe st e st ebe st et e st seeaens

Profit before income tax expense was $21m for the first
quarter of 2017, a decrease of $11m, or 34%, compared with
the first quarter of 2016. The decrease in profit was driven
by higher operating expenses due to investments in
streamlining initiatives, partially offset by higher net interest
income from balance sheet management due to higher yields
earned on financial investments. The bank realizes gains and
losses from financial investments from disposals of
available-for-sale financial investments.
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Quarter ended

31 March 31 March
2017 2016
$m $m
32 26
6 )]
3) —
18 19
11 8
64 52
42) (20)
22 32
@ —
21 32
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Summary quarterly performance

Refer to the ‘Summary quarterly performance’ section of our Annual Report and Accounts 2016 for more information regarding
quarterly trends in performance for 2016 and 2015.
Summary consolidated income statement

Quarter ended

Mar 31 Dec 31 Sep 30 Jun 30 Mar 31 Dec 31 Sep 30 Jun 30

2017 2016 2016 2016 2016 2015 2015 2015

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

Total operating iNCOME ...........cccevvererrereeeerenrennnns 506 512 498 525 544 448 518 541
Profit for the period.........ccooeerieeerinireiieeenne 186 188 100 121 115 (28) 137 168
Profit attributable to common shareholders........ 177 178 91 111 106 (38) 128 161
Profit attributable to preferred shareholders ....... 9 10 9 10 9 10 9 5
Profit attributable to non-controlling interests.... — — — — — — — 2
Basic earnings per common share ($)................. 0.35 0.36 0.18 0.22 0.21 (0.08) 0.26 0.32

Accounting matters

The results of the bank are sensitive to the accounting
policies, assumptions and estimates that underlie the
preparation of our consolidated financial statements. A
summary of our significant accounting policies are provided
in note 2 of our 2016 Annual Report and Accounts.

Off-balance sheet arrangements

Refer to the ‘Critical accounting policies’ section of our 2016
Annual Report and Accounts for accounting policies that are
deemed critical to our results and financial position, in terms
of materiality of the items which the policy is applied and
the high degree of judgment involved, including the use of
assumptions and estimation.

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,

Related party transactions

involve us incurring a liability in excess of amounts recorded
in our consolidated balance sheet. These arrangements
include: guarantees and letters of credit and are described in
the ‘Off-balance sheet arrangements’ section of our 2016
Annual Report and Accounts.

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

platforms used around the world and benefit from worldwide
contracts for advertising, marketing research, training and
other operational areas. These related party transactions are
on terms similar to those offered to non-related parties and
are subject to formal approval procedures that have been
approved by the bank’s Conduct Review Committee. Refer
to note 12 of the unaudited interim condensed consolidated
financial statements for the first quarter ended 31 March
2017.

Disclosure controls and procedures and internal control over financial reporting

The Chief Executive Officer and Chief Financial Officer
have signed certifications relating to the appropriateness of
the financial disclosures in interim filings with the Canadian
Securities Administrators, including this MD&A and the
accompanying unaudited interim consolidated financial
statements for the quarter ended 31 March 2017, and their
responsibility for the design and maintenance of disclosure
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controls and procedures and internal controls over financial
reporting to provide reasonable assurance regarding the
reliability of financial reporting in accordance with IFRSs.
There have been no changes in internal controls over
financial reporting during the quarter ended 31 March 2017
that have materially affected or are reasonably likely to affect
internal control over financial reporting.



Risk management

Refer to the “Risk management” section of our 2016 Annual
Report and Accounts for a description 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 financial loss if a customer or
counterparty fails to meet an obligation under contract. It
arises principally from direct lending, trade finance and the
leasing business, but also from other products such as
guarantees and credit derivatives and from holding assets in
the form of debt securities.

The bank’s principal objectives of credit risk management

are:

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

* toboth partner with and challenge businesses in defining
and implementing and continually re-evaluating our risk
appetite under actual and scenario conditions; and

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

Refer to the ‘Risk management’ section of our 2016 Annual
Report and Accounts for a discussion of how the bank
manages credit risk, collateral and other credit risk
enhancements, as well as a more in depth explanation of our
credit risk measures.

Credit risk portfolio by product type

Diversification of credit risk

Concentration of credit risk may arise when the ability of a
number of borrowers or counterparties to meet their
contractual obligations are similarly affected by external
factors. Diversification of credit risk is a key concept by
which we are guided. In assessing and monitoring for credit
risk concentration, we aggregate exposures by product type,
industry and geographic area. Exposures are measured at
exposure at default (‘EAD”), which reflects drawn balances
as well as an allowance for undrawn amounts of
commitments and contingent exposures, and therefore
would not agree to the financial statements.

EAD at 31 March 2017

Repurchase
type Other off-
Drawn Undrawn transactions Derivatives  balance sheet Total
$m $Sm $m $m $m $m
‘Wholesale portfolio
SOVEICIZN ...ttt 20,068 638 — 173 2 20,881
Banks .....ccceoevieiniiiec e 3,996 — 58 965 922 5,941
COTPOTALE ... 27,674 12,050 10 1,148 3,137 44,019
Total. ..o 51,738 12,688 68 2,286 4,061 70,841
Retail portfolio
Residential mortgages .........coceeeeeeuenee. 19,938 3 — — — 19,941
Home equity lines of credit .................... 1,780 1,027 — — — 2,807
Personal unsecured revolving loan 227 210 — — — 437
Other personal loan facilities.................. 1,355 179 — — 2 1,536
Other small to medium enterprises loan
FACIIES ..o 178 209 — — 15 402
Run-off consumer loan portfolio............ 134 — — — — 134
Retail Master Card..........cccccovvveueenrnnencne. 321 — — — — 321
Total Retail .........ocoovvvevieiiiice 23,933 1,628 — — 17 25,578
Total. ..o 75,671 14,316 68 2,286 4,078 96,419
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EAD at 31 December 2016
Repurchase
type Other off-
Drawn Undrawn transactions Derivatives balance sheet Total
$m $m $m $m $m $m
Wholesale portfolio
SOVETCIZN ..ottt 22,652 240 1 162 73 23,128
Banks ......coovevieieieieeeeeeen 3,788 11 67 1,133 819 5,818
COIPOTALE ... 27,549 12,373 27 1,176 3,324 44,449
Total..ooeececeeeeeeee e 53,989 12,624 95 2,471 4,216 73,395
Retail portfolio
Residential mortgages ........c.ccccecevereeuenne 19,835 3 — — — 19,838
Home equity lines of credit ...........c........ 1,807 1,029 — — — 2,836
Personal unsecured revolving loan
FaCIlIties......eeveveeeieveeceeeeeeeeeeene 237 213 — — — 450
Other personal loan facilities.................. 1,406 168 — — 1 1,575
Other small to medium enterprises loan

facilities.......c.oereeeeereeeeeeeeeeeeeee 188 219 — — 16 423
Run-off consumer loan portfolio............ 151 — — — — 151
Retail Master Card..........ccccceeeevenreenennen. 353 — — — — 353
Total Retail .......coevevereveeieiieieieieiiieeas 23,977 1,632 — — 17 25,626
Total...oieveeiiecee e 77,966 14,256 95 2,471 4,233 99,021

Wholesale loan portfolio by geographic area
EAD EAD
31 March 2017 31 December 2016
$Sm $m

Sovereign
CANAAA ......cviviiciictiete ettt ettt ettt sttt b et te et e b saete b et st et et e st ese s enteteeaesseneens 16,568 18,709
1,480 2,096
2,833 2,323
20,881 23,128
Banks
(O 4V Tc - OO ST UO TR UTOPRRURN 3,765 3,270
755 855
1,421 1,693
5,941 5,818
Corporate
Canada

BritiSh COIUMDIA ......oviiieiiiieieeeteceee ettt ettt r e ene s 12,189 12,094
OMEATIO ...veevettetitet ettt ettt ettt et e st ete b et eseesa b eseesesse e eseesessessesaesesaeseesesseseesessesseneesensesens 11,633 11,559
ATDCITA ..ottt ettt ettt sttt et et se b e b e s e b e e s et ese e s e s e st eseebenseseese s eneeseebentene s 9,439 10,098
Quebec....cooveieiieienene . 5,908 6,143
Saskatchewan and ManitODa ............c..oocviivviiiiiicieceee ettt 1,753 1,765
ALLANTIC PIOVIICES.....veuveneetietenienieitstetet sttt ettt ettt s bt s et s et e e ne s e st e st s senteneesenseneeneas 960 894
United States Of AIMEIICA........cuiiiviieuiieieeeie ettt ettt e et e et e e eeaeeeaaeeereeeaeeenes 1,538 1,362
OLRET .ttt ettt ettt ettt a et b et se et e b e saete b et ese et e b e st ere s enseseeae s eneens 599 534
44,019 44,449
Total wholesale loan portfolio EXPOSUTE............c.ceievereuieeeeereeeeeeeeee ettt seaeas 70,841 73,395
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Wholesale loan portfolio by industry

EAD at 31 March 2017

Repurchase
type Other off-
Drawn Undrawn transactions Derivatives  balance sheet Total
$m $m $m $m $m $m
Corporate
Real EState.....c.c.ceueveuemeieieneieieieieieiennas 7,001 1,963 — 85 433 9,482
ENEIgy..c.cocueiiiiieieieieieicieieieieieeieieieieiena 2,898 2,406 — 552 604 6,460
Manufacturing .........ccoceeeveeveenereenenne 4,108 1,709 — 51 363 6,231
Wholesale trade ..........cccoeevveeveenrennnn. 2,157 1,235 — 18 164 3,574
SEIVICES ..cenvvveiiiereiirenieicereieceeienes 2,115 549 — 22 138 2,824
Construction SErvices .........oocvevveenen. 1,183 860 — 3 672 2,718
Transport and storage ...........cecevvevnene 1,799 539 — 15 141 2,494
Finance and insurance ......... . 907 762 10 290 72 2,041
Mining, logging and forestry............... 790 704 — 6 332 1,832
Retail Trade .......ccoeevevveeeveiiieeiereenens 985 421 — 81 77 1,564
AUtOMOLIVE ... 1,078 280 — 3 42 1,403
Business Services........oouevvereeievveeneens 979 319 — 10 72 1,380
AGriculture.......cooeeveieevenieieeseeee 604 191 — 10 17 822
Hotels and accommodation.................. 694 58 — 2 9 763
Sole proprietors 376 53 — — 1 430
Government Services ..........coeceeeeunuene — 1 — — — 1
Total Corporate.............coeeveireniniienne 27,674 12,050 10 1,148 3,137 44,019
Wholesale loan portfolio by industry
EAD at 31 December 2016
Repurchase
type Other off-
Drawn Undrawn transactions Derivatives balance sheet Total
$m $m $m $m $m $m
Corporate .............ccoevvveieiereieeeeiennns
Real Estate......cccoevvvvevenineeeininicccene 6,993 1,998 — 76 432 9,499
ENCIEY.coiviiiiieieiiieicreeeeeeee 3,004 2,437 — 610 735 6,786
Manufacturing ... . 3,960 1,710 — 66 350 6,086
Wholesale trade .........cocoeeevrecnennnnne 2,112 1,235 — 19 171 3,537
SEIVICES vt 2,115 519 — 23 132 2,789
Transport and StOrage .........cooceereeuenee 1,764 561 — 14 142 2,481
Construction SErvices ...........ceeveeueen... 1,182 818 — 2 717 2,719
Finance and insurance ...............c......... 809 638 27 242 82 1,798
Mining, logging and forestry............... 745 692 — 11 353 1,801
Retail Trade ......cccovvevevivieieinineencene 1,023 412 — 84 80 1,599
Business Services.........ocoeeveeveeveennnnn. 1,231 345 — 11 62 1,649
AUtOMOLIVE ... 1,027 322 — 4 40 1,393
Hotels and accommodation ................. 707 59 — 2 8 776
Agriculture.........cccoceueunee 502 197 — 12 19 730
Sole proprietors ........oeeeerereevecreeeennes 375 60 — — 1 436
Government SErvices .........ooceereeueuene — 370 — — — 370
Total Corporate............cccveveevvereerrereennne 27,549 12,373 27 1,176 3,324 44,449
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Energy exposures

The following table provides a breakdown of our exposure
to energy companies under the AIRB approach. Of these
exposures, 49% at 31 March 2017 are investment grade
based on our 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 continues to closely monitor and manage
energy exposures within its risk appetite.

EAD at 31 March 2017

Other off-

Undrawn balance sheet
Drawn  commitments Derivatives exposures Total
$m $m $m $m $m
PIPELNES ... 778 617 468 21 1,884
ENErgy SEIVICES.....eoveuiiuirieieiinienieieie et 933 524 1 46 1,504
Exploration development and production ... 642 775 65 306 1,788
Power and Utilities ........o.eererueueinieieirirecee e 346 286 7 182 821
Transportation, refining and marketing..........c.coceeoereeuenenne 199 204 11 49 463
TOtAL...o e 2,898 2,406 552 604 6,460

EAD at 31 December 2016

Other off-

Undrawn balance sheet
Drawn  commitments Derivatives exposures Total
$m $m $m $m $m
PIPELINES .....ooviiiiiiiciicccc e 693 614 509 20 1,836
ENEIZY SEIVICES....vivevieriiieieiieteieeenesteeeeeteseeeeseetenseneeseenes 960 554 1 50 1,565
Exploration development and production .............cccecene... 807 873 78 421 2,179
Power and UtIItIES ........c.cceviereueciniereiririecnecceeeceeeeene 333 191 5 201 730
Transportation, refining and marketing...........cocecccevveveuenene 211 205 17 43 476
TOtAL ..o 3,004 2,437 610 735 6,786

Credit quality

Credit quality of financial assets

Overall credit quality at 31 March 2017 remains strong,
recent credit metrics indicates improvements in the quality
of the portfolio related to energy and related exposures. This
resulted in a $143m decrease in wholesale impaired loans

Quality classification

SASTACLOTY vttt
SUD-StANAATA ....oveeiieiieiieicce e

TMPAITEA ... e

during the three months ended 31 March 2017, of which
$119m 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 its
loans and advances.

Wholesale and retail lending

12 month

External Internal probability of

credit rating credit rating default %

.......... A- and above CRRI1 to CRR2 0-0.169
.......... BBB+ to BBB- CCR3 0.170-0.740
.......... BB+ to B+ CCR4 to CCR5 0.741-4.914
.......... BtoC CRR6 to CRR8 4.915-99.999
.......... Default CRR9 to CRR10 100
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Credit quality of wholesale portfolio

31 March 2017 31 December 2016
EAD EAD EAD EAD EAD EAD
Drawn Undrawn Total Drawn Undrawn Total
$m $m $m $m $m $m
SIONG . 28,969 2,925 31,894 31,526 2,647 34,173
GOOA ..t 15,134 5,861 20,995 15,200 5913 21,113
Satisfactory . 11,980 3,338 15,318 11,732 3,431 15,163
Sub-standard.. 1,550 508 2,058 1,643 585 2,228
Impaired........cccceeeveeinnecnecneeene 521 55 576 670 48 718
58,154 12,687 70,841 60,771 12,624 73,395

The proportion of exposures categorized as Strong or Good
remain broadly unchanged at 75%, while impaired loans
decreased from $718m at 31 December 2016 to $576m at

Credit quality of retail portfolio

31 March 2017

31 March 2017. This was mainly due to improvement in the
quality of the portfolio related to energy and related
exposures.

31 December 2016

EAD EAD EAD EAD EAD EAD

Drawn Undrawn Total Drawn Undrawn Total

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

SIONG .t 10,215 1 10,216 10,448 1 10,449
Good........ 10,863 1,120 11,983 10,655 1,141 11,796
Satisfactory .... 2,250 464 2,714 2,257 453 2,710
Sub-standard .. 567 43 610 577 36 613
Impaired.......ccooeveveininicceeee 55 — 55 57 — 57
23,950 1,628 25,578 23,994 1,631 25,625

The portfolio was generally stable with the proportion of
exposures categorized as Strong or Good remaining broadly

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 majority
are secured by a first charge against the underlying real
estate. The tables below detail how the bank mitigates risk
further by diversifying the geographical markets in which

unchanged at 87%, while impaired loans declined from
$57m at 31 December 2016 to $55m at 31 March 2017.

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 2017

Residential mortgages HELOC?

Insurance and geographic distribution’ Insured® Uninsured Total Uninsured
$m % $m % $m $m %

British Columbia.........ccocovevievireneieieeen 736 6% 11,706 94% 12,442 852 100%
Western Canada® ............cooooeveeoeereeeseeeere. 214 18% 995 82% 1,209 226 100%
ONLATIO 1.ttt ettt eneenes 603 10% 5,306 90% 5,909 603 100%
Quebec and Atlantic provinges...........cc....... 148 14% 942 86% 1,090 99 100%
Total at 31 March 2017 1,701 8% 18,949 92% 20,650 1,780 100%
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31 December 2016
Residential mortgages HELOC?

Insurance and geographic distribution’ Insured® Uninsured Total Uninsured

$m % $m % $m $m %
British Columbia .........cccccoeveiiiiieiicncnes 843 7 11,589 93 12,432 871 100
Western Canada®... . 225 19 985 81 1,210 228 100
Ontario.........ccovevvvvvecriniecienenes . 665 11 5,150 89 5,815 602 100
Quebec and Atlantic provinces............oeeueuenne 155 14 946 86 1,101 106 100
Total at 31 December 2016............................ 1,888 9 18,670 91 20,558 1,807 100
Amortization period® Residential mortgages

Less than 20 years 20 - 24 years 25- 29 years 30 - 34 years
Total at 31 March 2017 24% 33% 42% 1%
Total at 31 December 2016 24% 33% 42% 1%

For the three months ended:

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

31 March 2017

Residential

mortgages HELOC

% %
BIitiSH COIUMDIA. .....c.eoviiiiiciieteeieetee ettt ettt ettt ettt et ettt be b e s eseebessessesessessesseseseneesessennans 56% 49%
Western Canada® ... 67% 61%
[©7117:1 5 1o 59% 50%
Quebec and Atlantic provinces .. 60% 57%
Total at 31 MATrCh 2017.......c.ooiiiiiiiieiietieeee ettt sttt bttt e e sess e e ebeebe s eseebebesseseesansesis 58% 51%
Total at 31 DECEMDBET 2016........c.ocuiiiiieiietiieiieie sttt ettt st se st b e e eseesesseseesasseseeseesesessesessessesessansesis 58 % 50 %

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 economic scenarios are considered manageable given the
assess the impact of increased levels of unemployment, diversified composition of the portfolio, the low Loan to
rising interest rates, reduction in property values and changes Value in the portfolio and risk mitigation strategies in place.

in other relevant macroeconomic variables. Potential
increase in losses in the mortgage portfolio under downturn

Days past due but not impaired loans and advances

The aging analysis below includes past due loans on which though at their early stage of arrears, there is normally no
collective impairment allowances have been assessed, identifiable impairment.
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Up to 29 days
30-59 days
60-89 days
90-179 days
Over 180 days

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 allowance for credit losses
consists of both individually assessed and collectively
assessed allowances, each of which is reviewed on a regular
basis. The allowance for credit losses reduces the gross value
of an asset to its net carrying value.

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

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

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

* known cash flow difficulties experienced by the
borrower;

* past-due contractual payments of either principal or
interest;

e 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 these individual accounts on an account-by-account basis
to reduce their carrying value to estimated realizable amount.

The collectively assessed impairment allowance is our best
estimate of incurred losses in the portfolio for those
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31 March 2017 31 December 2016

$m $m
461 675
98 61
14 56
10 5
— 0
583 797

individually significant accounts for which no evidence of
impairment has been individually identified or for high-
volume groups ofhomogeneous loans that are not considered
individually significant. In determining an appropriate level
of collectively assessed impairment, we apply the following
methodologies:

* Business and government - For these loans, the
underlying credit metrics including Probability of
Default ("'PD"), Loss Given Default ("LGD") and
Exposure at Default ("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 a loss event not being
identified and assessed, an emergence period assumption
is applied which reflects the period between a loss
occurring and its identification. The emergence period is
estimated by management for each identified portfolio.
The factors that may influence this estimation include
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.

*  Consumer finance and other consumer loans - Analysis
of historical delinquency movements by product type is
used as the basis for the collectively assessed impairment
allowance for these loan portfolios. By tracking
delinquency movement among pools of homogeneous
loans, an estimate of incurred losses in each pool is
determined. These estimates can be amended should



HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

|
management believe they do not fully reflect incurred In addition to the methodologies outlined above, the balance
losses. This judgemental adjustment employs an of the collectively assessed impairment allowance is also
established framework and references both internal and analyzed as a function of risk-weighted assets and referenced
external indicators of credit quality. to the allowances held by our peer group.

Impaired financial assets

EAD EAD
31 March 2017 31 December 2016
$m $m

Impaired wholesale portfolio’
Energy 151 270
Transportation and storage 114 136
Real estate 57 68
Construction services 85 65
Wholesale trade 22 26
Manufacturing 100 104
Business services 22 24
Mining, logging and forestry 2 3
Agriculture 2 2
Services 6 6
Automotive 1 1
Hotels and accommodation 6 6
Retail trade 3 3
Sole proprietors 4 4
Finance and insurance 1 1
Total impaired wholesale portfolio 576 719

Impaired retail portfolio

Residential mortgages 57 70
Other retail loans 33 25
Total impaired retail portfolio 90 95
Total impaired financial assets 666 814

1 Includes $147m (2016: $148m) of impaired acceptances, letters of credit and guarantees
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Impairment allowances

Gross loans and advances to customers

Individually assessed impaired loans and advances' (A).........c..ccoouevvereereeereiereeeeeeeeeesseeseessseeenoes

Collectively assessed loans and advances (B)........cccoioveieirinieieiinieieeeeeeee et
- impaired 10ans and AdVANCES" .............o..oovwooooeee oo
- non-impaired 10ans and aAVANCES ............ooueiririnieiriieee ettt

Total gross loans and advances to CUSTOMETS (C)....c.evrueuerirueuiirieieiririeieerieie ettt
Less: impairment allOWanCes () ......c.uvveueerirueriririeieirieieierieieietrt ettt ies ettt eseb ettt s e ee
SINAIVIAUAILY ASSESSEA (@) +ovvevveviierieiieteiei ettt ettt sttt ettt es ettt se e nnene
= COLIECHIVELY @SSESSEA (D) .nvvrriierieiietiieiriete ettt ettt st ettt st se s eneeseneens

Net loans and advances t0 CUSIOIMETS .............c.coouevereerirreeeeeereseeteeteeeeeeseeteseseeseeseseeseesessesessesenseseesenes

Individually assessed impaired loans and advances coverage - (a) as a percentage of (A) ........cc......
Collectively assessed loans and advances coverage - (b) as a percentage of (B) .....ccccoeeevevevnennenne
Total loans and advances coverage - (¢) as a percentage of (C)........ecveriririreneninenerieireeesesees

31 March 2017

31 December 2016

$m $m

527 648
46,805 46,698
33 36
46,772 46,662
47,332 47346
365 439
190 252
175 187
46,967 46,907

36.1% 38.9%

0.4% 0.4%

0.8% 0.9%

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.

Movement in impairment allowances and provision for credit losses

Quarter ended 31 March 2017

Quarter ended 31 March 2016

Customers  Customers Other Customers Customers Other
individually collectively credit risk individually  collectively  credit risk
a d a d  provisions Total assessed assessed  provisions Total
$m $m $m $m $m $m $m $m
Opening balance at the
beginning of the period..... 252 187 89 528 253 258 105 616
Movement..........c.ccccevrvuerenennne
Loans and advances
written off net of
recoveries of
previously written
off amounts'.............. 19) ?2) — 21 (75) 2) — (77)
Charge to income 36) 10) 2) (48) 77 6 2 85
Other movements ............. 0} — — @) (6) — — (6)
Closing balance at the end of
the period..........ccccoereirennnns 190 175 87 452 249 262 107 618

1 Recovered $4m (2016: $7m) of loans and advances written off in prior periods
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Liquidity and funding risk

Liquidity risk is the risk that the bank does not have sufficient
financial resources to meet its obligations as they fall due,
or will have to do so at an excessive cost. This risk 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, is not
sustainable over time. The risk arises when the funding
needed for illiquid asset positions cannot be obtained at the
expected terms and when required.

Liquidity and funding risk management

Our liquidity and funding management strategy as described
inthe ‘Liquidity and funding risk’ section of our 2016 Annual
Report and Accounts continues to apply. The bank’s internal
liquidity and funding risk management framework uses
liquidity coverage ratio (‘LCR’) and net stable funding ratio
(‘NSFR’) regulatory framework as a foundation, but adds
additional metrics, limits and overlays to address the risks
that the bank considers are not adequately reflected by the
external regulatory framework.

We continue to monitor liquidity and funding risk within our
stated risk appetite and management framework.

Liquid assets

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

Our liquid assets decreased $3.9 billion from 31 December
2016, primarily due to seasonal attrition of commercial

deposits and maturity of debt securities.

Liquid assets "

31 March 2017 31 December 2016

Level 1 .ooviviinn. 19,499 24,320
Level 2a......ccuuen.. 4,629 3,964
Level 2b ....cccueee. 250 35

24,378 28,319

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.
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Liquidity regulation

In accordance with OSFI’'s Liquidity Adequacy
Requirements (‘LAR”) guideline, which incorporates Basel
liquidity standards effective 1 January 2016, the bank is
required to maintain a 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 capture the risk posed by funding
mismatches between assets and liabilities. As at 31 March
2017, the bank was compliant with both.

The bank calculates NSFR according to Basel Committee
on Banking Supervision (‘BCBS’) publication number 295,
pending its implementation in Europe and Canada expected
in 2019. The NSFR requires banks to maintain a stable
funding profile relative to the composition of their assets and
off-balance sheet activities and reflects a bank’s long-term
funding profile (funding with a term of more than a year). It
is designed to complement the LCR.

The bank’s OSFI LCR is summarized in the following table.
For the quarter ended 31 March 2017, the bank’s average
LCR of 149% is calculated as the ratio of the stock of High-
Quality Liquid Assets (HQLA) to the total net stressed cash
outflows over the next 30 calendar days. The average LCR
decreased this quarter over the average for the previous
quarter as a result of lower HQLA mainly driven by seasonal
attrition of commercial deposits and maturity of debt
securities.

OSFI liquidity coverage ratio"

Average for the three months 31 March 31 December
ended 2017 2016
Total HQLA*($m) 25,120 27,310
Total net cash outflows” ($m) 16,864 17,110
Liquidity coverage ratio (%) 149 160

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.

2 These are weighted values and are calculated after the application
of the weights prescribed under the OSFI LAR Guideline for HOLA and
cash inflows and outflows.



Market risk

Market risk is the risk that movements in market risk factors,
including foreign exchange rates and commodity prices,
interest rates, credit spreads and equity prices, which will
adversely affect our income or the value of our assets and
liabilities.

Market risk management is independent of the business and
is responsible for establishing the policies, procedures and
limits that align with the risk appetite of the bank. The
objective of market risk management is to identify, measure
and control market risk exposures in order to optimize return
on risk and to remain within the bank’s risk appetite.

Refer to the ‘Risk management’ section of our 2016 Annual
Report and Accounts for a discussion of how the bank
manages market risk as well as a more in depth explanation
of our market risk measures.

VaR by risk type for trading activities'

Foreign
exchange and
commodity Interest rate
$m $m
January - March 2017
At period end _ 1.8
Average _ 1.2
Minimum _ 0.8
Maximum 0.1 2.0
Foreign
exchange and
commodity Interest rate
$m $m
January - March 2016
At period end.................. — 2.1
AVErage.......coovvieieinnnn 0.1 1.6
Minimum _ 12
Maximum 0.5 04

Value at Risk (VaR)

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

VaR disclosed in the table and graph below is the bank’s total
VaR for both trading and non-trading books and remained
within the bank’s limits.

Total VaR increased from March 2016 to March 2017 due
to increase in interest rate risk in the non-trading activities.
Over the same period, the average trading VaR decreased by
$0.6m due to a decrease in interest rate and credit risk and
the range (difference between max and min) has decreased.
Over the same period, the average non-trading VaR increased
by $11m due to an increase in interest rate, as well as the
recategorization of Bankers' Acceptances from trading to
non-trading.

Portfolio

Equity Credit Spread  diversification Total®

$Sm $m $m $m

— 0.4 0.2) 2.0

— 0.4 0.4) 1.3

— 0.2 0.9

— 1.7 2.0
Portfolio

Equity Credit Spread diversification Total®

$m $m $m $m

— 0.9 0.7) 22

— 1.0 (0.8) 1.9

— 0.6 1.3

— 1.2 2.5

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

2 Portfolio diversification is the market risk dispersion effect of holding a portfolio containing different risk types. It represents the reduction in
unsystematic market risk that occurs when combining a number of different risk types, for example, interest rate, equity and foreign exchange, together
in one 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.

23



HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

|
Non-trading VaR

AL PEIIOA @I ...ttt ettt
AALVETAZE. ...ttt ettt ettt h bttt e b bt h e bt bt h e st b e b et eb bt ea e enes

Minimum..

IMEAXIITIUITY .ttt et ettt b et s et e st e st a e s e st s e s en e eb e eneen e eseneeseesenseneesesensenessennenes

Total daily VaR

Quarter ended
31 March 2017 31 March 2016
$m $m
37 22
33 22
28 17
42 27

48
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Structural interest rate risk

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

Refer to the ‘Structural Interest Rate Risk’ section of our
2016 Annual Report and Accounts 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

2017 2016

Economic value

Impact as a result of 100 basis point change in interest rate:
INCICASE......eviiiiriiecte e
DECIEASE ...

Factors that may affect future results

Economic value

of equity  Earnings at risk of equity Earnings at risk
$m $m $m $m
312) 87 (261) 96

309 (88) 392 (80)

The risk management section in the MD&A describes the
most significant risks to which the bank is exposed and if
not managed appropriately could have a material impact on
our future financial results.
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Refer to the ‘Factors that may affect future results’ section
of our 2016 Annual Report and Accounts for a description
of additional factors which may affect future financial
results.



Capital

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

Refer to the ‘Capital’ section of our 2016 Annual Report and
Accounts for a discussion of how the bank manages its
capital.

Regulatory capital ratios

Actual regulatory capital ratios and capital requirements

Actual regulatory CapItal TALIOS ......ccveveirieieiierieietirte ettt ese e sesbe e eseesennene

Regulatory capital and capital ratios in the tables below are
presented under a Basel I1I “all-in’ basis, which applies Basel
III regulatory adjustments from 1 January 2013, however
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 2017.

31 March 2017 31 December 2016

Common equity tier 1 capital ratio 10.6% 10.5%

Tier 1 capital ratio .......coccceeevuenee 12.6% 12.5%

TOtal CAPILAL TALIO.....veveeviienieiieteiee ettt ettt sttt e et esessesaeseesesseneesenseneens 13.5% 13.5%
LL@VETAZE TALIO ...uvveveinieieteieteiee ettt te ettt e et b s e st s e ae s et sesenessesen e s eseseseeseseneeseseneesesanens 4.8% 4.7%
Required regulatory capital lIMItS ........c.ecveirierieieieieieieeecee et

Minimum common equity tier 1 capital ratio.. 7.0% 7.0%

Minimum tier 1 capital ratio... 8.5% 8.5%

Minimum total CaPItal TALIO ......ccvevveirieieieieieietceeee ettt s ese b neene 10.5% 10.5%
Regulatory capital

Regulatory capital and risk weighted assets

31 March 2017 31 December 2016

$m $m

Tier 1 capital.......cceeveereiennnns 5,402 5,241
Common equity tier 1 CAPItAl......ccueiruiieieiieieeree ettt ene s 4,552 4,391
GrOSS COMIMOMN EQUILY " ..o 4,731 4,564
Regulatory adjUSLMENLS .......ccveireirieieierieieiieie ettt sttt es et nesneneenene (179) (173)
Additional tier 1 eligible CAPItAl®...............oov.oveeeeeeeee oo 850 850
THET 2 CAPILAL ... ee s 382 445
Total capital available for regulatory PUIPOSES ............cevveuivviiverierieieeeeeeteeeee et ereee s e e eseeenes 5,784 5,686
Total riSK-WeEIZHEA ASSELS. ... cueuirieieiiirieiiirieici ettt ettt ettt et se bt sa et nenene 42,921 42,005

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

2 Includes capital instruments subject to phase out.

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

At 30 April 2017
Number of issued

Dividend' shares Carrying value

$ per share 000's $m

COMMON SNATES .....eovviiieiieieciieieie et 498,668 1,225
Class 1 preferred shares...........ccoeeinreinnnennnccneceeen

SEIIES Cuvriiiiiicicieteeeietete ettt 0.31875 7,000 175

SIES D oot 0.3125 7,000 175

SEIIES G .ottt 0.25 20,000 500

850

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

During the first quarter of 2017, the bank declared and
paid $47m in dividends on HSBC Bank Canada common
shares, a decrease of $1m compared with the same
quarter last year. Regular quarterly dividends have been
declared on all series of HSBC Bank Canada Class 1
Preferred Shares in the amounts per share noted above
and will be paid on 30 June 2017 for shareholders of
record on 15 June 2017.
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Consolidated income statement (unaudited)

Quarter ended
31 March 31 March
2017 2016
Notes $m $m
INEETEST IMCOIMIE ...ttt ettt ettt st ettt et es et e st e st sa et es e eb e s e st es e et eneeneesesseneesebeneeneeeen 451 418
INEETEST EXPEIISE ..o s (169) (137)
INE INEETEST INCOMIC. ....ceviintteiiirieiei ettt ettt ettt ettt ettt eb et b et a st se bbbt es et be st seenenes 282 281
FEE INCOIMIE .....cuviiiiiciiet ettt sttt sttt b et ean 177 178
Fee expense ... a7 (17)
INEE FEE INCOMIEC. ...ttt ettt ettt ettt b ettt a bt a e e bt e nenes 160 161
Trading income excluding net iNterest INCOME .........ecueirerieierieteriet ettt neerenee 26 62
Net interest income on trading activities.. 5 5
INEt rAAING INCOINIC ...ttt ettt ettt s et se et s et et et es et e s e e st sbe st eneebeseneeneeseneeneenens 31 67
Net expense from financial instruments designated at fair value............cccooevereeneneniniinennneneeeee
(©)] (O]
Gains less losses from financial INVESIMENLES ........c.cceeurueiririeierinieieinieieiciretctsei et eaene 18 21
Other OPEratiNg IMCOME ......cvvueuiuirieieiirieteietetettitre ettt ettt et et ebe et b ettt est st bes et etebesesteseseseesenenennene 18 15
Total 0Perating iNCOMIE...............ccooiimieiiieiei ettt sttt ettt ettt s b e s eneesebeneeneesan 506 544
Loan impairment recoveries/(charges) and other credit risk proviSions ............cccecevvererereerieerenereeens 49 (85)
Net 0Perating iNCOME .............ccooiiiiiiieiieie ettt et e te e esaeebeesbeeaessneseeseeseensesseas 555 459
Employee compensation and DENELIts ..........coeueeirieieiririeiririei et 2 (181) (169)
General and adminiStrative EXPEIISES ......c.eoveveuererueuerirtrieriririeteseeteteseseetesesessetesestebeseesteseeeseseneseeseneneasene 121) (122)
Depreciation of property, plant and equipment.. (@) 7)
AmOrtization Of INtANGIDIE ASSETS ......eueuirvrueuirieieieirieie ettt ettt ?2) 3)
Total OPErating EXPEISES ...........c.ccuevieuiiiiierietiteeietesteeeteetete e eseeseseesesse s eseesessessesessessessesesseseeseesessensesas (311) (301)
Operating profit 244 158
Share of (10SS)/Profit i ASSOCIALES......euvrvirrerieuerieietieteieeetesteeetestetereetessesteseesesaeseesesseseesesseneesessesseseesens 1) —
Profit before inCOMe taX EXPEIISE ..........ccocciriiieiiiiieieiieeee ettt se et b e eneeeen 243 158
INCOME tAX EXPEIISE ...veuvneeietenieteteiesietetestesestesteseesestesees e benseneeseeseseesesseneeseebe s eneeseesensenessenseneeseseneeneasan 57 (43)
Profit for the Period...............cccooiiiiiiiii et 186 115
Profit attributable to the common shareholder ...........ccoveciiniiiiiniiiniccc e 177 106
Profit attributable to preferred shareholders.... 9 9
Profit attributable to Shar€holdeTS .........cc.cucoiriiieiiiiniiiiiicc et 186 115
Average number of common shares outstanding (0007S).........c.coerueueirieueirirerenirieieereeeeeseeeeeseeeeeas 498,668 498,668
Basic earnings Per COMIMON SHATE .......c.coueueuirirueuiirietenieteiet ettt sttt ettt be st ese e beseseseebeneneas $ 0.35 $ 0.21

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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Quarter ended
31 March 31 March
2017 2016
$m $m

Profit fOr the PETIO. .. ...euveuiieiieiieteeeee ettt st s bttt sesae e ens 186 115

Other comprehensive income/(expense)

Items that will be reclassified subsequently to profit or loss when specific conditions are met:

Available-for-sale IMVEStMENTS ............o.coovo oo 33 ®)
— FIT VAIUE GAINS ...ttt ettt sttt b ettt ettt en bt as 63 10
— fair value losses transferred to income statement on diSposal ..........cccvceveeieererieinenieecreecee e (18) 21)
— INCOME (TECOVETY )/EAXES ...t euveurenerueteneetertesenteteteseestsaeseseesesseseeseesessenessesseneeseaseseneesenseneenessenseneesenseneas 12) 3

Cash FIOW NEAZES .........veioeeeeoeee oo 1 6
— AT VAlUE (LOSSES)/AINS. ......vevinietiiniieieicetete ettt ettt ettt b et neenes 35) 81
— fair value gains/(losses) transferred to income StAteMENt .........c.ccerveueueririeueiririeeieee e 36 (72)
— INCOME tAXES/(TECOVETY ) ...ttt sttt — 3)

Items that will not be reclassified subsequently to profit or loss:

Remeasurement of defined benefit plans® 1) (22)
— DEfOre INCOME LAXES ...t D), (30)
—INCOIME TAXES....ovevriiiiii ettt — 8

OWIN CTEAIE RISK ...ttt et b bttt b e sa et b be e neas 3 —
— DEfOrE INCOME LAXES ....cuuiuieieieiiiiiiiiiiic s 3 —
— ATMCOMMIE LAXES. .. euvenveneererteneeseeteseeneeuesteseeseasesene ettt eseenessensesees e senees et ensenesse et en e et e senseneesenseneenessenseneesenseneas — —

Other comprehensive income/(loss) for the period, net of tax...................ccocooiiiii 36 (24)

Total comprehensive income for the period........................ccoooiiiiiiiiiiiccceeee e 222 91

Total comprehensive income for the period attributable to:
= SRATEROLARTS ...ttt b ettt ettt st b b 222 91

222 91

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 December

2017 2016

Notes $m $m
ASSETS
Cash and balances at Central DANK.............ccocveeieuirieieiiiiiieiieesiee ettt ere s sseseerene 57 66
Items in the course of collection from other Banks ...........ccccevvevieirriieciiirieieceee e 32 58
Trading assets.. 9,158 6,288
DIETIVALIVES. ...ttt ettt et ee et e et et e et e e te e e e e teeeseeeeteeeaeeeteeeneeeteeenseeseeenseeeeeenneeseeenneanns 5 3,061 3,850
Loans and advances t0 DANKS ............cceoiuiiiiiiiieeiie e eetee ettt ete et eee et e e e e eteeereeeaeeenneeereeere e 891 1,071
Loans and advances 10 CUSTOMETS ........c..coiierieirieereeereeeteeeteeereeeteeeteeeseeeeeeeseeeseeeseeesseeeseeenseeereeeanes 46,967 46,907
Reverse repurchase agreements — NON-rAdiNg .........c.covrueueriririeeririeiiireeieeeie ettt 7,068 5,938
FINancial INVESTMENTS .........c.ooiiiiiiieeieieeteete ettt ettt ete et e ete et eabeeteeaeeseebeeseeseesseaseaseeseerseseereens 6 22,825 25,231
OtNET @SSELS....eveveieuietieteiett ettt ettt te bt et ese et et e st esesseaes e be st eseeseesenseseesesseseesaesenseneesensenseseesaseneasenne 888 447
Prepayments and aCCrued INCOME ........c.eiuirierieririeieieiiieeeeste ettt s seeseete st e e enesseaeaessens 221 186
Customers’ liability UNder CCEPLAIICES ........c.cueuirieuiuiirieiiirieieeeeeteie ettt 4,254 4,322
Property, plant and QUIPIMENL...........coueiiiriiieireie ettt ettt 101 104
Goodwill and INtANGIDIE ASSELS......veveuiireiiiieieiiirietei ettt ettt ettt 74 70
DIETRITEA TAXES.c.e.veuvevietirieitetietet ettt ettt et ettt ete b et teebe s et e esessesseseesassesaesessensesaesesseneesessenseseasens 117 119
Total assets. 95,714 94,657
LIABILITIES AND EQUITY
Liabilities
DEPOSIS DY DANKS ...ttt ettt 930 946
CUSTOITIET ACCOUINES .....vviiuveiierieteeeeeeetee ettt eeteeeeeeeeteeeeeeeeteeesseeeseeeneeeeaeeesseeseeanssenseeenseenseesnseenseesnseenseeanees 54,283 56,674
Repurchase agreements — non-trading ................... 7,700 4,345
Items in the course of transmission to Other DANKS ..........c.ccvecieviieieieiiiieieeeee e 236 82
TTadING LHADIIIEIES. ...ccveteneeiieeete ettt st b et ettt ebe s b ne e ebe e 7 5,438 3,784
Financial liabilities designated at fair VAlUE ..........oeeirirueiririeeriec e 8 400 403
DIEIIVALIVES. ....cuviviceeeieete ettt ettt ettt et e et et et e eae et et e eteesteaeetseabeeseeaseasebeeseensesasessenseessensenteereens 5 3,041 3,838
Debt securities in issue.. 9,341 10,256
Oher HADIIIIES ...c.veveeviteieieieeie ettt ettt saesee st ettt et e st esenseneeneesenneneesenne 2,620 2,610
AALCCEPEANICES ...ttt ettt ettt ettt et e s ettt e e st ettt en e e st e s et es e b e s en e e n e et et e st b e s et en et et enteneete st ene et s 4,254 4,322
Accruals and deferred INCOME .........cueiiiiieieiececiee ettt ae e aesre e 363 475
Retirement benefit HADIIITIES .......ceeviieiiiiieietieieee ettt eae e aeeae s 343 342
SUbOIdINAtEd THADIIITIES .......eviivieiierieeeeie ettt ettt ettt et et ettt et e et eeaeeaeeaseteeaeeasebeeseensesaeeanan 13 1,039 1,039
PLOVISIONS ...ttt ettt ettt ettt et ettt ettt et et e st et e e s e e es e et e senseseesasseseesessensesaesenseneeseesenseseasens 112 116
Current taxes.... 33 10
TOtAl TADIIILIES .....c.vcveeveeeeectcet ettt ettt ettt ettt ese et et sesees e s esseseese s eseebessensensesenseseeneas 90,133 89,242
Equity
COMIMON SHATES ......cuviviiviiiietiett ettt et e et et e eteeteeteeteeteesseeseeaseseeseesseeseeseesseseessersesseessensesasersensenseenes 1,225 1,225
PrEferTed SNATES ....vevviiiieeietiieie ettt ettt ettt ettt e e st ese s s e e esaebe s eneeseesenseneenens 850 850
OtNET TESEIVES ... ettt ettt ettt ettt ettt et ese et e e s e st sa et e s et e s enteneesenseseesesseseeseabenseneesenseneenessenseneesenne 61 27
REtAINE CAIMINES ...ttt ettt ettt et s bt s e et e st et et et eseeteneeaeenens 3,445 3,313
Total equity 5,581 5,415
Total equity and HADIIIIES ......c.eoirieeeiieieieieie ettt ettt 95,714 94,657

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)

Quarter ended
31 March 2017 31 March 2016

Notes $m $m
Cash flows from operating activities
Profit DEOre taX ... .c.coveviirieieiiirietccee ettt ettt 243 158
Adjustments for:
— non-cash items included in profit before tax..........ocecveirerieiiierieieieeeeeee e 10 33) 101
— Change IN OPEIAtING ASSELS.....ecuerverieuirteieieetertesieteete ettt et eee e e steseeseebeseesessesseneesesseneeneesenns 10 (2,846) 820
— change in operating liabilities . . 10 (134) (2,403)
B>, 11 o ST SEUU USSP RRORRRRPRRPNY (45) (29)
Net cash used in OPErating ACIVITIES .......ceveveurrrireeietirteieceee sttt neerene (2,815) (1,353)
Cash flows from investing activities
Purchase of financial INVESIMENTS .............ccvevuiiiiriiiieii ettt v e s e s eaeenes (2,352) (4,664)
Proceeds from the sale and maturity of financial InVeStMENts...........c.cccevvveueecneveennrerceenereenns 4,792 6,003
Purchase of intangibles and property, plant and equipment...........coocccceveerenerccenneeernereennns 12) (6)
Net cash from INVEStING ACTIVITIES .....euveviruirieietirieiee ettt 2,428 1,333
Cash flows from financing activities
Redemption of subordinated LHabilities. ...........evrerieiririeieerereetree e — (200)
Dividends paid to Shareholders ..........c.ecviirieieiiiieieeeere e (56) (57)
Net cash used in fiNANCING ACIVITIES ......eeveuieeirierieietieteteeee ettt eereee (56) (257)
Decrease in cash and cash equivalents (443) 277)
Cash and cash equivalents at the beginning of the period...........c.cccecevriernnicnneirnnccnne 1,650 1,983
Cash and cash equivalents at the end of the period...........cccceveieiiiinieiniiieceeeee e 10 1,207 1,706
Interest
INEETESE PAIA c..veveieeietieteieeee ettt ettt sttt et se et e b e st e s e ss e st eseebenseneeseesenseseenens (198) (146)
INEEIESE FECEIVEM ..cuviinitiiiiietcctc ettt ettt ebe et 419 363

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 changes in equity (unaudited)

Other reserves

Available- Cash
for-sale flow Total Total
Share  Retained  fair value hedging other  shareholders’ Total
capital' earnings reserve  reserve reserves equity equity
$m $m $m $m $m $m $m
At 1 January 2017 ... 2,075 3,313 30) 57 27 5,415 5,415
Profit for the period ..........ccoeeoviciiincinnicicnes — 186 — — — 186 186
Other comprehensive income/(loss), net of tax...........
— 2 33 1 34 36 36
Available-for-sale investments ...........c..cccoevevcenrrnencne. —_ — 33 — 33 33 33
Cash flow hedges.......c.oeererurieinineinnecnecceiene — — — 1 1 1 1
Remeasurement of defined benefit liability/asset .......
— 1) — — — 1) @)
Own Credit RisK......c.coveeniniiincinecnecceceenes — 3 — — — 3 3
Total comprehensive income for the period................
— 188 33 1 34 222 222
Dividends paid on common shares..........c.c.ccccceeveuenee. — 47) — — — 47) 47)
Dividends paid on preferred shares............cccecveveneenene — ) — — — () (€))
At 31 March 2017 ..o 2,075 3,445 3 58 61 5,581 5,581

Other reserves

Available- Cash
for-sale flow Total Total
Share Retained fair value  hedging other shareholders’ Total
capital earnings reserve reserve  reserves equity equity
$m $m $m $m $m $m $m
At 1 January 2016........ccoceiiiiiiciiicicciccecenes 2,075 3,209 33) 125 92 5,376 5,376
Profit for the period — 115 — — — 115 115
Other comprehensive income/(loss), net of tax...........
— (22) (8) 6 (2 (24) (24)
Available-for-sale investments ..............cocevveveerienenne. — — (3) — (3) (3) (3),
Cash flow hedges.......cocoeerrrieinineinnccreceene — — — 6 6 6 6
Remeasurement of defined benefit liability/asset .......
— (22) — — — (22) (22)
Total comprehensive income for the period................
— 93 ®) 6 ) 91 91
Dividends paid on common shares...........c.c.ccceceveueucne — (48) — — — (48) (48)
Dividends paid on preferred shares.............ccocccevinne — &) — — — ©) &)
Shares issued under employee plan.............ccccccoeueeeee. — 1 — — — 1 1
At 31 March 2016.......occueviiericicieiciercenenreeaenae 2,075 3,246 (41) 131 90 5,411 5,411

1 Share capital is comprised of common shares $1,225m and preferred shares $850m.

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

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 financial statements
(‘Financial 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 Financial Reporting’ as issued by the International Accounting Standards Board (‘IASB’) and should be
read in conjunction with the bank’s 2016 audited annual consolidated financial statements. The bank’s 2016 audited
annual consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (‘IFRSs’) and accounting guidelines as issued by the Office of the Superintendent of Financial Institutions
Canada (‘OSFT’), 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.

Future accounting developments

Future accounting developments have been disclosed in Note 1(b) on the 2016 annual consolidated financial
statements of the bank’s 2016 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 these items, it is possible that the outcomes in future
reporting periods could differ from those on which management’s estimates are based, resulting in 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 2016 Annual Report and Accounts.

Consolidation

The Financial Statements comprise the consolidated financial statements of the bank and its subsidiaries as at 31
March 2017. The method adopted by the bank to consolidate its subsidiaries is described in Note 2(a) of the 2016
annual consolidated financial statements of the bank’s 2016 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 2
(a) to (o) of the 2016 annual consolidated financial statements of the bank’s 2016 Annual Report and Accounts,
except as noted below.

IFRS 9 is applicable effective 1 January 2018. However, it is possible to apply the revised presentation for certain
liabilities measured at fair value from an earlier date. Accordingly, the bank revised the presentation of fair value
gains and losses relating to the entity’s own credit risk on certain liabilities in the consolidated financial statements
effective 1 January 2017. In accordance with the transitional requirements of IFRS 9, comparatives have not been
restated. Adoption increased retained earnings by $2.7m with the opposite effect on other comprehensive income,
with no effect on net assets.
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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:

Pension plans — defined DENEIt...........couviriiriiiiieeee et
Pension plans — defined contribution .

Healthcare and other post retirement benefit plans

3 Segment analysis

Quarter ended

31 March 2017

31 March 2016

$m $m
5 4

9 9

3 3
17 16

We manage and report our operations according to four operating segments: three global businesses and a corporate
centre. The three global businesses are Commercial Banking, Global Banking and Markets, Retail Banking and Wealth
Management. Various estimate and allocation methodologies are used in the preparation of the segment financial
information. We allocate expenses directly related to earning revenues to the segment that earned the related revenue.
Expenses not directly related to earning revenue, such as overhead expenses, are allocated using appropriate formulas.
Segments' net interest income reflects internal funding charges and credits on the global businesses' assets, liabilities and
capital, at market rates, taking into account relevant terms. The offset of the net impact of these charges and credits is

reflected in Corporate Centre.

Commercial Banking

Net interest income

INEE £EE IMCOIMIE ...ttt et ettt e e saeese et e eseess e beeseesaesseessensenseensenseeseensessesssensensennen

NEt tradiNgG INCOMIE. ....c.euitiieieiietete ettt ettt e a s bt b b et e st e e e s e b sb et es et e teneesesteneeseanens

Gains less losses from financial instruments

Other operating income...

Total OPETALING INCOMIE ......euveuiiitiieiieit ettt ettt ettt a e sb et b et et es e s et besb et es et et et ese st eneeneanens
Loan impairment charges and other credit risk ProviSions.........c.ceoeeeerierieinenieineneee e
NEt OPETALING INCOMIE ... .ttt ettt ettt ettt ettt st b st e st es e et et et es e ste e es e e besseneeseebenteneesesteneeneanens
TOtal OPETALING EXPENSES. ...c.veueeirinteneeiertenteteete st et et ettt ettt et st sb et es e et et et es e ete e es e besbeneeseebenteneesesteneeneanens

Profit before iNCOME taX EXPENSE.........ouiruiieiiriirieietietetet ettt ettt ettt ettt sa et s ettt esesee e eseane e
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Quarter ended

31 March 2017

31 March 2016

$m $m
133 139
70 74
7 7
— 2
6 5
216 227
39 (78)
255 149
94) (102)
161 47




Quarter ended

31 March 2017

31 March 2016

$m $m
Global Banking and Markets
NEt INEETESt IMCOMIC ...ttt acanaean 21 16
NEt EE INCOME ...ttt eanaeae 37 33
Net trading income.... 12 55
TOtal OPETAtING INCOIMC ...ttt ettt ettt ettt s sttt e bt e b b et et ebes et et ebe et eseneseebeneneanene 70 104
Loan impairment recoveries/(charges) and other credit risk provisions 5 3)
INEt OPETALING INCOIMNC .. .euevieteeietertetetietetest et et eteeeetestesteseetesseseesesseseeseesessenees e senseneesensensesessenseneeseseneeneasen 75 101
TOtal OPETALING EXPEIISES. .. e.ververitenteneerteteteseetesteseeseetesestesesseseeseesesseneesessenseseesenseneesesseneeseesenseneesessensesessens (35) (32)
Profit before iNCOME taX EXPENSE......c..cvreeeiiriirieietieieiet et eteseeteetesteseetesteeeneeseseseesesseseeseesenseneenessenseneenens 40 69
Retail Banking and Wealth Management
INEt INEEIESE INCOMC. ...ttt et s 96 100
Net fee income... 53 54
Net trading income 6 5
Other OPETAtING INCOMIE .......euveuiiiieiietirtet ettt sttt ettt a e sa et s e eb s b e e es e ete b e st e bt see e ebeebenseneebetennene 1 2
Total OPETALING INCOMIE. ....c..eueiuiriiieiietiitet ettt sttt ettt ettt sa et eb e b e e e st et e e st e st sae e ebeebe st eneesetennene 156 161
Loan impairment charges and other credit risk ProviSions ..........cccocvereeirereneinener e 5 “4)
NEt OPETALING INCOIMIE ...ttt ettt ettt st es et st e ettt et ea e sa et es e eb e s b e e eseeteteseesesaeneebeebenseneesentennene 161 157
TOtal OPETALING EXPEINSES ..c.vnveeereereeiietirteteteetetete et st e et eebe st et et e tes e esesae st eseebesbe st eseebe b eseesesaeneebeebenseneesetennene (140) (147)
Profit before iNCOME taX EXPENSE ......c.eiuirieuiriirieieiirieiet ettt sttt et ettt se e beebe e ene b tennene 21 10
Corporate Centre
INEt INETESE TMCOMIC. ...ttt ettt bbb b bbb bbbt e bbb e bbb e b et b e bt ebebeteee 32 26
Net trading income 6 (1)
Net expense from financial instruments designated at fair Value...........cccoveeirirecnninernncceccnene A3
Gain less losses from financial INVESMENTS............cceuiiuiiiiiiiiiiiiiciecececeeeee s 18 19
Other OPErating INCOIMIC .......c.evrieiiuirieteiiiriet ettt ettt ettt ettt ettt bttt be et a bt bebe et ete s e e benene 11 8
Net operating income 64 52
TOtal OPETATING EXPEIISES ....veveneuvereuiiererinirtetertetetesert ettt et s et stebes et ebe b et et eses e bebese st ebes et esebentebebeseteteseneesenens (42) (20)
OPETAtING PLOTIL ..ttt ettt ettt ettt st b ettt b ettt et et seebenene 22 32
Share Of 10SS I @SSOCIALES .......cvevveerierieiiettetiete et e cteete et e ete et et e ese et e saeeteeaseeseessesseeseensesseeseesseeseerserseeseessenses a
Profit before iNCOME taX EXPEISE ......cueueirueriirieieiirieteitrieiet sttt ettt sttt b ettt et seebenene 21 32
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HSBC BANK CANADA

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

Other information about the profit/(loss) for the quarter

Retail
Global Banking and
Commercial Banking and Wealth Corporate
Banking Markets Management Centre Total
$m $m $m $m $m
Quarter ended 31 March 2017
Net operating income: .........cceeevveuerererceenennes 255 75 161 64 555
EXternal .....ccoeueeninieeniniieinrecceecees 258 72 168 57 555
Inter-segment...........cceeveeveenreereenieeeenennes 3) 3 ) 7 —
Quarter ended 31 March 2016
Net operating inCoOME: ........cceeveveerereervrenreenne 149 101 157 52 459
External 147 89 168 55 459
Inter-segment ..........ccceceeverveerenreeeeniene 2 12 (11) 3) —
Balance sheet information
Retail
Global Banking and
Commercial Banking and Wealth Corporate
Banking Markets Management Centre Intersegment Total
$m $m $m $m $m $m
At 31 March 2017
Loans and advances to customers
and acceptances..........cocueerunee. 19,624 3,127 24,216 — — 46,967
Customers’ liability under
ACCEPLANCES ....evenvenrverenrenenaenes 2,749 1,505 — — — 4,254
Total aSSets.....evervrveveireereirirrerennn 26,243 25,000 30,096 26,494 (12,119) 95,714
Customer accounts .............eceevenee. 20,260 5,077 26,984 1,962 — 54,283
ACCEPLANCES.....evvvenieereniirerenenns 2,749 1,505 — — — 4,254
Total liabilities.......c.cocveveeruruerennn. 23,249 23,793 29,303 25,907 (12,119) 90,133
At 31 December 2016
Loans and advances to customers
and acceptances.........ocoveeeveuenene 19,351 3,299 24,257 — — 46,907
Customers’ liability under
ACCEPLANCES .vovvvenrenieriienieiniienas 2,810 1,512 — — — 4,322
Total aSSEtS....vverveererrrerereeriereenn. 27,741 21,634 29,817 29,276 (13,811) 94,657
Customer accounts .........cccoceeevennns 21,659 6,130 26,705 2,180 — 56,674
ACCEPaNCeS....cuvvereneneierereieieneaen 2,810 1,512 — — — 4,322
Total liabilities......c.ccoevereviverencnnnn. 24,902 19,876 28,999 29,276 (13,811) 89,242
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HSBC BANK CANADA

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

4

Trading assets

1

31 March 31 December
2017 2016
$m $m

Trading assets:
Not subject to repledge or resale by COUNTEIPATLIES ........cveveuereerierieririeieiieteiecrie sttt 4,021 2,399
Which may be repledged or resold by COUNtErPAIties. ........c.eeerueieiererieirerieietestereee et 5,137 3,889
9,158 6,288
Canadian and Provincial GOVErnMENt BONAS, ...........ov.eveeveeeeeeeeeeeeeeseseeeeseeeeeeeeeee e eeeeeeeesseseeeeeseeseeseenes 6,077 5,173
DIEDE SECUITEIES ....vvveetierieeeeeteete et et ettt et et e et e e e ete et et e eseeaeeeteeteeaseesseesenbeessesseeteetsenseesseasenseeseensenseessensens 1,161 319
TOtAl AEDE SECUITLIES......veevvevietieeeeeteeeeeteete et e eteete et e ete et e teese et eeteeteeaseeseeaseseeseesseeseessenseesseasenseeseensenseessensens 7,238 5,492
CUSLOMET TrAQINE ASSELS......cueuveviuirieteiiirtetetetet ettt ettt ettt b et ettt et s e s e e s et sa bttt b et et be e seseaeee 778 301
Treasury and other eligible DIllS..........ccoviiriiiiiiniiicc ettt 1,027 421
Trading assets from other banks 105 72
EQUILY SECUTTEIES 1.vvvieieuietietenieiieiesteieeteete ettt et ete st e e st et e st e st eseebesseseesessesaes e senseseesensensesessenseseeseseneesesensans 10 2
9,158 6,288

Including government guaranteed bonds
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Derivatives

For a detailed description of the type and use of derivatives by the bank, please refer to the bank’s accounting policies
disclosed in Note 2 of the bank’s 2016 Annual Report and Accounts.

Fair values of derivatives by product contract type held

At 31 March 2017

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$Sm $m $m $m $m $m
Foreign exchange . 1,825 31 1,856 1,796 165 1,961
Interest rate .......coveveveeeveeveenirieeeeene 1,056 135 1,191 942 127 1,069
CommOdity .....c.cerereeueirieieirieeene 11 — 11 11 — 11
EqUity .oooooveeininccece 3 — 3 — — —
Gross total fair values............c..c........ 2,895 166 3,061 2,749 292 3,041

At 31 December 2016

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange ..........ccccoveeneniennne 2,467 45 2,512 2,433 131 2,564
Interest rate .......covevevevereeveenrieeenne 1,133 178 1,311 1,108 142 1,250
CommOdity .....c.eeverveeeirieieirieieenne 24 — 24 24 — 24
EqUity .oooooveieiiinccccee 3 — 3 — — —
Gross total fair values............c..c........ 3,627 223 3,850 3,565 273 3,838
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HSBC BANK CANADA

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

Trading derivatives

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

31 March 2017 31 December 2016

$m $m
109,706 128,789
212,026 212,383
279 344

14 17
322,025 341,533

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

the reporting date; they do not represent amounts at risk.
Hedging instruments

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

31 March 2017

31 December 2016

Cash flow Fair value

hedge hedge

$m $m

FOreign eXChange .........c.cocoveeriniiieininieeineec ettt 2,337 —
Interest rate 4,759 13,715

Fair value of derivatives designated as fair value hedges

31 March 2017

Cash flow Fair value
hedge hedge

$m $m

2,056 —
10,027 15,485

31 December 2016

Assets Liabilities

$m $m

TIEETESE TALC ...vevvevieviteieet ettt ettt sttt ene b saeseesesseneesenne 94 122

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

31 March 2017

Assets Liabilities
$m $m
130 136

31 December 2016

$m
Gains/(losses)
- 0N hedging INStIUMENLS......cc.eveirieieirterieieeeteee e 4
- on hedged items attributable to the hedged risk ..........ccccevereieinennnnne. “4)

$m

78
(76)

The gains and losses on ineffective portions of fair value hedges are recognized immediately in ‘Net trading income’.
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HSBC BANK CANADA

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

Fair value of derivatives designated as cash flow hedges

31 March 2017

31 December 2016

Assets Liabilities Assets Liabilities
$m $m $m $m
FOreign eXChange ..........ccvvuerieuieiinieieieieiecetere ettt 31 165 45 131
TIEETESE TALE.....eevvevieeieiecteeeieie ettt ettt e e e e e ae e s et e seesaesbeeseessesaeessebesseenns 41 5 48 6
6 Financial investments
31 March 31 December
2017 2016
$m $m
Financial investments
Not subject to repledge or resale by COUNLEIPATTIES .......ccuerveuiruerieiririeieiesteneeieetetee ettt 21,804 24,314
Which may be repledged or resold by COUNErPAIties .........ccevveeruirierieirierieieeeteee et 1,021 917
22,825 25,231
Available-for-sale
Canadian and Provincial GOVErnmMEnt BONAS  .........ov. oo rseos 15,357 17,901
International GOVEINMENE BONAS' .........v e e e s s es e s seeseeneeen 3,755 4,117
Debt securities issued by banks and financial inStULIONS .........c.cererieeiriririeirinieenee e 3,263 2,859
Treasury and eligible DILlS .......coooueiiiriiiiiiiiieiicce ettt 442 295
OLNET SECUITEIES 1.vtvetesietieteeettete ettt et ete et e et etesteseeseese st ese et e sessesesseseeseesesseseesansensesessanseseesesensesensensans 8 59
22,825 25,231
1 Includes government guaranteed bonds.
7  Trading liabilities
31 March 31 December
2017 2016
$m $m
Other liabilities — NEt SHOTt POSTHIONS ......c.veuietiteieirieiet ettt ettt sse e seebesseneesesseneene 4,399 3,589
Customer trading liabilities .......... 830 152
Trading liabilities due to Other DanKS .........c.ccoueueirieiiiniiieiiiiecccccte e 209 43
5,438 3,784
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8 Financial liabilities designated at fair value

31 March 31 December

2017 2016
$m $m
Subordinated dEDENIUIES ............cocveuiuiieiieiieteteiiet ettt ettt b et ess ettt es et besessssesess s sesess e 400 403

The carrying amount at 31 March 2017 of financial liabilities designated at fair value was $0m higher (31 December 2016:
$3m higher) than the contractual amount at maturity. At 31 March 2017, the cumulative amount of change in fair value attributable
to changes in credit risk was $0.2m gain (31 December 2016: $3m loss).

9  Fair values of financial instruments

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 3 with

Level 1 Level 2 using significant
Quoted observable unobservable
market price inputs inputs Total
$m $m $m $m

At 31 March 2017
Assets
TTAAING ASSETS. ... euiereiiieieieieteeeicrt ettt 7,415 1,743 — 9,158
DETIVALIVES ...ttt ettt et eve e — 3,060 1 3,061
Financial investments: available-for-sale ..............cccccooveeievveennnnen. 18,230 4,595 — 22,825
Liabilities
Trading labilities ......c.covveeririeiiirieeeee e 4,055 1,381 2 5,438
Financial liabilities at fair value..........coceoeoveeinnecnneceece — 400 — 400
DIEIIVALIVES ...ttt ettt eaean — 3,040 1 3,041
At 31 December 2016
Assets
Trading ASSELS.....cuvevirvinieiirierieeeteetetee ettt ettt 5,488 800 — 6,288
DETIVALIVES ...ttt ettt e evee e — 3,849 1 3,850
Financial investments: available-for-sale ..............cccccoveeveveennnnen. 21,396 3,835 — 25,231
Liabilities
Trading labilities ......c.covveeririeeiirieieee e 3,370 411 3 3,784
Financial liabilities at fair value..........ccceoeoveeenneccnncceece — 403 — 403
DETIVALIVES ...ttt ettt e evee e — 3,837 1 3,838
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Reconciliation of fair value measurements in Level 3 of the fair value hierarchy

Assets Liabilities
Held
Derivatives for trading Derivatives
$m $Sm $m
At 1 JANUATY 2017 ..ottt 1 3 1
SEUIEIMENLS .....vviveeiieieeteeee ettt et ettt e st e et e etb et e ese e s e beeseessesseessenseeseessebeeseenseseas — @ —
At3TMAarch 2017 ..o 1 2 1
Total gains or losses recognized in profit or loss relating to those assets and
liabilities held at the end of the reporting period.............c.cocoveveveeeeveereerereeeenen. — — —
Assets Liabilities
Held
Derivatives for trading Derivatives
$m $m $m
At 1 January 2016 — 6 —
Settlements ........ — (1) —
At 31 March 2016 — 5 —

Total gains or losses recognized in profit or loss relating to those assets and
liabilities held at the end of the reporting period — — —

During 2017 and 2016, 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 2016 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 2017 31 December 2016

Carrying Carrying
amount Fair value amount Fair value
$m $m $m $m
Assets

Loans and advances to banks ............ccccoceeeiieiiieoiiiiieceeeeeeeeeeee e 891 891 1,071 1,071
Loans and advances tO CUSTOIMETS ..........c..ceevvevrierieieeeneereeee e eeeereere e eae e 46,967 47,006 46,907 46,931
Reverse repurchase agreements...........c.eevveueueirvereinieuerenineeresenseseseseenesenennene 7,068 7,068 5,938 5,938

Liabilities
DePOSits DY DANKS.....ceeuiriiieiieiirieieieeteeeee et 930 930 946 946
CUSTOMET ACCOUNTS ....uvvieevieiereeieeetreeeteeeteeeteeeeeeeteeeeeeeteeereeeseeenseeeseeeseeereeas 54,283 54,308 56,674 56,706
Repurchase agreCments ...........ooueeeeerierieirenieieeserecetese e 7,700 7,700 4,345 4,345
Debt SECUITHIES TN ISSUE ....veevvivieeieieeeeeeieteete ettt ettt eee e 9,341 9,494 10,256 10,361
Subordinated liabilities 1,039 1,023 1,039 1,024
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10 Notes on the statement of cash flows

Quarter ended

31 March 2017 31 March 2016
$m $m
Non-cash items included in profit before tax

Depreciation and amortization 9 10

Share-based payment expense 2 2

Loan impairment (recoveries)/charges and other credit risk provisions............ceceeevereeeeneneencns (49) 85
Charge for defined benefit pension PIans ............cccoeueeeirieiririreinicereeccreeeee e 5 4

33) 101

Change in operating assets

Change in prepayment and acCrued INCOME .........eveuirreieiririeieieriereeeeeesteeeeereseeseetesseeeneeseneeneens 35) (60)
Change in net trading securities and Net derivatiVes...........ccovverieirerierireneeeerereeeese e (1,091) (23)
Change in loans and advances t0 CUSTOMETS .........c.ceirveieererieieteniereeneeeeseeeeeeteseeseetesseeeneesenaeneene an 420

Change in reverse repurchase agreements - NON-trading ............ccoeeveeriririeriererenieieeneeeeeeene (1,336) 972
Change N OthET @SSELS.....c.veuirterieeietiieeieerteiet et ettt st st e sttt e e st et e seneesessenseneeseseneeneesenseneane (373) (489)

(2,846) 820

Change in operating liabilities

Change in accruals and deferred INCOME ...........c.ccereieirinieiininincicce e (112) (96)
Change in deposits DY DANKS..........cccoeueiririiiiinieiiiniiceret sttt ee 16) (454)
Change in customer acCounts..............eceeeveueucne . (2,391) (1,259)
Change in repurchase agreements — NON-trading ........c.covveuevirieueininreeriniereirereeeree e 3,355 (826)
Change in debt SECUTTLIES I ISSUE .......euerirueueirteieiirieteteirtet ettt ettt ettt et se e eseae s 915) (357)
Change in financial liabilities designated at fair value .........c.coccovevccninieirnicinccccccene A3) 3)

Change in other HabilItIes ........co.c.ioiriiueiririeineicerece ettt ee (52) 592
(134) (2,403)

Cash and cash equivalents

At 31 March 2017 At 31 March 2016

$Sm $m

Cash and balances at central bank ..............ccccoiiiiiiiiiiniiiicccce s 57 54
Items in the course of collection from other banks, NEt...........ccveererieirirenireneeeeeeseee (204) (187)
Loans and advances to banks of one month or 1€SS ........c..cccuveiieiieieeieeeeeeeeecee e 891 1,038
Reverse repurchase agreements with banks of one month or 1€8S.........ccceoveeivereieneneiecee 237 640
T-Bills and certificates of deposits — three months or 1€8s.........ceeveieirieneirineeeeeeeee 226 161
1,207 1,706
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11 Contingent liabilities, contractual commitments and guarantees

31 March 31 December
2017 2016
$m $m

Guarantees and other contingent liabilities
Guarantees and irrevocable letters of credit pledged as collateral SECUTItY.........ccererveeeeririeierinieeiririenns 5,631 5,780

Commitments

Undrawn formal standby facilities, credit lines and other commitments to 1end oo, 38,551 38,493
Documentary credits and short-term trade-related tranSactions............cccoeueeervreeuerinreuecrniercrenerccrennenens 459 483
39,010 38,976

1 Based on original contractual maturity.

12 Related party transactions

The amounts detailed below include transactions between the bank and HSBC Holdings including other companies in the
HSBC Group. The transactions below were made in the ordinary course of business and on substantially the same terms,

including interest rates and security, as for comparable transactions with third party counterparties.

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

Quarter ended

31 March 2017

$m
Income Statement

INEETESE INCOMMC ...ttt 1
INEETEST EXPEISE.....cuiivieiietetcect ettt 6)
FEE INCOMIC ... 7
Fee expense. (6))
Other OPErating INCOME. .......cvvveueriirietirieteie ettt ettt ettt et b sttt et et est st e b s ee st ebe et esebeneeteseneas 16
General and adminiStrative EXPENSES...........cuoviuiiiiimiiiiiiiiiiii s 37
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13 Subordinated liabilities

Subordinated debt and debentures, which are unsecured and subordinated in right of payment to the claims of
depositors and certain other creditors, comprise:

Carrying amount

Year of 31 March 31 December
Maturity 2017 2016
Interest rate (%) $m $m
Issued to Group
3 month Canadian Dollar Offered Rate plus 1.735" .......c.coovovvieieeeeeeeeeeeeeeeeeeeeee, 2023 1,000 1,000
Issued to third parties
.87 ettt 2022 400 403
30 day bankers’ acceptance rate plus 0.50%0........ccervererereierinerieieeneeeesee e 2083 39 39
Total debt and dEDENTUIES............ccoviiiuiiieiecee ettt eaee e 1,439 1,442
Less: designated at fair value......... . (400) (403)
Debt and debentures at amOrtiZEd COST.......cviiiuiiiiiiieieeie ettt 1,039 1,039

1 The interest rate was fixed at 2.6576% until March 2017 and thereafter interest is payable at an annual rate equal to the 3 month Canadian
Dollar Offered Rate plus 1.735%

2 The interest rate was 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 debt and debentures are designated as held for trading under the fair value option. On 10 April 2017 the
bank has, in accordance with their terms, redeemed the debentures at 100% of their principal amount plus accrued interest to the redemption
date. The redemption was financed out of the general corporate funds of the bank.

45



14

Legal proceedings and regulatory matters

15

The bank is subject to a number of legal proceedings and regulatory matters arising in the normal course of our business.
The bank does not expect the outcome of any of these, in aggregate, to have a material effect on its consolidated balance
sheet or its consolidated income statement.

Events after the reporting period

Except as noted in Note 13 Subordinated liabilities, there have been no other material events after the reporting period
which would require disclosure or adjustment to the 31 March 2017 consolidated financial statements.

These financial statements were approved by the Board of Directors on 2 May 2017 and authorized for issue.
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Shareholder Information

|

PRINCIPAL ADDRESSES HSBC BANK CANADA TRANSFER AGENT AND
SECURITIES ARE LISTED ON REGISTRAR
TORONTO STOCK EXCHANGE

Vancouver: Computershare Investor Services Inc.

HSBC Bank Canada HSBC Bank Canada Shareholder Service Department

885 West Georgia Street Class 1 Preferred Shares - Series C 8th Floor, 100 University Avenue

Vancouver, British Columbia (HSB.PR.C) Toronto, Ontario

Canada V6C 3E9 Class 1 Preferred Shares - Series D Canada M5J 2Y1

Tel: (604) 685-1000
Fax: (604) 641-3098

Toronto:

HSBC Bank Canada
70 York Street
Toronto, Ontario
Canada M5J1S9

Media Inquiries:
English: (416) 868-3878 or
(604) 641-1905

English or French (416) 868-8282

(HSB.PR.D)

Tel: 1 (800) 564-6253

Website
www.hsbc.ca

Social Media
Twitter: @HSBC_CA
Facebook: @HSBCCanada

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 Services Inc.,
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

Canada V5M 0B2

Email: shareholder relations@hsbc.ca

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 provincial
legislation, HSBC Bank Canada
advises that all of its dividends paid to
Canadian residents in 2006 and
subsequent years are eligible dividends
unless indicated otherwise.

ON

© Copyright HSBC Bank Canada 2017

All rights reserved

No part of this publication may be reproduced, stored
in a retrieval 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,

47




HSBC Bank Canada

885 West Georgia Street
Vancouver, BC

Canada V6C 3E9
Telephone: (604) 685-1000
www.hsbc.ca



