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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 three global business lines:
Commercia Banking, Globa Banking and Markets, and Retail Banking and Wealth Management. Canadais a priority market
for the HSBC Group — one of the world’s largest banking and financial services groups with assets of US$2,526bn at 30
September 2017. Linked by advanced technology, HSBC serves customers worldwide through an international network of
around 3,900 officesin 67 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 30 September 2017 was $218m, an increase of 58% compared with
the same period in 2016. Profit before income tax expense was $689m for the nine months ended 30 September 2017, an
increase of 48% compared with the same period in 2016.

»  Profit attributable to the common shareholder was $153m for the quarter ended 30 September 2017, an increase of 68%
compared with the same period in 2016. Profit attributable to the common shareholder was $488m for the nine months
ended 30 September 2017, an increase of 58% compared with the same period in 2016.

* Return on average common shareholder’s equity was 12.7% for the quarter ended 30 September 2017 compared with 7.7%
for the same period in 2016. Return on average common equity was 13.8% for the nine months ended 30 September 2017
compared with 9.0% for the same period in 2016.

* Thecost efficiency ratio was 61.9% for the quarter ended 30 September 2017 compared with 66.0% for the same period in
2016. The cost efficiency ratio was 62.5% for the nine months ended 30 September 2017 compared with 59.4% for the same
period in 2016.

» Total assets were $93.2bn at 30 September 2017 compared with $94.7bn at 31 December 2016.

e Commonequity tier 1 capital ratiowas10.8%, tier 1ratio 12.7% and total capital ratio 15.1% at 30 September 2017 compared
with 10.5%, 12.5% and 13.5% respectively at 31 December 2016.

e HSBC InvestDirect ranked 5th in the J.D. Power customer satisfaction ranking — a significant improvement over 2016 and
evidence that HSBC's continued investments in making the bank better for our customersisworking.

* HSBC Bank Canadaclimbed 20 spotsto placethird overall intheannual Canada’s Best 50 Corporate Citizens by Corporate
Knights. HSBC was also the first company to be recognized as a top performer in gender diversity within the financial
Services sector.

* For the second year in a row HSBC has received an Outstanding Commitment to Employment Equity award from the
Government of Canada. Thisaward recognizesempl oyerswho have demonstrated outstanding commitment inimplementing
their employment equity plans.

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’. TheMD& A isdated 27 October 2017, the date that our unaudited interim condensed consolidated
financial statements and the MD& A for the third quarter ended 30 September 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 (‘1AS’) 34 ‘Interim Financial Reporting’ as issued by the International Accounting Standards Board
(‘1ASB’). Theinformation 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 third quarter ended 30 September 2017.

The bank’s continuous disclosure materias, 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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Financial Summary

(% millions, except where otherwise stated)

Financial performance for the period

Total OPErating INCOME......c.ccuiueiririeuererieiee ettt
Profit before inCome taxX EXPENSE........c.cviitriiiiceee et
Profit attributable to the common shareholder ...
Basic earnings per commOoN ShAre () ....cceereeeeurereeeeerenereisneeeessesesseeeseseeeseenens

Performance ratios (%)"

Return ratios (%)"

Return on average common shareholder’ S eQUILY ..........covenieinieiiiciniceiene
Post-tax return on average total assets........... "
Pre-tax return on average risk-wWelghted aSSEtS?.............o..reereeenreesnsesenseennes

Credit coverage ratios (%)*
Loan impairment chargesto total operating iNnCome............couoviviiinieiniciennnne

Loan impairment charges to average gross customer advances and
BOCEPLANCES ......covuieieitieieiriei e
Total impairment allowances to impaired loans and acceptances at period end.

Efficiency and revenue mix ratios (%)*
COSt EffICIENCY FHO ..ttt
Adjusted cost efficiency ratio
As apercentage of total operating income:
= NEL INEEIESE INCOME. ...ttt
= NELFEEINCOME. ...ttt et
- NEL tradinNg INCOME ..ottt e

Financial position at period-end
Loans and advanCes tO CUSLOMENS...........curereeuerirereeiereseeieeseseesesesieseesesseeens
CUSLOMEY GCCOUNLES.......vcuieeeeiiereeieees ettt b e ebe s
Ratio of customer advances to customer accounts (%)* .
ShareholdErS’ EOUILY......covvveeeirieieeies e
Average total shareholders’ equity to average total assets (%0).......cccoceeevernnee

Capital measures®
Common equity tier 1 capital ratio (%0) ......coeovrvererirereeeririeeereee e
THEN LTAHO (0).veveereeieereeieeee ettt bbbttt bbbt
Total capital ratio (%) ... .
LEVEragE ratio (Y0) ...cvreeeereerireieireeist sttt
Risk-WeIGhted @SSELS........ccrvviririiriririsress s

Quarter ended

Nine months ended

30 Sep 2017 30 Sep 2016

528 498
218 138
153 91
0.31 0.18
12.7 7.7
0.64 0.38
2.0 13
n/a 5.4
n/a 0.2
79.4 58.1
61.9 66.0
61.9 65.9
55.3 571
32.0 334
7.8 5.8
At period ended

30 Sep 2017 31 Dec 2016

48,767 46,907
55,229 56,674
88.3 82.8
5,660 5,415
6.0 5.7
10.8 10.5
12.7 12.5
15.1 135
51 4.7
43,624 42,005

Refer to the ‘Use of non-1FRS financial measures’ section of this document for a discussion of non-1FRS financial measures.

30 Sep 2017 30 Sep 2016

1,530 1,567
689 464
488 308

0.98 0.62
13.8 9.0
0.69 0.44
2.1 1.5
n/a 10.7
n/a 0.5
79.4 58.1
62.5 59.4
62.3 59.3
56.2 54.0
32.3 31.8
6.1 9.2

The bank assesses capital adequacy against standards established in guidelines issued by OFSI in accordance with the Basel 111 capital adequacy frameworks.



Use of non-IFRS financial measures

In measuring our performance, the financial measures that
we use include those which have been derived from our
reported results. However, these are not presented within the
Financia Statementsand are not defined under IFRS. These
areconsidered non-1FRSfinancial measuresand areunlikely
to be comparable to similar measures presented by other
companies. Thefollowing non-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
bal ance 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 shareholder for the period
divided by average assets (determined using average month-
end bal ances during the period).

Pre-tax return on average risk-weighted assets is
calculated as 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
caculated as loan impairment charges and other credit
provisions, as a percentage of total operating incomefor the
period.

Loan impairment charges to average gross customer
advances and acceptances is calculated as annualized |oan
impairment chargesand other credit provisionsfor theperiod
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 evauate the
coverage of impairment allowances relative to impaired
loans using period-end balances.

Efficiency and revenue mix ratios

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

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

Adjusted cost efficiency ratio 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.
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Financial performance

Summary consolidated income statement

Quarter ended Nine months ended
30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m

NEL INTEIrESE INCOME ...ttt 292 284 859 845
NEL FEEINCOME ...ttt s 169 166 494 498
NEt trading INCOME.......cvivviiicieireceiet s 41 29 94 145
Net expense from financial instruments designated at fair value............... — (€))] 4 (©)]
Gains less losses from financial iNVestments...........coovvnenninnnennnenene 4 3 25 30
Other Operating INCOME........cccuriiiriiiriiirttet ettt 22 17 62 52
Total Operating iNCOME........c.ccuiuiiiuiieiieieiteieieeie bbb 528 498 1,530 1,567
Loan impairment recoveries/(charges) recoveries and other credit risk

PIOVISIONS 1..vvoomvvvereesvesseesssssessssssesessssessssssessssssesssssssssssssesessssensssss 14 (29) 109 (168)
NEt OPErating INCOME.........ouieieeireeeieiciet et 542 469 1,639 1,399
Total OPErating EXPENSES.......c.cuiueueuiueiiuireieieieieieieieiere et seseaereeas (327) (328) (956) (930)
OPErating PrOfit......c.ccereiiriiirei sttt 215 141 683 469
Share of profit/(10SS) iN @SSOCIALES.........cccvreiereriirei e 3 (©)] 6 5)
Profit before inCome tax EXPENSE. ..o 218 138 689 464
INCOME tAX EXPENSE......cerveeireereieeree et (56) (38) (173) (128)
Profit for the PEriod..........ccverie s 162 100 516 336

Overview

HSBC Bank Canada reported a profit before income tax
expense of $218m for the third quarter of 2017, an increase
of $80m, or 58%, compared with the third quarter of 2016.
The increase in profit before tax is driven by net loan
impairment recoveries of $14m, an improvement of $43m
compared to the same period in the prior year, asaresult of
improving credit conditions mainly in the oil and gas
industry. In addition, trading income increased by $12m, or
41%, primarily dueto theimpact of negativemark to market
inthe prior period from economic hedges not qualifying for
hedge accounting. Net interest income increased due to
higher outstanding loans and advances, interest recovered
onimpaired |oansand theimpact of the Bank of Canadarate
changesin July and September. Profit beforetax for thefirst
nine months of the year was $689m, an increase of $225m,
or 48%, versusthesameperiodintheprior year. Theincrease
is primarily due to net loan impairment recoveries for the
year-to-date of $109m, an improvement of $277m versus
the prior year. This was partially offset by a reduction in
trading income due to a one-off novation transaction and
credit and funding valuation adjustments that favourably
impacted trading income in the prior period.

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

“Profit beforetax for the third quarter and first nine months
of the year increased 58% and 48% respectively, largely
driven by significant loan impairment recoveries from
improving credit conditions. Revenues are on target, and
operating expenses are up only dlightly over the previous
year reflecting our strategic investments to drive future
growth, introducedigital innovation andimplement risk and
complianceinitiatives.

“Thereis clear evidence that our investments to grow our
business in Canada are starting to produce results. In
Commercia Banking, outstanding loansand advancesfrom
new-to-bank clients increased and there was double-digit
revenue growth in both International Subsidiary Banking
and the Greater Chinatradecorridor. In Global Banking and
Markets, event fee revenues increased as we continued to
bring global investment options to Canadians as lead
arranger on Maple bond issues by Apple and Disney. In
Retail Banking and Wealth Management, there were
significant increases in total relationship balances and
overall revenues as we continued to improve our services,
launching LiveSign paperless applications and mobile
cheque deposit in the quarter. | am truly proud of al we
continue to accomplish as we work to deliver a better,
simpler, faster bank for our customers.”



Performance by income and expense item

Net interest income

Net interestincome for thethird quarter of 2017 was$292m, same period of 2016. The increase is due to higher
an increase of $8m, or 3%, compared with the third quarter outstanding loans and advances, interest recovered on
of 2016. Net interestincomefor thefirst ninemonthsof 2017 impaired loans and the impact of the Bank of Canada rate
was $859m, an increase of $14m, or 2%, compared with the changesin July and September.

Summary of interest income by types of assets

Quarter ended 30 Sep 2017 Quarter ended 30 Sep 2016
ferage e viag A Ee g
$m $m % $m $m %
Interest income
Short-term funds and loans and advances to
0710 503 1 0.81% 1,031 1 0.23%
Loans and advances to customers' 48,015 396 3.30% 47,187 358 3.04%
Reverse repurchase agreements - non trading. 7,820 16 0.81% 9,551 11 0.47%
Financial investments...........ccooceevrecneneeeenene 21,426 65 1.22% 23,163 69 1.19%
Other interest-earning assets .........ccoveeerereeens 599 3 1.56% 432 1 0.52%
Total interest-earning aSSets.........ovveeverereeens 78,363 481 2.45% 81,364 440 2.03%
Trading assets and financial assets designated
8t Far VAIUE ... 5,119 18 1.38% 5,257 1 0.84%
Non-interest-earning assets........ccooeeevrerverenene 11,479 — —% 11,801 — —%
Quarter ended 30 September ..........ccocoveveinnee. 94,961 499 2.10% 98,422 451 1.83%
Summary of interest expense by types of liabilities and equity
Quarter ended 30 Sep 2017 Quarter ended 30 Sep 2016
foerage o lneret oo AR e o
$m $m % $m $m %

Interest expense
Deposits by banks’ .........coocveeiviverriieriieesionnn, 298 1 0.95% 390 — 0.09%
Financial liabilities designated at fair value -
OWN dEbt ISSUE ..o — — —% 406 — —%
CUSLOMES BCCOUNES™ .......vveoeveereeeseesessseeenes 49,000 100 0.82% 49,033 65 0.53%
Repurchase agreements - non-trading.............. 4,866 9 0.72% 7,170 8 0.43%
Debt SecuritieSin iSSUe........oververeeeerrereecrennes 9,977 56 2.23% 10,464 63 2.40%
Other interest-earning liabilities...........ccc....... 4,808 23 1.95% 2,839 20 2.79%
Tota interest-bearing liabilities...........ccoeeeee. 68,949 189 1.10% 70,302 156 0.85%
Trading liabilities and financial liabilities
designated at fair value (excluding own debt
ISSUEH)® ..o ssss s 3,277 13 1.58% 2,880 6 0.83%
Non-interest bearing current accounts............. 6,179 — —% 5,851 — —%
Total equity and other non-interest bearing
[TEDIITIES ..o 16,556 — —% 19,389 — —%
Quarter ended 30 September ..........ccocoeveeeenee. 94,961 202 0.85% 98,422 162 0.66%
Net interest income - Quarter ended 30
SEPLEMDEY ... 292 284
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Summary of interest income by type of assets

Nine months ended 30 Sep 2017 Nine months ended 30 Sep 2016
Average Interest . Average Interest .
balance income Yield balance income Yield
$m $m % $m $m %
Interest income
Short-term funds and loans and
advancesto banks...........ccccceeeeeienennen. 499 2 0.64% 1,010 2 0.26%
Loans and advances to customers......... 46,864 1,140 3.24% 47,746 1,063 2.97%
Reverse repurchase agreements - non
HrAOING .o 7,687 38 0.66% 8,517 30 0.47%
Financial investments....... . 22,262 195 1.17% 23,085 201 1.16%
Other interest-earning assets................... 662 9 1.71% 380 3 1.05%
Total interest-earning assets.................... 77,974 1,384 2.37% 80,738 1,299 2.15%
Trading assets and financial assets
designated at fair val 1= S 6,208 50 1.08% 4,696 33 0.95%
Non-interest-earning assets.................... 11,157 — —% 12,069 — —%
Nine months ended 30 September .......... 95,339 1,434 2.01% 97,503 1,332 1.82%
Summary of interest expense by types of liabilities and equity
Nine months ended 30 Sep 2017 Nine months ended 30 Sep 2016
Average Interest Average Interest
balance expense Cost balance expense Cost
$m $m % $m $m %

Interest expense
Depositsby banks’ ..., 302 1 0.31% 535 1 0.25%
Financial Iiabilitiesdesignated at fair

vaue - own debt issued 146 1 1.21% 409 — —%
Customer accounts™* 49,218 278 0.75% 48,712 186 0.51%
Repurchase agreements - non-trading 5,384 26 0.64% 6,914 23 0.44%
Debt securitiesin issue 9,566 155 2.15% 10,653 189 2.37%
Other interest-earning liabilities.............. 4,017 64 2.14% 2,618 55 2.83%
Total interest-bearing liahilities.............. 68,633 525 1.02% 69,841 454 0.84%
Trading liabilities and financial

liahilities designated at fair value

(excluding own debt issued)°................. 3,595 35 1.30% 2,491 19 1.04%
Non-interest bearing current accounts.... 6,146 — —% 5,725 —%
Total equity and other non-interest

bearing liabilities............ccceveeveererenenee. 16,965 — —% 19,446 —%
Nine months ended 30 September 95,339 560 0.78% 97,503 473 0.65%

Net interest income - Nine months
ended 30 September..........c.ccoceeerencnnnee. 859 845

Effective January 1, 2017, certain amounts earned relating to the hedging of loans and advances were prospectively reclassified from interest
expense to interest income.

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’.

Includes interest-bearing customer accounts only.
Includes interest-bearing bank deposits only.
Interest income and expense on trading assets and liabilities is reported as “Net trading income’ in the consolidated income statement.

5



Net fee income

Credit faCilitiES ..o e
FuNds under Management...........ccoeeerereenireneesese e
ACCOUNE SENVICES. ...ttt ettt
Credit CardS.......civeueiiieienireee ettt
COrporate fiNANCE ........cucviriiieeiieee e
REMITEANCES .....ccviiiecie et e
Brokerage COMMISSIONS ..........ccovieeueuieiecteneeeesee e tee e seses st s s sese e eeenas
INSUraNCE COMMISSIONS.....c.eveeeueieiereereeteseseseeseseseesesessesesesesteseesesseessesenens
Trade finance IMPOI/EXPOI ..........cooveriiririrei s
THUSEEE TEES. ..ttt et sttt
Other fees and COMMISSION ........c.covveeueirreerrieeer s
FEEINCOME ...ttt
LESS: FEE EXPENSE. ...ttt

NELFEEINCOME........ceieieieieicecccce bbbt

Net feeincome for the third quarter of 2017 was $169m, an
increase of $3m, or 2%, compared to the third quarter of
2016. Theincrease was driven by higher advisory and debt
underwriting fees and increased fees from higher assets
under management. This was partialy offset by lower
standby fees collected on undrawn credit facilitiesand lower
loan underwriting activities. Net feeincomefor thefirst nine

Net trading income

Trading @CHVITIES. .....cieieeiirererer e
Credit valuation, debit valuation, and funding fair value adjustments.........
Net interest from trading aCtiVIties.........coceeieiieiienieeeeeee s
Hedge iNEffECtIVENESS.........cciiiiecee s

NEt trading INCOME........c.ciiiiiiceeee e

Net trading income for the third quarter of 2017 was $41m,
anincreaseof $12m, or 41%, compared with thethird quarter
of 2016. Theincrease compared to theprior year isprimarily
due to negative mark to market in the prior period from
economic hedges not qualifying for hedge accounting. Net
trading income for the first nine months of 2017 was $94m,

Quarter ended Nine months ended
30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m
74 7 217 227
47 44 142 130
16 17 49 51
14 14 40 41
17 10 40 34
8 8 23 23
2 1 6 4
2 2 6 6
2 2 6 6
1 1 3 4
4 5 15 22
187 181 547 548
(18) (15) (53) (50)
169 166 494 498

months of 2017 remained broadly unchanged at $494m, a
decrease of $4m, or 1%, versus the same period in the prior
year. The decrease is primarily due to lower fees collected
on undrawn credit facilities and lower other fees and
commissions which were partially offset by increased fees
from higher assets under management.

Quarter ended Nine months ended

30Sep2017 30Sep2016 30Sep2017 30 Sep 2016

$m $m $m $m
................. 33 21 78 112
................. 1 4 2 20
................. 5 5 15 14
................. 2 (1) 1) (1)
................. 41 29 94 145

a decrease of $51m, or 35%, compared with the first nine
months of 2016. The year-to-date decrease ismainly driven
by a one-off novation transaction in the prior year and
favourable changes in the credit and funding valuation
adjustments in the prior year due to the tightening of client
and HSBC’s own credit spreads.
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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 third quarter of 2017 was nil. The net expense
from financial instruments designated at fair value for the
first nine months of the year was $4m, an increase of $1m,
or 33%, compared with the prior year and related to the
marginal narrowing of the bank’s own credit spread.

Gains less losses from financial investments for the third
quarter of 2017 were $4m, an increase of $1m, or 33%,
compared with the same period in 2016. Gains less losses
from financial investments for the first nine months of the
year were $25m, adecrease of $5m, or 17%, compared with
the same period in the prior year. Gains on the sale of
available-for-sale debt securities arose from the continued
rebalancing of the bank's liquid assets.

Quarter ended Nine months ended
30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m
— ® 4 ©)
4 3 25 30
22 17 62 52
26 19 83 79

Other operating income for the third quarter of 2017 was
$22m, an increase of $5m, or 29%, compared with the third
quarter of 2016. Other operating income for the first nine
months of the year was $62m, an increase of $10m, or 19%,
compared withthesameperiodintheprior year. Theincrease
was mainly dueto higher income from other Group entities.

Loan impairment recoveries/charges and other credit risk provisions

Individually assessed allowances/(rel eases)
Collectively assessed releases..........c.cooverenenene.
Loan impairment (recoveries)/charges
Other credit risk ProVISIONS........cciierieiereeieenisisere e

Net loan impairment (recoveries)/charges and other credit risk
provisions

L oan impairment recoveries and other credit risk provisions
for the third quarter of 2017 were a recovery of $14m, an
improvement of $43m compared with the third quarter of
2016. Loan impairment recoveries and other credit risk
provisionsfor the first nine months of 2017 were arecovery

Quarter ended Nine months ended
30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m
— 68 (39) 217
(15) (26) (34) (33)
(15) 42 (73) 184
1 (13) (36) (16)
(14) 29 (109) 168

of $109m, an improvement of $277m compared with the
same period in the prior year. The net loan impairment
recovery over comparative periods reflects the
improvements in the oil and gas industry.



Total operating expenses

Employee compensation and benefits.........c.ocovreiinneinneeinneee
General and adminiStrative EXPENSES ........cceveeriereieueieeeieieieieieeeeieeeneeeeas
Depreciation of property, plant and equipment .
Amortization of intangible @SSEtS..........cccveveerinireerree e
Total Operating EXPENSES..........ccvueveveeeieeeeeieieeeieieee ettt ettt resaes

Total operating expenses for the third quarter of 2017
remained broadly unchanged at $327m, a $1m, or 0.3%,
decrease versus the third quarter of 2016. Total operating
expenses for the first nine months of the year were $956m,
an increase of $26m, or 3%, versus the same period in the

Share of profit/loss in associates

Shareof profit/lossin associatesfor thethird quarter of 2017
was a $3m gain versus aloss of $3m in the third quarter of
2016. Share of profit in associates for the first nine months
of 2017 was a gain of $6m, an increase of $11m compared
with the same period in the prior year. The share of profits
represents changesin the value of the bank’sinvestmentsin
private equity funds.

Quarter ended Nine months ended

30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m

183 163 537 496

134 155 388 404

7 8 23 23

3 2 8 7

327 328 956 930

prior year. The year-to-date increase reflects strategic
spending to drive future growth and reduce costs as well as
continued investments in the implementation of risk and
complianceinitiatives.

Income taxes expense

Theeffectivetax ratein thethird quarter of 2017 was 25.7%,
whichiscloseto the statutory tax rate. The effective rate for
the third quarter of 2016 was 28.0%.



HSBC BANK CANADA

Management’s Discussion and Analysis (continued)
|

Movement in financial position

Summary consolidated balance sheet

ASSETS

Cash and balances at central bank...........cc.cccveenene
Itemsin the course of collection from other banks .
TrAOING @SSELS......cieiiiiitt ettt
[T A7 Y= TSRS
Loans and advances to banks....
Loans and advances to customers .
Reverse repurchase agreements — non-trading "
FiNaNCial INVESIMENTS........cvcueireeieeisiee sttt sae e e s se e se s se e saese e seeseseneseeseensnsnnn

Prepayment and accrued income "
Customers’ liability UNder aCCEPtANCES. ........c.vvivririeeeireriiree et
CUITENE TBX BSSELS.....cueeieiiiite i bbb
Property, plant @and €QUIPMENT..........oceiireerreeese ettt
Goodwill @nd iNtaNGIDIE ASSELS........c.curvierirecieirec s
Deferred taxes

LIABILITIES AND EQUITY

Liabilities

DEPOSIS DY DAMNKS........cuieiciiirieiee ettt st
CUSLOMEN BCCOUNES .....vveeieeneetestesee et ste e e e ese s s e tes e e ssesaeseesessesseneesentensenesseseeneesesseneenensen
Repurchase agreements — non-trading .
Itemsin the course of transmissionsto other banks...........ccccveeiericciiisece e
Trading [HEDHTTIES. .....c.ciieiee ettt
Financial liabilities designated at fair value
Derivatives.........c.o......
Debt securitiesinissue... .
OhEr TADITTIES.....vcvieieieteiceeteeee ettt ettt be sttt se st benssaebese s esebennas
ALCCEPDEAINCES. ...ttt b et h e h e e et E s e st s e e e b e e R e s s e e e bt r e r e e nenn e nene
Accruals and deferred income...
Retirement benefit liahilities.....
Current tax liabilities.......... .
PIOVISIONS ..ottt sttt a s e et e s e s e sesaese e sa et eneseesnseneneese e nnnnnne
SUDOrdiNAtEd [1DIHITIES........cvcviieeeteeeece ettt st a et e nas
TOtAl [HADIITIES. ...ueieveeeicecteeee ettt et ettt st b et se e bt ae st bene s esetens

Equity
COMMON SNAMES .....cviieuiieiceeeete sttt ettt e e re e eseebe s b e seeseebe b e s eassaessessebesbesseseebensensesessensesesaensenearin
Preferred shares....

RELAINEA BAIMINGS ......c.cveviiiiiiiticieitiei bbbk eb bbb bbbt bereben
TOLAl EOUILY ... euveeteietete ettt sttt ettt bbb st b b et et e bbb e bbb et

Total equity and HaDIHTIES. .......ceeeeeee bbb

30 Sep 2017 31 Dec 2016
$m $m

49 66

35 58
5,679 6,288
3,705 3,850
641 1,071
48,767 46,907
5,744 5,938
22,092 25,231
1,046 417
231 186
4,896 4,322
44 30

101 104

83 70

121 119
93,234 94,657
1,308 946
55,229 56,674
3,955 4,345
201 82
4,184 3,784
— 403
3,559 3,838
9,762 10,256
2,554 2,610
4,896 4,322
426 475
357 342
32 10

72 116
1,039 1,039
87,574 89,242
1,225 1,225
850 850
(65) 27
3,650 3,313
5,660 5,415
93,234 94,657




Assets

Total assets at 30 September 2017 were $93.2bn, adecrease
of $1.4bn, or 2%, from 31 December 2016. Financial
investmentsdecreased by $3.1bn, or 12%, dueto areduction
in available-for-sale debt securities and equity shares held
as part of Balance Sheet Management activities. This was
partially offset by an increase in loans and advances to
customers of $1.9bn, or 4%, primarily due to growth in our
residential mortgage portfolio as well as higher customer
utilization within the commercial lending portfolio. In
addition, customers' liability under acceptancesincreased by
$0.6bn, or 13%, due to an increase in the volume of
acceptances.

Global businesses

Liabilities

Total liabilities at 30 September 2017 were $87.6bn, a
decrease of $1.7bn, or 2%, from 31 December 2016.
Customer accounts decreased by $1.4bn, or 3%, mainly due
to lower commercial deposits in line with the bank’s
expectation of seasonal fluctuations. Debt securitiesinissue
decreased by $0.5bn, or 5%, due to a decrease in the
wholesalefunding liability, partially offset by anincreasein
short term notes. Financial liabilitiesdesignated at fair value
reduced from $0.4bn as at 31 December 2016 to nil asat 30
September 2017. This was due to the redemption of a
subordinated debenture during the period. Thesemovements
werepartially offset by anincreasein acceptances of $0.6bn,
or 13%, which corresponds to the movement within assets.

Equity

Total equity at 30 September 2017 was $5.7bn, an increase
of $0.2bn, or 5%, from 31 December 2016, due to profits
generated in the period net of dividends paid on common
shares and preferred shares.

Commercial Banking

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

and medium-sized enterprises to publicly quoted companies.

Review of financial performance

NEL INEErESt INCOME......ciiieiiiiriec et
Net fee income
NE trading iNCOME.......cueuimiieirieicitieicirieieree bbb
Gains less losses from financial iNvestments...........coccveeeevneecnsccene
Other operating income
Total Operating iNCOME........cciviiririireiree et
Loan impairment recoveries/(charges) and other credit risk provisions...
NEt OPErating INCOME .....c.cuiuiuieiieirieieeeie e
Total OpPErating EXPENSES.......c.uviiiriereriireret ettt
Profit before income tax eXPENSe...........coceveveveeeeeveeeeeeeee e

Overview

Our strategic plan is focused on growing market share
through expansion in eastern Canada, increasing
productivity by deepening product penetration,
streamlining processes, leveraging our differentiated
product suite in Global Trade and Receivable Finance
(GTRF) and Globa Liquidity and Cash Management
(GLCM), and building on our position as the leading
international bank with improved positioning in the US-
Canada trade corridor.

After weathering the energy sector downturn in previous
years, we have regained momentum in 2017 with $800m

Quarter ended Nine months ended
30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m
132 133 395 397
70 73 211 219

8 8 25 23
1 — 1 2
5 4 16 14

216 218 648 655
4 (23) 90 (148)

220 195 738 507

(98) (95) (287) (295)

122 100 451 212

10

of lending balance growth since December 2016, driven
mainly by new-to-bank loans and acceptances. Our
international connectivity continues to be a key driver of
growth, as evidenced by double-digit revenue growth rate
in both our International Subsidiary Banking (I1SB) and
Greater-Chinatrade corridor.

Profit before income tax expense was $122m for the third
quarter of 2017, an increase of $22m, or 22%, compared
with the third quarter of 2016. Profit before income tax
expense was $451m for the first nine months of 2017, an
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increaseof $239m, or 113%, compared withthesameperiod
in 2016. Theincreasesfrom last year weredriven primarily
by lower loan impairment charges as aresult of improving
credit conditions.

Financial performance by income and expense item

Net interest income for the third quarter of 2017 remained
broadly unchanged at $132m, a decrease of $1m, or 1%
compared to the third quarter of 2016. Net interest income
for the first nine months of 2017 was $395m, a decrease of
$2m, or 1%, compared with the same period of 2016, driven
by lower loan fees particularly in the large corporate
segment and margin compression on loans, which were
offset partially by higher lending balances.

Net fee income for the third quarter of 2017 was $70m, a
decrease of $3m, or 4%, compared with the third quarter of
2016. Net feeincome for the first nine months of 2017 was
$211m, adecrease of $8m, or 4%, compared with the same
period of 2016. The decline from last year was driven
mainly by lower standby fees collected on undrawn credit
facilities.

Net trading income for the third quarter of 2017 was $8m,
unchanged from 2016. Net trading incomefor thefirst nine
months of 2017 was $25m, an increase of $2m, or 9%. The
increases from prior year were driven by higher foreign
exchange income.

Gains less losses from financial investments for the third
quarter of 2017 was $1m from an investment in our
mezzanine fund portfolio.

Global Banking and Markets

Other operating income for the third quarter of 2017 was
$5m, a $1m, or 25%, increase compared with the third
quarter of 2016. Other operating income for the first nine
months of 2017 was $16m, a $2m, or 14%, increase
compared with the same period of 2016, asaresult of higher
inter-company activities with Group entities.

Loan impairment charges and other credit risk provisions
for the third quarter of 2017 were a recovery of $4m, an
improvement of $27m, compared with the third quarter of
2016. Loan impairment charges and other credit risk
provisions for the first nine months of 2017 comprised a
recovery of $90m, an improvement of $238m, compared
with the same period of 2017, driven by improving credit
conditions, primarily against exposures in the oil and gas
industry.

Total operating expenses for thethird quarter of 2017 were
$98m, an increase of $3m, or 3%, compared with the third
quarter of 2016 mainly due to investmentsin the front line
to grow market share and support the CMB strategic plan.
Total operating expenses for the first nine months of 2017
were $287m, a decrease of $8m, or 3%, from the same
period of 2016. The decreases were driven primarily by
cost-saving initiativesin technol ogy and operations, which
were offset partially by the investmentsin the front line to
grow market share and support the CMB strategic plan.

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

worldwide.

Review of financial performance

NEL INEErESE INCOME ....cvcveeieicerie et aenens
NEL FEEINCOME.....cuiiiiiceeeteteee ettt enens
Net trading iNCOME.........cceveuerereiereicireieereieeienes
Gains less|osses from financial investments.......
Other operating loss.......

Total OPerating INCOME.......ccorurueererreereree e es
Loan impairment recoveries/(charges) and other credit risk provisions...

NEt OPErating INCOME.......c.oviuiieiieeieieeeretee ettt
Total operating eXpenses.................

Profit before income tax expense....

Quarter ended Nine months ended
30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m
28 18 74 54
44 39 118 117
17 16 35 99
— — — ®
— (1) — (6)
89 72 227 263
8 3) 13 (12)
97 69 240 251
(33) (35) (100) (98)
64 34 140 153

1
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Overview

Global Banking and Markets generated higher event fee
revenues through increased advisory and debt capital
marketsactivitiesby leveraging HSBC'sglobal network on
behalf of its clients. Growth has been focused on the North
American and Canada - Chinatrade corridors with double
digit growth achieved year-to-date. This included the
revival of the Maple bond market, with HSBC acting as a
lead manager for several US-based clientsissuing debt into
the Canadian market.

Profit before income tax expense was $64m for the third
quarter of 2017, an increase of $30m, or 88%, compared
with the third quarter of 2016. The increase resulted from
higher revenues from advisory fees, the positive impact of
increased interest rates on net interest income and
favourableloanimpai rment chargesdueto recoveriesinthe
current period. Profit beforeincometax expensewas$140m
for the first nine months of 2017, a decrease of $13m, or
8%, compared to the same period in 2016. The decrease
was driven by a one-off novation transaction in the prior
year and favourablechangesin credit and funding val uation
adjustmentsin the prior year due to the tightening of client
and HSBC's own credit spreads. This was partially offset
by higher revenues from advisory and debt underwriting
activities and favourable loan impairment charges.

Financial performance by income and expense item

Net interest income for thethird quarter of 2017 was $28m,
an increase of $10m, or 56%, compared with the third
quarter of 2016. Net interest income for the first three
quarters of 2017 was $74m, an increase of $20m, or 37%,
compared with the same period in 2016. The increases are
mainly generated from higher corporate deposits, the
impact of increased interest rates and from Markets
business activities.

Net fee income for the third quarter of 2017 was $44m, an
increase of $5m, or 13%, compared with the third quarter
of 2016 primarily due to increased advisory and debt
underwriting fees partialy offset by lower loan
underwriting activities. Net fee income for the first three
quarters of 2017 was $118m, an increase of $1m, or 1%,
compared with the same period of 2016. The increases are
dueto higher advisory and debt underwriting fees, partialy
offset by lower equity and loan underwriting activities.
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Net trading income for thethird quarter of 2017 was$17m,
an increase of $1m, or 6%, compared with thethird quarter
of 2016. Theincreaseis primarily due to unfavourable debt
valuation adjustmentsin the prior year dueto thetightening
of HSBC's own credit spreads. Net trading income for the
first three quarters of 2017 was $35m, a decrease of $64m,
or 65%, compared with the same period in 2016. The
decreases are mainly driven by a one-off novation
transaction in the prior year and favourable changesin the
credit and funding valuation adjustments in the prior year
due to the tightening of client and HSBC's own credit
spreads.

Other operating losses in 2017 were nil, an improvement
of $1m compared with the third quarter of 2016 and $6m
compared with the first nine months of 2016. The losses
incurredinthe prior year related to the sal e of specific client
loans.

Loan impairment charges and other credit risk provisions
for the third quarter of 2017 were a recovery of $8m, an
improvement of $11m compared with the third quarter of
2016. Loan impairment charges in the first nine months of
2017 comprised a recovery of $13m, an improvement of
$25m compared with the same period in 2016.
Improvements in both periods are related to improving
conditionsin the oil and gas industry.

Total operating expenses for thethird quarter of 2017 were
$33m, an improvement of $2m, or 6%, compared with the
third quarter of 2016, primarily duetoinvestmentsin Global
Standards made in the prior year. Total operating expenses
for the first nine months of 2017 were $100m, an increase
of $2m, or 2%. Theincreaseismainly drivenby investments
in Global Standards and risk and compliance activities.
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Retail Banking and Wealth Management

Retail Banking and Wealth Management provides banking and wealth management services for its personal customersto

help them to manage their finances and protect and build their financial future.

Review of financial performance

NEL INtEreSt INCOME......vcveeeieiceec e

Net feeincome
Net trading INCOME........cccoiuruiirrieeeeee s
Gain less losses from financial investments...........cccveuee.
Other operating iNCOME..........cocveerererirerenererererenens

Total Operating INCOME.......ccoiririrerieieieeres ettt

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

NEt OPErating INCOME.......c.cviviuiiiireieiereieiererei bbb
Total OPErating EXPENSES.......ccrvreruererieeeererieererisiese e ses e se s seesenas
Profit before income tax eXpense............ccceceeeeeeeeeccecee e

Profit before income tax

Ongoing Retail Banking and Wealth Management business..................
Run-off consumer finance portfolio...........coceorreenncienenrccsesecee
Profit before income tax EXPENSE. ..o

Overview

Retail Banking and Wealth M anagement had another quarter
of strong sales momentum leading to record year-to-date
growth in total relationship balances (lending, deposits and
wealth balances) acrossthecoreproducts. Inthelast quarter,
wecontinuedto makestrategicinvestmentsto makeour bank
simpler, faster and better for our clients. For example, we
introduced mobile chegque deposit, live chat for online
banking, and the new HSBC Premier World Elite®
Mastercard®. The new card offers Canadian travellers some
of the richest and most flexible travel rewards available
today, and isthelatest in arange of new, innovative products
and servicesavailablefromHSBCBank Canada. Customers
are clearly pleased with the impact of these investments -
which is showing up in another quarter of strong resultsin
our customer experience survey. As a result, profit before
income tax expense for the third quarter of 2017 and for the
first ninemonths of 2017 was $16m and $51m, respectively,
largely unchanged from the same periodsin 2016, as higher
revenues and loan impairment recoverieswerelargely offset
by higher investmentsin strategic initiatives.

Profit before income tax expense relating to ongoing
business (excluding the run-off consumer finance portfolio)
for the third quarter of 2017 and for the first nine months of

Quarter ended Nine months ended
30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m
111 102 311 305
55 54 165 162
6 6 17 16
— — 1 —
2 3 4 12
174 165 498 495
2 ©)] 6 (8
176 162 504 487
(160) (147) (453) (436)
16 15 51 51
Quarter ended Nine months ended
30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m
10 9 34 30
6 6 17 21
16 15 51 51
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2017 was $10m and $34m, respectively, anincrease of $1m,
or 11%, and $4m, or 13%, compared with the relevant
periods in 2016. This is due to higher revenues from
significant growthin client rel ationship balances, lower loan
impairment charges, partly offset by investmentsin strategic
initiatives. Prior year also included the gain on the sale of a
small portfolio of impaired loans.

Profit before income tax expense relating to the run-off
consumer finance portfolio for the third quarter of 2017
was $6m, unchanged from the third quarter of 2016. Profit
before income tax expense was $17m for the first nine
months of 2017, adecrease of $4m, or 19%, compared with
the same period in 2016, as lower interest income from
declining loan balances were offset by higher loan
impai rment recoveries. A gain onthesaleof asmall portfolio
of impaired loans was a so included in the second quarter of
2016.

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

Net interest income for thethird quarter of 2017 was$107m,
anincreaseof $10m, or 10%, compared withthethird quarter



of 2016. Netinterestincomefor thefirst ninemonthsof 2017
was $299m, an increase of $13m, or 5%, compared with the
same period of 2016. The increases over the comparative
periods were mainly driven by volume growth, higher
spreads in mortgages and deposits and the Bank of Canada
interest rate increases during the period.

Net fee income for the third quarter of 2017 was $55m, an
increase of $2m, or 4%, compared with the third quarter of
2016. Net fee income for the first nine months of 2017 was
$164m, an increase of $3m, or 2%, compared with the same
period of 2016. Net fee income increased over comparative
periods mainly due to higher assets under management,
partly offset by lower income from credit cards.

Net trading income for the third quarter of 2017 was $6m,
unchanged from the third quarter of 2016. Net trading
income for the first nine months of 2017 was $17m, a$1m,
or 6%, increase compared with the same period of 2016.

Gains less losses from financial investments for the third
quarter of 2017 and 2016 were nil. Gains less losses from
financial investmentsfor the first nine months of 2017 were
$1m and relate to gains on shares held for the purposes of
employee compensation.

Corporate Centre

Other operating income for the third quarter of 2017 was
$2m, a decrease of $1m, or 33%, compared with the third
quarter of 2016. Other operating income for the first nine
months of 2017 was $4m, a decrease of $8m, or 67%,
compared with the same period of 2016, mainly driven by a
gain on the sale of asmall portfolio of impaired loansin the
second quarter of 2016.

Loan impairment charges and other credit risk provisions
for the third quarter of 2017 and for the first nine months of
2017 were $1m and $3m, respectively, a decrease of $2m,
or 67%, and $9m, or 75%, compared with the relevant
periodsin 2016, notably due to improving credit conditions
and reduced collectively assessed provisions.

Total operating expenses for the third quarter of 2017 were
$159m, anincrease of $12m, or 8%, compared with thethird
quarter of 2016, primarily driven by strategic investmentsto
grow our business in Canada and make our bank simpler,
faster and better for our customers. Total operating expenses
for the first nine months of 2017 were $448m, an increase
of $17m, or 4%, compared with the same period of 2016,
primarily driven by investments as noted above.

Corporate Centre contains Balance Sheet Management, interests in associates and joint ventures, the results of movementsin
the fair value of own debt, and income related to information technology services provided to HSBC Group companies which

do not directly relate to our global businesses.

Review of financial performance

NEL INEErESE INCOME......eiiveeiesietee et ee

NEL trading INCOME.......c.euiuiuiietieete ettt
Net expense from financial instruments designated at fair value.
Gains less |osses from financial investments..........coccoevncrernenneens

Other Operating iNCOME..........cueuueierieerierieieese sttt
Total OPErating INCOME......cccouruiiririeererieee sttt eeeaan

Total operating expenses....
Operating Profit.......cceceeevveeerernnnns
Share of profit/(loss) in associates...

Profit before income tax expense was $16m for the third
quarter of 2017, anincrease of $27m compared withthethird
quarter of 2016. There was a margina decrease in profit
beforeincome tax expense for the first nine months of $1m,
or 2%, versusthe same period in the prior year. Contributing
to the increase in the third quarter was a reduction in
operating expenses due to higher spending on strategic cost
saving initiatives during the same quarter in the prior year.

Profit before inCome tax EXPENSE.......ccc e
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Quarter ended Nine months ended
30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m
21 31 79 89
10 & 17 7
— (1) 4) ©)
3 3 23 29
15 11 42 32
49 43 157 154
(36) (51) (116) (101)
13 8) 41 53
3 (3 6 ©)]
16 11) 47 48

In addition, trading income increased by $11m, due to
negative mark to market in the prior period from economic
hedges not qualifying for hedge accounting. These gains
were partially offset by a reduction in net interest income
dueto lower yields on investment products versus the same
period in the prior year.
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Summary quarterly performance

Refer to the* Summary quarterly performance’ section of our Annual Report and Accounts 2016 for moreinformation regarding

quarterly trends in performance for 2016 and 2015.

Summary consolidated income statement

Quarter ended

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

2017 2017 2017 2016 2016 2016 2016 2015

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

Total operating iNCOME.........ccceveerererrreeererreenens 528 496 506 512 498 525 544 448
Profit for the period..........cccoevveevnncerneenn, 162 168 186 188 100 121 115 (28)
Profit attributable to common shareholder ......... 153 158 177 178 91 111 106 (38)
Profit attributable to preferred shareholders....... 9 10 9 10 9 10 9 10
Basic earnings per common share ($) ........c.c...... 0.31 0.32 0.35 0.36 0.18 0.22 0.21 (0.08)

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 policiesare provided
in note 2 of our 2016 Annual Report and Accounts.

Off-balance sheet arrangements

Refer tothe’ Critical accounting policies’ section of our 2016
Annual Report and Accountsfor accounting policiesthat are
deemed critical to our resultsand financial position, interms
of materiality of theitemsto which the policy isapplied 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

involveusincurring aliability in excessof amountsrecorded
in our consolidated balance sheet. These arrangements
include: guarantees and | etters of credit and are described in
the * Off-balance sheet arrangements’ section of our 2016
Annual Report and Accounts.

We enter into transactionswith other HSBC affiliates as part
of the normal course of business, such as banking and
operational services. In particular, asamember of one of the
world’slargest financial services organizations, we sharein
the expertise and economies of scale provided by the HSBC
Group. We provide and receive services or enter into
transactions with a number of HSBC Group companies,
including sharing in the cost of development for technology
platformsused around theworld and benefit fromworldwide

contracts for advertising, marketing research, training and
other operational 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 statementsfor thethird quarter ended 30 September
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
thefinancial disclosuresininterim filingswith the Canadian
Securities Administrators, including this MD&A and the
accompanying unaudited interim consolidated financial
statements for the quarter ended 30 September 2017, and
their responsibility for the design and maintenance of
disclosurecontrolsand proceduresandinternal controlsover

15

financial reporting to provide reasonable assurance
regarding thereliability of financial reporting in accordance
with IFRSs. There have been no changesininternal controls
over financial reporting during the quarter ended 30
September 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 financia 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 aso from other products such as
guarantees and credit derivatives and from holding assetsin
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 arobust risk policy and control framework;

» toboth partner with and challenge businessesin 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.

Credit risk portfolio by product type

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, aswell asamorein depth explanation of our
credit risk measures.

Diversification of credit risk

Concentration of credit risk may arise when the ability of a
number of borrowers or counterparties to meet their
contractual obligations are similarly affected by externa
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 wel as an adlowance for undrawn amounts of
commitments and contingent exposures, and therefore
would not agree to the financial statements.

EAD at 30 Sep 2017
Repurchase
type Other off-
Drawn Undrawn transactions Derivatives  balance sheet Total
$m $m $m $m $m $m
Wholesale portfolio
] 19,366 635 11 129 2 20,143
3,650 37 120 1,318 988 6,113
28,232 11,776 20 969 2,815 43,812
51,248 12,448 151 2,416 3,805 70,068
Retail portfolio

Residential mortgages.........ccoeeueeene 21,890 2 — — — 21,892
Home equity lines of credit............... 1,747 1,033 — — — 2,780
Personal unsecured revolving loan 225 211 — — — 436
Other personal loan facilities............ 1,235 182 — — 1 1,418

Other small to medium enterprises
loan facilities......c.oververerecirrenes 170 263 — — 14 447
Run-off consumer loan portfolio...... 109 — — — — 109
Retail Master Card..........ccoeveeeernene. 330 — — — — 330
Total Retall ........ccovvvereneerreeenns 25,706 1,691 — — 15 27,412
LI T 76,954 14,139 151 2,416 3,820 97,480
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Wholesale portfolio

Retail portfolio
Residential mortgages..........cocoeueeene
Home equity lines of credit...............

Personal unsecured revolving loan
faCilities......oocceecreeeeceecies

Other personal loan facilities............

Other small to medium enterprises
loan facilities........ccocvvervcrrennns

Run-off consumer loan portfolio......
Retail Master Card...........coovevnenne.
Total Retall .......cccveveerernicrrreienns

EAD at 31 Dec 2016

Wholesale loan portfolio by geographic area

Sovereign

Corporate
Canada

UNited StALES Of AMEIICA......cceieieeteieieeiseeee ettt sae e e te st e e e e eseste e s sesseeesestensens

Repurchase

type Other off-
Drawn Undrawn transactions Derivatives balance sheet Total
$m $m $m $m $m $m
22,652 240 1 162 73 23,128
3,788 11 67 1,133 819 5,818
27,549 12,373 27 1,176 3,324 44,449
53,989 12,624 95 2,471 4,216 73,395
19,835 3 — — — 19,838
1,807 1,029 — — — 2,836
237 213 — — — 450
1,406 168 — — 1 1,575
188 219 — — 16 423
151 — — — — 151
353 — — — — 353
23,977 1,632 — — 17 25,626
77,966 14,256 95 2,471 4,233 99,021
EAD EAD
30 Sep 2017 31 Dec 2016
$m $m
16,590 18,709
1,017 2,096
2,536 2,323
20,143 23,128
4,057 3,270
532 855
1,524 1,693
6,113 5,818
BritiSh COlUMDIA .......cociieieiicee ettt b e enean 12,342 12,094
[ 1 14 o T 11,863 11,559
Y o= - VRS RTTSRRT 8,596 10,098
QUEDIEC......e ettt bbbt bbb bbbttt a bbb bbbt et b et s netens 6,205 6,143
Saskatchewan and Manitoba...........ccccveiiiicicecceee e e 1,605 1,765
AIANLIC PrOVINCES......eeueieeeiiieete ettt bbb e ettt enenen 970 894
1,470 1,362
761 534
43,812 44,449
.......................................................................................... 70,068 73,395
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Wholesale loan portfolio by industry

EAD at 30 Sep 2017
Repurchase
type Other off-
Drawn Undrawn transactions Derivatives  balance sheet Total
$m $m $m $m $m $m
Corporate
Real EState.......covveverieiirinieirenienne 7,875 1,895 —_ 53 444 10,267
Manufacturing ........cocveeeerereceeunenes 3,987 1,807 — 36 359 6,189
ENEIgY...coveeieierienieineneeieseseeseenenens 2,616 2,272 — 339 578 5,805
Wholesaletrade.........ccocvveerereecunnne 2,180 1,092 — 35 195 3,502
SEIVICES ..t 2,073 481 — 24 135 2,713
Construction Services...........coceueveee. 1,278 734 — 1 528 2,541
Transport and storage........c.covvevenee 1,765 512 —_ 44 136 2,457
Finance and insurance.............c.c..... 990 711 20 327 78 2,126
Retail Trade.......ococvvvenieeinneereinenns 1,068 659 — 84 72 1,883
Mining, logging and forestry............ 715 689 —_ 6 183 1,593
BUSINESS SENVICES....ccoveeiiirieireienens 1,124 273 — 12 48 1,457
AULOMOLIVE. ... 952 289 — 2 38 1,281
AGHCUITUre.....coiirerirre 521 238 — 5 14 778
Hotels and accommodeation.............. 690 63 — 1 6 760
Sole proprietors.........ccceveecrereecnenee 398 61 — — 1 460
Total Corporate..........ccoeveevveereereenenenns 28,232 11,776 20 969 2,815 43,812
Wholesale loan portfolio by industry
EAD at 31 Dec 2016
Repurchase
type Other off-
Drawn Undrawn transactions Derivatives  balance sheet Total
$m $m $m $m $m $m
COrPOIELE......cveeeereerereereee s
Real EState........cocovvneneinenienenceneene 6,993 1,998 — 76 432 9,499
Manufacturing ... 3,960 1,710 — 66 350 6,086
ENEIgY..cooeeiirenereree e 3,004 2,437 — 610 735 6,786
Wholesaletrade...........cccovvrvernnens 2,112 1,235 — 19 171 3,537
Services......... 2,115 519 — 23 132 2,789
Construction Services...........ccceeeueee. 1,182 818 — 2 717 2,719
Transport and storage.........cocveveveneee 1,764 561 — 14 142 2,481
Finance and insurance. 809 638 27 242 82 1,798
Retail Trade........coovveveeneninenenincnenene 1,023 412 — 84 80 1,599
Mining, logging and forestry............ 745 692 — 11 353 1,801
Business services 1,231 345 — 11 62 1,649
AULOMOLIVE. ... 1,027 322 — 4 40 1,393
AGCUITUre. ... 502 197 — 12 19 730
Hotels and accommodation . 707 59 — 2 8 776
Sole proprietors.........cceeeeeeueeeeenenen 375 60 — — 1 436
Government Services..........coceueueee. — 370 — — — 370
Total Corporate..........ccoeeeveereereeeenenas 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 advanced internal rating-

based (AIRB) approach. Of these exposures, 60% at 30
September 2017 are investment grade based on our interna

Credit risk portfolio by product type

risk rating (equivalent to S& P/Moody’ srating 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 30 Sep 2017

Other off-

Undrawn balance sheet
Drawn  commitments Derivatives exposures Total
$m $m $m $m $m
PIPEIINES ... 637 667 284 18 1,606
ENErgy SErVICES.......cvviiiiiririirti ettt 900 386 — 55 1,341
Exploration development and production .............coeevnenne 543 803 47 297 1,690
Power and ULHTItIES. ... 308 244 6 163 721
Transportation, refining and marketing..........ccococeeeevireenne. 228 172 2 45 447
TOMA ...t 2,616 2,272 339 578 5,805

EAD at 31 Dec 2016

Other off-

Undrawn balance sheet
Drawn  commitments Derivatives exposures Total
$m $m $m $m $m
PIPEIINES ... 693 614 509 20 1,836
ENEIQY SEIVICES.....ccoiueiiirieieerieiee sttt 960 554 1 50 1,565
Exploration development and production ...........c.ccceeeeveeee 807 873 78 421 2,179
Power and ULIHTItIES.........cvervecreeree e 333 191 5 201 730
Transportation, refining and marketing...........cccoveeveeieee. 211 205 17 43 476
TOBl e 3,004 2,437 610 735 6,786

Credit quality
Credit quality of financial assets

Overall credit quality at 30 September 2017 remains strong,
recent credit metrics indicates improvements in the quality
of the portfolio related to energy and rel ated exposures. This
resulted in a $291m decrease in wholesale impaired loans

Quality classification

Satisfactory
Sub-standard
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during the nine months ended 30 September 2017, of which
$177m was related to energy and related exposures, in
addition to reductions in other sectors. The bank uses the
classification as outlined in the table below to measure the
quality of itsloans and advances.

Wholesale and retail lending

12 month

External Internal probability of
credit rating credit rating default %
A—and above CRR1to 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



Credit quality of wholesale portfolio

30 Sep 2017 31 Dec 2016
EAD EAD EAD EAD EAD EAD
Drawn Undrawn Total Drawn Undrawn Tota
$m $m $m $m $m $m
SETONG v 28,198 2,945 31,143 31,526 2,647 34,173
GO0 ..ottt 16,158 6,070 22,228 15,200 5,913 21,113
SatiSFACIONY ....cvcveeeeeieeieeee e 11,393 2,838 14,231 11,732 3,431 15,163
Sub-standard...........coccevveieieieine e 1,525 514 2,039 1,643 585 2,228
IMPAITEd......coovieeieiricieireeeeiee e 346 81 427 670 48 718
57,620 12,448 70,068 60,771 12,624 73,395

The proportion of exposures categorized as Strong or Good
remain broadly unchanged at 76%, while impaired loans

decreased from $718m at 31 December 2016 to $427m at

Credit quality of retail portfolio

30 September 2017. This was mainly due to improvement
in energy and related exposures.

30 Sep 2017 31 Dec 2016
EAD EAD EAD EAD EAD EAD
Drawn Undrawn Total Drawn Undrawn Total
$m $m $m $m $m $m
SHONG ..ttt 11,771 4 11,775 10,448 1 10,449
(€70 o IR 11,130 1,182 12,312 10,655 1,141 11,796
£S5 TS = oY 2,243 467 2,710 2,257 453 2,710
Sub-standard .. . 523 38 561 577 36 613
IMPaIred......cccovveerireneeeer s 54 — 54 57 — 57
25,721 1,691 27,412 23,994 1,631 25,625

Portfolio growth was concentrated in Strong and Good
ratings resulting in the proportion of exposures categorized

as Strong or Good increasing from 87% to 88%, while

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 insurance. In addition,
are secured by a first charge against the underlying red
estate. The tables below detail how the bank mitigates risk

further by diversifying the geographical marketsin which it

impaired loans decreased from $57m at 31 December 2016
to $54m at 30 September 2017.

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

30 Sep 2017
Residential mortgages HELOC?
Insurance and geographic distribution® Insured® Uninsured Total Uninsured
$m % $m % $m $m %
British Columbia.........cccoveveuriniciriniciernenns 792 6% 12,455 94% 13,247 852 100
Western Canada’ ............eeevveeneeereennnne 292 23% 994 7% 1,286 215 100
(@317 o TSSO 760 11% 6,182 89% 6,942 583 100
Quebec and Atlantic provinces..........c.cccceue... 213 19% 932 81% 1,145 97 100
Total at 30 Sep 2017 ......covveveverrrierrierene 2,057 9% 20,563 91% 22,620 1,747 100
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31 Dec 2016

Residential mortgages HELOC?

Insurance and geographic distribution® Insured® Uninsured Total Uninsured
$m % $m % $m $m %
British Columbia.......cccccovevvvvreereeenieriecciene 843 7 11,589 93 12,432 871 100
Western Canada®.. 225 19 985 81 1,210 228 100
(@141 4 [0 JSNS RS s 665 11 5,150 89 5,815 602 100
Quebec and Atlantic provinces...........cc.covueeene 155 14 946 86 1,101 106 100
Total at 31 DeC 2016........ccvevveerercerereiererenns 1,888 9 18,670 91 20,558 1,807 100

Amortization period®

Residential mortgages

Less than 20 years

Total at 30 Sep 2017.. 22%
Total at 31 DEC 2016.....c..cvevreereieeieireieeeeseseeseienennnens 24%

For the quarter ended:

Average loan-to-value ratios of new originations® "8

British COIUMDIAL.......c.ccieuiiiicicecccece et
WESLENN CaNAUA" ........coeoeeeeeeeeee et ss s sre s s
[0 17 14 o 1P

Quebec and Atlantic provinces.
Total at 30 Sep 2017 ..

Total 8 3L DEC 2016.......cucueureiireieiereieieieie e

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

20 - 24 years 25- 29 years 30 - 34 years
32% 46% 0%
33% 42% 1%
30 Sep 2017
Residential

mortgages HELOC

% %
........................................ 57.5% 51.1%
........................................ 65.1% 61.2%
........................................ 62.8% 55.5%
63.4% 59.2%
60.8% 54.1%
........................................ 57.9% 50.3%

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

Western Canada excludes British Columbia.
Amortization period is based on the remaining term of residential mortgages.

New originations excludes existing mortgage renewals.

All new loans and home equity lines of credit were originated by the bank; there were no acquisitions during the period.
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
risinginterest rates, reductionin property valuesand changes Valuein the portfolio and risk mitigation strategiesin place.

in other relevant macroeconomic variables. Potential
increase in losses in the mortgage portfolio under downturn
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Days past due but not impaired loans and advances

The aging analysis below includes past due loans on which
collective impairment allowances have been assessed,

though at their early stage of arrears there is normally no
identifiable impairment.

30 Sep 2017 31 Dec 2016

$m $m

UP 0 29 AYS....coiuieiiiiti ettt 1,251 675
B0-59 AY'S ...ttt bbbt 64 61
60-89 days......... 24 56
90-179 days....... — 5
Over 180 days — —
1,339 797

Impaired loans and allowances for credit losses

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

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

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

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

e known cash flow difficulties experienced by the
borrower;

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

» breach of loan covenants or conditions; and

» the probability that the borrower will enter bankruptcy
or other financial realization.
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Individually assessed impairment allowances are recorded
ontheseindividual accountson an account-by-account basis
toreducetheir carrying val ueto estimated realizableamount.

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

e 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’sinternal rating system asabasis
for the collectively assessed impairment allowance. In
order to reflect the likelihood of aloss event not being
identified and assessed, an emergence period assumption
is applied which reflects the period between a loss
occurring and itsidentification. Theemergence periodis
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
guantitative management judgment framework which
includesinternal and external indicators, to establish an
overall collectiveimpairment 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
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portfolios. Management may consider other current
information should they believe that these historic loss
rates do not fully reflect incurred losses in these
portfolios.

determined. These estimates can be amended should
management believe they do not fully reflect incurred
losses. This judgmental adjustment employs an
established framework and references both internal and

» Consumer finance and other consumer loans - Analysis external indicators of credit quality.

of historical delinquency movements by product typeis
used asthebasisfor the collectively assessed impai rment
allowance for these loan portfolios. By tracking
delinquency movement among pools of homogeneous
loans, an estimate of incurred losses in each pool is

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

Impaired financial assets

EAD EAD
30 Sep 2017 31 Dec 2016
$m $m
Impaired wholesale portfolio®

EENMEIGY ..ttt et bt A bR e AR bk R e e bR ekt b et e eeenan 93 270
TransPOIrtation @N0 SIOTBOE ......ccveveieereeieririeieere ettt se b e et snenenen 81 136
Manufacturing .................. 78 104
Red estate.........ccooonee. 67 68
Construction services.... 32 65
WHOIESAI @ TTAOE ...ttt 31 26
BUSINESS SEIVICES. ...ttt sttt ettt b etk et b e e b e bt bk e s e st e b e b e e et et et esbe b e e eeenas 23 24
FINANCE NG INSUFANCE .......cecuiiiieeieireeic bbbttt ettt 8 1
SEIVICES ..ttt ettt h bt h et e e b h e R R e R R R AR R e R Rt Rt ne bt e nen s 5 6
SOlE PrOPIIELOIS ...ttt ettt bbb en e 3 4
Mining, 109giNg 8N fOTESIIY ......c.cueuiuiiiieieieieieieiei et 2 3
Agriculture 1 2
AVULOIMOLIVE....... ettt b e e bt b e e b e b e b e bt e b e e s b b et bt e b et et enan 1 1
Hotels and aCCOMMOUBLION ..........cuiririeiiiirieee ettt 1 6
RELBI TTBAE ...ttt bbbt 1 3
Total impaired WholeSale POTtFOliO..........uruririirrsrses st 427 719

Impaired retail POrFOli0 ..o
RESIAENtIAl MOMGAIES .....vvvveeieteieieieeet ettt bbbt bbbt 42 70
Other retail loans.............. 12 25
Total impaired retail portfolio. 54 95
Total impaired fiNANCIEl BSSELS...........cccciiiecteece et st be e renan 481 814

1 Includes $20m (2016: $148m) of impaired acceptances, letters of credit and guarantees
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Impairment allowances

30 Sep 2017 31 Dec 2016
$m $m
Gross |oans and advances to customers
Individually assessed impaired 10ans and a0VANCES" (A) ...........vveeerveeerresesreeseseessssessessessessssesssseees 332 648
Collectively assessed 10ans and @0VANCES (B).........ccuvurveiriiieiriieciirecsisssessssse s 48,738 46,698
- impaired 08NS AN AVANCES' .............ovvereereereesesseseeses s sssss st sesssssssesssssssesssssssessanes 27 36
- non-impaired 10aNS aNd AOVAINCES ..........ccorueiriririeirieees ettt 48,711 46,662
Total gross |oans and advances to CUSLOMENS (C)......cuieeriieriireneereiereneeseeeseee e 49,070 47,346
Less: impairment allOWANCES (C) ......covuereiereriererierestsesese sttt 303 439
SINAIVIAUAIY @SSESSEA () ..vuvrevveerereieieiiei ettt 153 252
- COHECIVElY @SSESSEA (1) ...cuvvrverereeieeieiee sttt bbbt b et 150 187
Net 10ans and a0VanNCeS tO CUSIOMEYS............ceueuiimieeeririeeteereeesise sttt 48,767 46,907
Individually assessed impaired |oans and advances coverage - (a) as a percentage of (A) .....coceeeenee 46.1% 38.9%
Collectively assessed loans and advances coverage - (b) as a percentage of (B) .... 0.3% 0.4%
Total loans and advances coverage - (C) as apercentage of (C).......ccveeverereerrenererseeieseseeseses e 0.6% 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

Nine months ended 30 Sep 2017 Nine months ended 30 Sep 2016
Customers  Customers Other Customers  Customers Other
individually  collectively  credit risk individually  collectively  credit risk
assessed assessed  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...........cccocveeeeeeinenne
Loans and advances
written off net of
recoveries of
previously written
off amounts'............. (45) ®3) 2 (50) (105) (20) — (115)
(Recovery)/Charge to
INCOME.....cocveireeiiereenn, (39) (34) (36) (109) 217 32 a7 168
Other movements (15) — — (15) (15) — — (15)
Closing balance at the end of
theperiod.........cccoceevvvvreeieinnnne. 153 150 51 354 350 216 88 654

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

Liquidity risk istherisk that thebank doesnot have sufficient
financia 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 asdescribed
inthe*Liquidity andfundingrisk’ section of our 2016 Annual
Report and Accounts continues to apply. The bank’sinternal
liquidity and funding risk management framework uses the
liquidity coverageratio (‘LCR’) and net stablefunding 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 continueto 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 $4.4 billion from 31 December
2016, primarily due to growth in loans, seasonal attrition of
commercia deposits and maturity of debt securities.

Liquid assets *

30 Sep 2017 31 Dec 2016
19,447 24,320
4,311 3,964

126 35

23,884 28,319

! 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.

Liquidity regulation

In accordance with OSFI's Liquidity Adequacy
Requirements (‘LAR’) guideline, which incorporates Basel
liquidity standards effective 1 January 2015, the bank is
required to maintain a L CR 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 cal culates a horizon for net positive
cash flows in order to capture the risk posed by funding
mismatches between assets and liabilities. As a 30
September 2017, the bank was compliant with both.

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

Thebank’s OSFI LCRissummarized inthefollowing table.
For the quarter ended 30 September 2017, thebank’saverage
LCR of 137% iscalculated astheratio of the stock of High-
Quality Liquid Assets (HQLA) to thetotal net stressed cash
outflows over the next 30 calendar days. The average LCR
decreased this quarter over the average for the previous
guarter mainly due to increased net cash outflows. Net cash
outflows increased mainly as a result of an unsecured debt
issuancethat rolled within the September LCR’s 30 calendar
day window.

OSFI liquidity coverage ratio®

Average for the three months

ended 30 Sep 2017 30 Jun 2017
Total HQLAX($M) ..oovvvvrrereee. 23,179 23,487
Total net cash outflows® ($m) .. 16,904 16,440
Liquidity coverage ratio (%).... 137 143

! 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 HQLA and
cash inflows and outflows.



Market risk

Market risk istherisk that movementsin 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
lighilities.

Market risk management isindependent of the businessand
is responsible for establishing the policies, procedures and
limits that align with the risk appetite of the bank. The
objective of market risk management isto identify, measure
and control market risk exposuresin order to optimizereturn
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 aswell as amorein depth explanation
of our market risk measures.

Daily VaR by risk type for trading activities'

Foreign
exchange and
commodity Interest rate
$m $m
Jan - Sep 2017
Atperiodend................ — 2.2
Average............ — 1.3
Minimum .... . — 0.8
Maximum......c.cccceeueee 0.1 25
Foreign
exchange and
commodity Interest rate
$m $m
Jan - Sep 2016
At period end — 13
Average............ 0.1 14
Minimum . . — 05
Maximum.......ccccoevueeenene 0.5 24

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
agiven level of confidence.

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

Total VaR increased from September 2016 to September
2017 duetoincreasein interest rate risk offset slightly by a
decrease in credit risk mainly in the non-trading activities.
Over the same period, the average trading VaR decreased by
$0.2m due to a decrease in interest rate and credit risk and
the range (difference between max and min) has increased.
Over thesameperiod, theaveragenon-trading VaRincreased
by $1.5mmainly dueto anincreaseininterest raterisk offset
by a decrease in credit risk.

Portfolio

Equity  CreditSpread diversification® Total®
$m $m $m $m
— 0.7 (0.6) 23

— 05 (0.4) 15

— 0.2 0.9

— 17 2.7

Portfolio

Equity Credit Spread  diversification® Total®
$m $m $m $m
— 0.7 (0.4) 16

— 08 (06) 17

— 0.2 1.0

— 1.3 25

! 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.

% The total VaR is non-additive across risk types due to diversification effects.
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Non-trading VaR

Nine months ended

30 Sep 2017 30 Sep 2016

$m $m

AT PO BN ...ttt b bt e b et e b bt s b b et b et e e st b b e e neebe e nan 30.6 39.0
Average........ 30.7 29.2
Minimum..... 20.0 15.3
IVIBXIMIUM <.ttt b bbb s bt e b A b e b e b b et et e aese b e e e et 415 46.0

Total daily VaR
48

N

$m

e M .
. J/\AWF“ N VW

]

Q32016 Q42016

Q12017

Q22017 Q32017

Structural interest rate risk

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

Refer to the *Structural Interest Rate Risk’ section of our
2016 Annua 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 30 Sep

2017 2016

Economic value

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

Factors that may affect future results

Economic value

of equity  Earnings at risk of equity Earnings at risk
$m $m $m $m

(264) 93 (275) 99

209 (109) 389 (105)

The risk management section in the MD&A describes the
most significant risks to which the bank is exposed and, if
not managed appropriately, could have amaterial impact on
our future 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 tothe* 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 ratios

Common equity tier 1 capital ratio.........coeeveeereenreierereeereeeeenne

Tier 1 capital ratio ..
Tota capital ratio....

LEVErAgE MaliO.....cueeeeeeireeieeieie ettt

Required regulatory capital limits

Minimum common equity tier 1 capital ratio.........ccccovreeerreieerennene.
Minimum tier 1 capital rafio.........covererererererererrenrressres s
Minimum total capital Fatio..........cccoveirrierirerrnsrserese s

Regulatory capital
Regulatory capital and risk weighted assets

Tier Lcapital......ccooveveeieverieenne

Common equity tier 1 capital .........cocvvvrvirrsrrserse s
GrOSS COMMON EGUITY™ .....ovovveoeeeeeeeeeeeseesesseesseses s sssessssnesenes
Regulatory adjuStmeNts..........ccoveereeieineereeneeseenene

Additional tier 1 eligible capital®...........cooo.vreerverereresriesersese s

TIEr 2 CAPIA ... nnaes
Total capital available for regulatory pUrpoSeS..........ccceeeeeveeeeveeeveeenenans

Total risk-weighted @SSEtS..........ccocevevveeieeiecieeece s

Regulatory capital and capital ratios in the tables below are
presented under aBasel 111 *al-in’ basis, which appliesBasel
Il 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 30 September 2017.

30 Sep 2017 31 Dec 2016

................................. 10.8% 10.5%
12.7% 12.5%

15.1% 13.5%

................................. 5.1% 4.7%
................................. 7.0% 7.0%
................................. 8.5% 8.5%
................................. 10.5% 10.5%
30 Sep 2017 31 Dec 2016

$m $m

5,560 5,241

............................................... 4,710 4,391
............................................... 4,809 4,564
............................................... (99) (173)
............................................... 850 850
............................................... 1,042 445
............................................... 6,602 5,686
............................................... 43,624 42,005

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

2 Includes capital instruments subject to phase out.

% Includes capital instruments subject to phase out and collective allowances.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)
|

Outstanding shares

At 27 Oct 2017

Number of issued

Dividend® shares Carrying value
$ per share 000’s $m
498,668 1,225

0.31875 7,000 175
0.3125 7,000 175
0.25 20,000 500

850

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

During the third quarter of 2017, the bank declared and paid
$47m in dividends on HSBC Bank Canada common shares,
adecrease of $1m compared with the same quarter last year,
and $9m in dividends on all series of HSBC Bank Canada
Class 1 preferred shares, consistent with the same quarter
last year.

Common share dividends of $94m have been declared on
HSBC Bank Canada common shares and will be paid on or
before 31 December 2017 to the shareholder of record on 27
October 2017.
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Regular quarterly dividends have been declared on al series
of HSBC Bank Canada Class 1 preferred shares in the
amounts per share noted above and will be paid on 31
December 2017 to the shareholders of record on 15
December 2017.
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HSBC BANK CANADA

Consolidated income statement (unaudited)

Quarter ended Nine months ended
30Sep 2017 30Sep2016  30Sep 2017 30 Sep 2016
Notes $m $m $m $m

NEL INLErESt INCOME.......cuuiiiiuieiiieicieieieieieie bbb 292 284 859 845
= INEErESE INCOME ... 481 440 1,384 1,299
- INErESt EXPENSE ..ot (189) (156) (525) (454)
Net feeincome 169 166 494 498
= FEBINCOME. ... 187 181 547 548
- OB EXPENSE. ... s (18) (15) (53) (50)
NEt trading INCOME......ccvviieieireeteerse e 41 29 94 145
- trading income excluding net interest inCome ...........cccovvvverireene 36 24 79 131
- net interest income on trading aCtiVities ........c.cocoeevciineceenenne, 5 5 15 14
Net expense from financial instruments designated at fair vaue....... — @ (@) (©))
Gains lesslosses from financial investments.........c.coeeeveeenneeeene. 4 3 25 30
Other Operating iINCOME.........c.corireuirireeerenieeee s 22 17 62 52
Total operating iINCOME..........ccovevruererirerieeresesesee e eseneees 528 498 1,530 1,567
L oan impairment recoveries/(charges) and other credit risk

PIOVISIONS. c..evriareereeiaies et 14 (29) 109 (168)
Net 0perating iNCOME .......ccov e 542 469 1,639 1,399
Employee compensation and benefits...........coceeiiccnccncnnenns 2 (183) (163) (537) (496)
General and administrative EXPENSES ..........ovuvervrererirererereresesesesesesees (134) (155) (388) (404)
Depreciation of property, plant and equipment............cccoeeeeereneeas @) 8) (23) (23)
Amortization of intangible @ssets..........c.covriririneninnenrnree ®3) 2 8) (@)
Total Operating EXPENSES........covevreereerereeereseeseereseeesessesessseesesesenenns (327) (328) (956) (930)
Operating Profit.........ccccvceiincieiercce e s 215 141 683 469
Share of profit/(10SS) iN 8SSOCIALES.........c.cveevrirererireeereesreere s 3 (©)] 6 5)
Profit before income tax EXPENSE .........cccceeuriereereeeeeeieeeieeneeeeas 218 138 689 464
[NCOME taX EXPENSE ...ttt ettt (56) (38) (173) (128)
Profit for the Period..........c.cooeeiiicicecccee e 162 100 516 336
Profit attributable to the common shareholder ... 153 91 488 308
Profit attributable to preferred shareholders..........ccccocceiciccccnenne 9 9 28 28
Profit attributable to shareholders 162 100 516 336
Average number of common shares outstanding (000'S)..........c.c.cu.. 498,668 498,668 498,668 498,668
Basic earnings per ComMmMON Share..........coovveeervenreremneeeerseneereereneens $ 0.31 $ 018 $ 098 $ 0.62

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 comprehensive income (unaudited)

Quarter ended Nine months ended

30Sep2017 30Sep2016  30Sep2017 30 Sep 2016

$m $m $m $m

Profit for the PENiOQ.......ceoveieeirceerre e 162 100 516 336
Other comprehensive income/(expense)
Items that will be reclassified subsequently to profit or loss when

specific conditions are met:
Available-for-sale iNVEStMENES..........ccceeveieeeeeecce e (15) 29 5 92
—fair value (10SSES)/QaiNS......c.cucueurieieieieieieieie et (16), a2 32 154
—fair value gains transferred to income statement on disposd ............... 4) 3) (25) (30)
—INCOME LAXES......evviiiieieie ettt bbbttt bbbt bbbt 5 (20) ) (32
Cash flOW NEAGES ..o (55) (8) 97) a7)
—fair value gaing/(I0SSeS)......c.curueiririieiiicieieieee s 31 11 33 9)
—fair value gains transferred to income statement ... (105) (23), (164) (24)
—INCOME TAXES......cvvetiitetete ittt bbbttt 19 4 34 6
Items that will not be reclassified subsequently to profit or loss:
Remeasurement of defined benefit asset/liability ........cccoovvveienvcinrinienns 11 6 (120) (63)
— DEfOrE INCOMETAXES ..o 15 7 (14) (86)
B L[ 0100 1C (TS 4) ) 4 23
Changes in fair value of financial liabilities designated at fair value due

to movement in OWN Credit fiSK.........ocevveeenieeneneee s — — 3 —
— DEfOre INCOME TAXES ...ttt — — 3 —
—INCOME TAXES......evvetiiteeeieteie bbbttt bbbttt — — — —
Other comprehensive (expense)/income for the period, net of tax..... (59) 27 (99) 12
Total comprehensive income for the period attributable to

SNArENOITETS ... 103 127 417 348

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)

30 Sep 2017 31 Dec 2016

Notes $m $m
ASSETS
Cash and balances at CENtral DANK ..........ccceivieieeiierieiceee ettt bennens 49 66
Itemsin the course of collection from other Banks............cccoeeiieiiiicicisece e 35 58
TFAOING @SSELS....... ettt sttt bbbt bbb b et se e b e s et et e b et et b et e et e ne e nenea 4 5,679 6,288
[ LY YT 5 3,705 3,850
Loans and advanCeS t0 DANKS ........cc.cueiririeiireeises ettt nen 641 1,071
Loans and advVanCeS t0 CUSIOMENS .........cecuiirerieieriereieee ettt eteste e ereste s s eaessessesesbesseneebessensessssennens 48,767 46,907
Reverse repurchase agreements — NON-trading..........cccireiieiicieeiecreereesee e 5,744 5,938
FiNANCial INVESIMENES........c.ciieiieiiieiiisieiet ettt sa e te e sesae st e saebesbe st eseeseseneesesrenaesen 6 22,092 25,231
Other assets............... . 1,046 417
Prepayments and accrued income...... . 231 186
Customers' liability under acceptances. . 4,896 4,322
Current tax assetsS........cceeveveveeirennenns . 44 30
Property, plant and equipment.... . 101 104
Goodwill and iNtaNGIDIE @SSELS.........ccuruieririeiirieie ettt 83 70
(B L= = o =SSOSR 121 119
I = 5= £ PTRP 93,234 94,657
LIABILITIES AND EQUITY
Liabilities
DEPOSIES DY DAMNKS........cuieieeiiirietc ettt 1,308 946
CUSLOMET BCCOUNES .....vieeeeieeiesie et steseesesseseeseetesteseesessessesessesseseeseesesseneesessensesesseseeneesensensesessenseneans 55,229 56,674
Repurchase agreements — NON-traiNg .......ccccoeeeireeeierireienisessesee s see e st eesassenssesses 3,955 4,345
Items in the course of transmission t0 Other BaNKS ...........cc.oeirreirneeee e 201 82
Trading HaDITTIES.......cciiiii e 7 4,184 3,784
Financial liabilities designated at fair VAIUE............ccerireeriniecceee e 8 — 403
DEIIVALIVES. ...ttt ettt et a e e e se et e s s e e e seete e eseeae st eseebeebe e e st esenseneenensannenen 5 3,559 3,838
Debt securitiesin issue. . 9,762 10,256
Other liahilities......... . 2,554 2,610
ACCEPLaNCES......cooevveereiieinne . 4,896 4,322
Accruals and AEfEITEd INCOME. ........ceiiieiceieee ettt e e beebesaeneas 426 475
Retirement benefit l1abilitiES........cccciiicieiicce e et 357 342
[N = 10 = e 1= o1 L =S PSSR 32 10
PIOVISIONS......ciitcuiisicec ettt ettt s e s et ese et et e e sa b e eesese e stese e e et enenenten 72 116
S0 oTo (o gt 0= 0 = o 1 =TSRSS 13 1,039 1,039
TOtAl [HADIITIES. ....ceeveeeecicece ettt ettt ettt ese s e s ebe et esessssetennsnesenens 87,574 89,242
Equity
COMMION SNAIES .....eveuieeiiieeeteetesie et teste e sseseeseetesbesee st eseste e e s e sse e eseesesseneesensensesessesaeseesenbenensensentnnsans 1,225 1,225
L L= A= 0 IS T (=S 850 850
(0107 Q=5 = Y=< TSR (65) 27
RELAINE BAIMINGS ...ttt sttt et e s et s e e seebe e s ssebe e stesenessesenenenan 3,650 3,313
TOLAl EOUILY ..ttt ettt bbb e bbb s e b et e b et et b e e bt ben 5,660 5,415
Total [iabilitieS @0 EQUILY ......cueuieereeeerieieieer ettt ettt benen 93,234 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)

Nine months ended

30Sep2017 30 Sep 2016

Notes $m $m
Cash flows from operating activities
Profit DEFOr@ taX.........ccuiiiiiiiic s 689 464
Adjustments for:
—non-cash itemsincluded in profit DEfOre taX..........cocererieireeeee e 10 (57) 217
— ChaNQgE iN OPEIALING @SSELS......c.cueutueueiiurieieieieieieieieieie e eaeb bbb bbbttt esebes 10 (2,296) (35)
—change in operating lahiliTiES........c.ceiiuiiiiiieiiee bbb 10 (1,591) (160)
BB PAIG. o (116) (93)
Net cash from OPErating aCtiVITiES.......couvueeirireiriseeiree et se e sanens (3,371) 393
Cash flows from investing activities
Purchase of financial INVESIMENTS...........cociiiiiie et (5,129) (24,225)
Proceeds from the sale and maturity of financial INVESIMENtS...........cccoveiineeinseienrecreeeeene 8,280 14,116
Purchase of intangibles and property, plant and eqUiPMENt...........coorireiirirennererenrere s (38) (20)
Net cash from INVESLING BCHIVITIES ........cooiiiiiiiic s 3,113 (129)
Cash flows from financing activities
Redemption of subordinated lHabilities...........c.couiiiiiiiinre s 8,13 (1,400) (200)
Issuance of subordinated [18DIlITIES ...........ccceeeerre e 13 1,000 —
Dividends paid t0 SharehOIdErS ........c.cciiiiiiie s (169) 172)
Net cash from fiNaNCING aCtIVITIES........ccueueeirieieiriseeire et sanens (569) (372)
Net decrease in cash and cash equivalents (827) (208)
Cash and cash equivalents at the beginning of the period............cccoeinneinneieneecee 1,650 1,983
Cash and cash equivalents at the end of the Period..........coceverinnecirse e 10 823 1,875
Interest
INEEIESE PAI ... vt b e (541) (456)
INEErESE FECEIVED ... 1,338 1,264

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.



HSBC BANK CANADA

Consolidated statement of changes in equity (unaudited)

Other reserves

Available-
for-sale Cash flow
Share Retained fair value hedging Total other Total
capital' earnings reserve reserve reserves equity
$m $m $m $m $m $m
AL 138N 2017 oo 2,075 3,313 (30) 57 27 5415
Profit for the period — 516 — — — 516
Other comprehensive (loss)/income, net of tax ..... — ©) 5 97) (92) (99)
- available-for-sale investments..........ccooveeeeene. — — 5 — 5 5
- cash flow hedges — — — 97) 97) (97)
- remeasurement of defined benefit asset/liability — (10) — — — (10)
- changesin fair value of financia liabilities
designated at fair value arising from changes
iNOWN Credit risk ..o — 3 — — — 3
Total comprehensive income for the period........... — 509 5 97) (92) 417
Dividends paid on common Shares.............ccceeuee. — (141) — — — (141)
Dividends paid on preferred shares.............cooceeveee. — (28) — — — (28)
Sharesissued under employee remuneration and
Share Plan........ccccneicnicinsi e — ©)] — — — (3)
At 30 Sep 2017 ..o 2,075 3,650 (25) (40) (65) 5,660

Other reserves

Available-
for-sale Cash flow
Share Retained fair value hedging Total other Total
capital earnings reserve reserve reserves equity
$m $m $m $m $m $m
At1JaN 2016 ... 2,075 3,209 (33) 125 92 5,376
Profit for the period..........ccceeevcniciiceece — 336 — — — 336
Other comprehensive (loss)/income, net of tax ..... — (63) 92 a7 75 12
- available-for-sale investments...........cccccccueuunee. — — 92 — 92 92
- cash flow hedges.........ccouvueuennncieniniccreseeens — — — a7) (27) (27)
- remeasurement of defined benefit asset/liability — (63) — — — (63),
Total comprehensive income for the period........... — 273 92 17) 75 348
Dividends paid on common shares.............coccuevnee — (144) — — — (244)
Dividends paid on preferred shares. — (28) — — — (28)
At30SEP 2016......ovieicieree e 2,075 3,310 59 108 167 5,552

1 Share capital is comprised of common shares of $1,225m and preferred shares of $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.
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HSBC BANK CANADA

Notes on the Consolidated Financial Statements (unaudited)

1 Basis of preparation and significant accounting policies

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

a

Compliance with International Financial Reporting Standards

The Financial Statements have been prepared in accordance with International Accounting Standard (‘IAS’) 34
‘Interim Financia Reporting’ as issued by the International Accounting Standards Board (‘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 asissued by the Office of the Superintendent of Financial Institutions
Canada (' OSFI"), as required under Section 308(4) of the Bank Act.

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

Future accounting developments

Future accounting developments have been disclosed in Note 1(c) on the 2016 annual consolidated financial
statements of the bank’s 2016 Annual Report and Accounts.

Thebank’sIFRS9 project activitiesare progressing towards our implementation for 1 January 2018. For the balance
of the year, we will be completing our parallel run, reviewing and refining our new impairment models, completing
the documentation and testing of our governance and control frameworks and our accounting policies. Aswell, we
continue to educate and train our internal staff and key stakeholders.

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

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

Critical accounting estimates and assumptions

The preparation of financial information requires the use of estimates and judgments about future conditions.
Management’s selection of accounting policies which contain critical estimates and judgments include: collective
impairment provision for loans and advances, accounting and valuation of certain financial instruments, deferred
tax assets and measurement of defined benefit obligations. In view of the inherent uncertainties and the high level
of subjectivity involved in the recognition or measurement of theseitems, it is possible that the outcomesin future
reporting periodscoul d differ from those on which management’ sestimatesare based, resultingin materially different
conclusions from those reached by management for the purposes of the Financial Statements. These items are
described further in the * Critical accounting policies’ section of the Management’s Discussion and Analysis of the
bank’s 2016 Annual Report and Accounts.

Consolidation

The Financia Statements comprise the consolidated financia statements of the bank and its subsidiaries as at 30
September 2017. The method adopted by the bank to consolidate its subsidiaries is described in Note 2(a) of the
2016 annua 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 (0) of the 2016 annual consolidated financial statements of the bank’s 2016 Annua 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
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gains and losses relating to the entity’s own credit risk on ‘Financial liabilities designated at fair value' in the
consolidated financial statementseffective 1 January 2017. In accordancewith thetransitional requirementsof IFRS
9, comparatives have not been restated. Adoption increased retained earnings at transition by $2.7m and decreased
during the period profit before tax by $2.7m with the opposite effect on other comprehensiveincome, with no effect
on net assets. The bank redeemed this financia liability in full in April 2017.

2 Employee compensation and benefits

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

Quarter ended Nine months ended

30Sep 2017 30Sep2016  30Sep 2017 30 Sep 2016

$m $m $m $m

Pension plans — defined benefit...........cooieinneiinnicicerecee 5 4 14 12
Pension plans — defined contribution ... 9 9 27 27
Healthcare and other post retirement benefit plans...........ccccovveecinnnnne 3 3 10 10
17 16 51 49

3 Segment analysis

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, and Retail Banking and
Wesalth Management. Various estimate and all ocation methodol ogies 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
isreflected in Corporate Centre.

Quarter ended Nine months ended

30Sep2017 30Sep2016  30Sep2017 30 Sep 2016
$m $m $m $m

Commercial Banking
NEL INEEIESE INCOME ...t eene 132 133 395 397
NEL FEEINCOME ....c.eeriii ettt enene 70 73 211 219
NEt trading iNCOME........cveirieereee s 8 8 25 23
Gains lesslosses from financial iNStruments...........cocovoeeeneecenencrenencneneens 1 — 1 2
Other Operating iNCOME........c.cvieiieiiiteete ettt 5 4 16 14
Total operating income.... 216 218 648 655
Loan impairment recoveries/(charges) and other credit risk provisions... 4 (23) 90 (148)
NEt OPErating INCOME. ......cvierirererirereseres sttt 220 195 738 507
Total OpPErating EXPENSES.........cuevruereirieieieieieieieieieie et seneeas (98) (95) (287) (295)
Profit before income tax EXPENSE..........ovvvevvrererrerrsess s 122 100 451 212
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Global Banking and Markets

NEL INEEIESt INCOME ...t
NEL FERINCOME ...
Net trading iNnCOME........cccovvererenenirererirenenes

Gains lesslosses from financial investments...........cccooenirenencnenencnenenens
Other Operating [0SS.......c.ceuiiiiiiieeereeee e
Total operating income

Loan impairment recoveries/(charges) and other credit risk provisions...
Net OpErating iINCOME........c.civruruiririeieiriereert et
Total OPErating EXPENSES.......cueerereeereerereereeteess e seesenes
Profit before income tax eXPense..........ccceeveeernieieernecsee e

Retail Banking and Wealth Management

NEL INEEIESt INCOME ...
NEL FERINCOME ...
NEt trading INCOME.......coveeieeieireee e neees
Gain lesslosses from financial investments..........ccocovenveenincnenncieneene
Other Operating iNCOME........cccoueeireeieiirieteres et sesse e seesenennes
Total OPErating iNCOME .......cciiirieeireereesireee e seesens
Loan impairment recoveries/(charges) and other credit risk provisions...
NEt OPErating INCOME. ......cvvieirererirerestres sttt
Total operating expenses.
Profit before income tax EXPENSE.........ovvevrrererrersres s

Corporate Centre

NEL INTErESt INCOME ..ottt s
Net trading iNCOME.........cocvviviririrrr s
Net expense from financial instruments designated at fair vaue.............
Gain less losses from financial investments...........cooevenvincinicciineene
Other Operating iNCOME........c.coviiiieiiiteereeree e
Net OPErating INCOME..........ovvvriririririrsirss s
Total Operating EXPENSES.........covueuireiriereieereieer e
OPErating Profit......ccceeerrieieririee e
Share of profit/(10SS) iN 8SSOCIAES..........cccoviiiiiieiieeeeene
Profit before income tax eXPENSe..........ccovevvrrriecsrssrsses
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Quarter ended

Nine months ended

30 Sep 2017 30Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m
28 18 74 54
44 39 118 117
17 16 35 99
— — — (€N
— (1) — (6)
89 72 227 263
8 3 13 (12)
97 69 240 251
(33) (35) (100) (98)
64 34 140 153
111 102 311 305
55 54 165 162
6 6 17 16
J— J— 1 J—
2 3 4 12
174 165 498 495
2 (3) 6 (8)
176 162 504 487
(160) (147) (453) (436)
16 15 51 51
21 31 79 89
10 (2 17 7
— 1) @ (3
3 3 23 29
15 11 42 32
49 43 157 154
(36) (51) (116) (101)
13 (8 41 53
3 3 6 (5)
16 (11) 47 48




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 30 Sep 2017
Net operating iNCOME: ... 220 97 176 49 542
EXEEINA ..o 216 107 182 37 542
INEEr-SEgMENE.....c.oveeierreeereee e 4 (10) (6) 12 —
Quarter ended 30 Sep 2016
Net operating iNCOME: ........ccovreienrerenerreeseneenas 195 69 162 43 469
EXEOINA ..o 198 79 177 15 469
INEr-SEgMENt ......c.eereeireieee e 3) (20) (15) 28 —
Nine months ended 30 Sep 2017
Net operating iNCOME: ........cccovrueienirerenesireereeeenas 738 240 504 157 1,639
EXEEINA ..o 744 268 522 105 1,639
INEEr-SEgMENT ....ovviiiiceceee e (6), (28) (18) 52 —
Nine months ended 30 Sep 2016
Net operating iNCOME: ........cccovrueienirerenesireereeeenas 507 251 487 154 1,399
EXEEINA ..o 511 279 528 81 1,399
INEr-SEgMENt ......cueereeirerirere e (4) (28) (42) 73 —
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 30 Sep 2017
Loans and advances to customers
and acceptances...........overenenene 22,972 4,643 26,048 — — 53,663
Total 8SSELS.....ovveeererrereeererreeierene 27,242 20,795 30,664 24,510 (9,977) 93,234
Customer acCounts ..........ccvevreeeene 20,285 5,792 27,451 1,701 — 55,229
ACCEPLANCES......ooveeeereerereereeeene 3,430 1,466 — — — 4,896
Total liabilities........ccovveernicrenne 24,154 19,515 29,745 24,137 (9,977) 87,574
At 31 Dec 2016
Loans and advances to customers
and acceptances.........ocvuveneninne 22,161 4,811 24,257 — — 51,229
Total aSSEtS....cvvvevreieciciereieiereieieneas 27,741 21,634 29,817 29,276 (13,811) 94,657
Customer accounts .........cccoveveeenne 21,659 6,130 26,705 2,180 — 56,674
ACCEPLaNCES. ...oovvviriiieiicae 2,810 1,512 — — — 4,322
Total lidbilities......ccoevvericiicnnne 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

5

Trading assets:

Not subject to repledge or resale by COUNLErParties ............ccoerreererireierinieenesie e

Which may be repledged or resold by counterparties

Canadian and Provincial Government bonds*

DL SECUNTIES....ueuvveteiisiceerec ettt ettt e st et aeseebe e s e s e e saeses e e seesenessntenesesenens
TOtAl AEDE SECUNTIES......veviiieeceise sttt ettt se et e s s e s e e e s anens et e ne e e esenn s

CUSLOMEY trAdING BSSELS .......cuviuieiiiiieirieiei ittt b et eb et es et eb et eb et eb e es e naeseanaees
Treasury and other eligible DillS...... ..o e
Trading assets With Other BanKS............ccciiii e
EQUITY SECUMTIES. ...ttt ettt

' Including government guaranteed bonds

Derivatives

30 Sep 2017 31 Dec 2016
$m $m
3,093 2,399
2,586 3,889
5,679 6,288
3,561 5173
760 319
4,321 5,492
548 301
567 421
242 72

1 2
5,679 6,288

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 30 Sep 2017

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange .......ccccvevevvvvricennene. 1,664 72 1,736 1,608 68 1,676
Interest rate.....oovvvvvveeeeienerecveene 1,814 150 1,964 1,764 116 1,880
3 — 3 3 — 3
2 — 2 — — —
3,483 222 3,705 3,375 184 3,559

At 31 Dec 2016

Assets Liabilities
Trading Hedging Total Trading Hedging Tota
$m $m $m $m $m $m
2,467 45 2,512 2,433 131 2,564
1,133 178 1,311 1,108 142 1,250
24 — 24 24 — 24
3 — 3 — — —
Grosstotal fair values.........c.coveveenee 3,627 223 3,850 3,565 273 3,838
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Notes on the Consolidated Financial Statements (unaudited) (continued)

Trading derivatives

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

30Sep 2017 31 Dec 2016

$m $m
108,417 126,781
248,517 190,272
209 344

8 17
357,151 317,414

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

30 Sep 2017 31 Dec 2016

Cash flow Fair value Cash flow Fair value

hedge hedge hedge hedge

$m $m $m $m

FOreign eXChange..........cvuveeerereinerenre s 2,176 — 2,008 —

INEEIESE FAEE..... e 4,547 13,474 5173 16,938

Fair value of derivatives designated as fair value hedges

30 Sep 2017 31 Dec 2016

Assets Liabilities Assets Liabilities

$m $m $m $m

INEEIESE FALE.....cveieee s 144 54 130 136

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

Quarter ended Nine months ended
30Sep 2017  30Sep2016  30Sep 2017 30 Sep 2016
$m $m $m $m
Gaing/(losses)
- 0N hedging INSITUMENES......c.c.riiiieireeeeeeeieeee e 82 46 117 (299)
- on hedged items attributable to the hedged risk ..........cccceoeeuenenee (79) (45) (116) 199

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

41
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Notes on the Consolidated Financial Statements (unaudited) (continued)

Fair value of derivatives designated as cash flow hedges

30 September 2017 31 December 2016
Assets Liabilities Assets Liabilities
$m $m $m $m
FOreign EXChanQe.......cccourueueriririeiire et 72 68 45 131
INEEIESE FALE. ...ttt 6 62 48 6

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

Quarter ended Nine months ended

30 Sep 2017 30 Sep 2016 30 Sep 2017 30 Sep 2016
$m $m $m $m

L osses due to hedge ineffectiveness.........coovvvrrvnnrsnesisinenene 1) (@) 2 @

The gains and losses on ineffective portions of cash flow hedges are recognized immediately in ‘ Net trading income'.

6 Financial investments

30 Sep 2017 31 Dec 2016

$m $m
Financial investments
Not subject to repledge or resale by COUNLErParties............oeeerrueriririeerenieers et 21,293 24,314
Which may be repledged or resold by COUNtErparties...........cccoeeerrrenneeierne s 799 917
22,092 25,231
Available-for-sale

Canadian and Provincial Government bonds'. 15,395 17,901
International GOVErNMENE BONGS. ...........covvvervveerseeeeseesnesss st s sssss s ssssssssesssssesssessssnsssens 3,175 4,117
Debt securities issued by banks and financial INSttULIONS..........covrrrirnrnnr e 3,263 2,859
Treasury and eligible DillS.........c.ouoiiiii e 242 295
OLNEY SECUMTIES ......vviiieiieiei it b bbb bbbt bbb eb e 17 59
22,092 25,231

1

Includes government guaranteed bonds.
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7  Trading liabilities

30Sep 2017 31 Dec 2016

$m $m

Other liabilities— Net SNOI POSITIONS.........cceviiiiriieiicire e 3,655 3,589
Customer trading HabilitiES .........ccveririeirr 388 152
Trading liabilities due to Other DANKS............cciiiiiiii s 141 43
4,184 3,784

8 Financial liabilities designated at fair value

On 10 April 2017 the bank fully redeemed, in accordance with their terms, 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.
Please refer to Note 13 for more information on the subordinated debentures. As of 31 December 2016, the carrying amount
of financial liabilities designated at fair value was $403m and was $3m higher than the contractual amount at maturity while
the cumulative amount of changein fair value attributable to changes in credit risk was a $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 30 Sep 2017
Assets
Tragding @SSELS......cccvevreeeririeieireeieiree ettt 4,184 1,495 — 5,679
DENVALIVES. ...ttt — 3,704 1 3,705
Financial investments: available-for-sale .........c.cocovvvvnnnsnenene 18,123 3,969 — 22,092
Liabilities
Trading liaDiliTieS......c.cueureeeeereeieee e 3,367 816 1 4,184
DENVALIVES. ...t — 3,558 1 3,559
At 31 Dec 2016
Assets
Tragding @SSELS......cccvevreeeririeieireeieiree ettt 5,488 800 — 6,288
DENVALIVES. ...t — 3,849 1 3,850
Financial investments: available-for-sale 21,396 3,835 — 25,231
Liabilities
Trading liaDilTieS......c.cueuveeieiieeieee e 3,370 411 3 3,784
Financial liabilities at far Value..........cocovvevvrennnerrrcsersnene — 403 — 403
Derivatives — 3,837 1 3,838

During 2017 and 2016, there were no significant transfers between Level 1 and 2.
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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 $m $m

AT L JAN 2007 ...ttt sttt e a et bt re et e b e eaesrennenearans 1 3 1
S EMENES ...ttt bbb bbbkttt bbbttt (1) ) @)
Transferin .... . 1 — 1
AT 30 SEP 2017ttt ettt 1 1 1

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

Derivatives fortrading  Derivatives

$m $m $m

AL L BN 20D6 ...ttt bbbttt — 6 —
SEEEMENES. ...t — 2 —
THANSFEN TNttt r et 2 — 2
AL 30 SEP 20T6.......eceeeeieeirieieirieie sttt bbbttt 2 4 2

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

liahilities held at the end of the reporting pPeriod.............ccoeeeeeveeeeevceeeeeeeens — — —

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 Annua Report and Accounts.

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

30 Sep 2017 31 Dec 2016
Carrying Fair Carrying Fair
amount value amount value
$m $m $m $m
Assets

Loans and advances to banks..... . 641 641 1,071 1,071
Loans and advances t0 CUSLOMENS ......c.cccveereererereereniesieseeneseeseeeens 48,767 48,727 46,907 46,931
Reverse repurchase agreements..........ceveeeeeeeeeseeeeeeeeenes 5,744 5,744 5,938 5,938

Liabilities
Deposits by banks..........ccocciciiiiiiicece 1,308 1,308 946 946
CUSLOMEY @CCOUNES .....eveuveueereteiee et ete st sre e s e sneneas 55,229 55,241 56,674 56,706
RePUIrchase agreBments..........coveeereienreneenrie s 3,955 3,955 4,345 4,345
Debt SECUNTIES IN ISSUE......vcveeeieieeeietee e 9,762 9,788 10,256 10,361
Subordinated [1ahilitieS..........cceevvererrereere e 1,039 1,020 1,039 1,024



HSBC BANK CANADA

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

10 Notes on the statement of cash flows

Nine months ended

30 Sep 2017 30 Sep 2016

$m $m

Non-cash items included in profit before tax
Depreciation and @mMOITiZBLHION...........cccoerueeririeieeee et b s se b se b b e e seenas 31 30
Share-based payment EXPENSE .........ccierieerrieeerr s 7 7
Loan impairment (recoveries)/charges and other credit risk proviSions...........cooeeeevreceenenineecnennns (109) 168
Charge for defined benefit pension PIanS........ ..o s 14 12
(57) 217

Change in operating assets
Change in prepayment and aCCrued iNCOME ........c.cueueueuireieiireieiereieee e (45) (38)
Change in net trading securities and Net deriVatiVeS..........ccccceriiciieieiiiceeeeer s 714 (261)
Change in loans and advanCes to CUSIOMENS..........cceueuirieiiieieiereieere bbb (1,751) 951
Change in reverse repurchase agreements - NON-trading .........ccccereieeieieeeeeeeee s (14) 372
Change iN OtNEN @SSELS........cueuiuiuiieieieieieieieieieie ettt ettt ettt bbbt bbbt e b eb et e bbb bebetesebetns (1,200) (1,059)
(2,296) (35)
Change in operating liabilities

Change in accruals and deferred INCOME .........ouceirireiririe ettt es (49) (47)
Change in deposits By DaNKS..........cccuiiiiiiiiiiiieece bbb 362 (1,487)
Change iN CUSIOMEN @CCOUNES..........c.eueuiuiuereiireieiereeeiereterereteiereteseb st b bbb bbbt b b bbb bbbt eserenens (1,445) a75)
Change in repurchase agreements — NON-tradiNng .........c.ceueueueieuireieeieieereceree s (390) (946)
Change in debt SECUMTIES TN ISSUE........c.cuiuiuiuiriiiiiiicieieieieicie ettt (491) (452)
Change in financial liabilities designated at fair ValUE..........ccceciiiciciiiccricccceceeeeeeeeee 3) (©)]
Change in Other HahIITLIES ......coveueiieee ettt es 425 2,956
(1,591) (160)

Cash and cash equivalents

At30Sep 2017 At 30 Sep 2016

$m $m
Cash and balances at central DaNK .............cccccieiiiiiiicce s 49 51
Itemsin the course of collection from other banks, NEL...........ccccriirciircce e (166) (91)
Loans and advances to banks of one month or less....... 641 1,575
Reverse repurchase agreements with banks of one month or 1€Ss..........ccccveennriecnncieissecne 235 265
T-Bills and certificates of deposits — three months OF 1€SS..........c.coiireiinceirreer e 64 75

823 1,875
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11 Contingent liabilities, contractual commitments and guarantees

Guarantees and other contingent liabilities
Guarantees and irrevocable | etters of credit pledged as collateral security

Commitments
Undrawn formal standby facilities, credit lines and other commitments to lend
Documentary credits and short-term trade-related transactions

12 Related party transactions

30 Sep 2017 31 Dec 2016
$m $m

5,288 5,780
38,168 38,493

549 483

38,717 38,976

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

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

Quarter ended Nine months ended
30 Sep 2017 30Sep2016 30 Sep 2017 30 Sep 2016
$m $m $m $m
Income Statement

Interest income.... 5 3 15 10
INEErESE EXPENSE.....cuvieiieieieie e senenas (14) (12) (40) (27)
FEEINMCOME ...ttt 6 2 21 12
FEE BXPENSE ...t (3) (0] (8) 4)
Other operating income 17 16 52 43
General and adminiStrative EXPENSES ........covveveereeieeeeeieenesieeeeeieens (41) (43) (118) (124)
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Notes on the Consolidated Financial Statements (unaudited) (continued)

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

Y ear of
Maturity 30 Sep 2017 31 Dec 2016

Interest rate (%) $m $m
Issued to Group

3 month Canadian Dollar Offered Rate plus 1.92" ... 2028 1,000 —

3 month Canadian Dollar Offered Rate plus 1.735° 2023 — 1,000
Issued to third parties

B.80% ..o 2022 — 403

30 day bankers' acceptance rate plus 0.50..........ccoururueerirerenenirieereeeeeses s 2083 39 39
Total debt and dEDENTUIES.........o.ciiiieiirerie e 1,039 1,442

Less: designated at fair vaue......... — (403)
Debt and debentures at amortized COSL..........cc.eeeririeinirirenireseesreee e 1,039 1,039

1 Theinterest is payable at an annual rate equal to the 3 month Canadian Dollar Offered Rate plus 1.92%. The subordinated debt was issued

on 5 June 2017 and includes non-viability contingency capital (NVCC) provisions, necessary for the instrument to qualify as Tier 2 regulatory
capital under Basel 111. Inthe event that OSFI determines that a regulatory defined non-viability trigger event has occurred, NVCC provisions
require the full and permanent write off of the subordinated debt.

The interest rate was fixed at 2.6576% until March 2017 and thereafter interest was payable at an annual rate equal to the 3 month Canadian
Dollar Offered Rate plus 1.735%. On 5 June 2017 the bank redeemed this liability to Group at 100% of its principal amount plus accrued
interest to the redemption date.

% The interest rate was fixed at 4.80% until April 2017 and thereafter interest was payable at an annual rate equal to the 90 day bankers’
acceptance rate plus 1.00%. These debentures were 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.

14 Legal proceedings and regulatory matters

The bank is subject to anumber 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 amaterial effect on its consolidated balance
sheet or its consolidated income statement.

15 Events after the reporting period

There have been no material events after the reporting period which would require disclosure or adjustment to the 30
September 2017 consolidated financial statements.

These financial statements were approved by the Board of Directors on 27 October 2017 and authorized for issue.
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HSBC BANK CANADA

Shareholder Information
I

PRINCIPAL ADDRESSES

Vancouver:

HSBC Bank Canada

885 West Georgia Street
Vancouver, British Columbia
Canada VV6C 3E9

Tel: (604) 685-1000

Fax: (604) 641-3098

Toronto:

HSBC Bank Canada
70 York Street
Toronto, Ontario
CanadaM5J 1S9

Media Inquiries:

English: (416) 868-3878 or

(604) 641-1905

English or French (416) 868-8282

HSBC BANK CANADA
SECURITIES ARE LISTED ON
TORONTO STOCK EXCHANGE

HSBC Bank Canada

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

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

TRANSFER AGENT AND
REGISTRAR

Computershare Investor Services Inc.
Shareholder Service Department

8th Floor, 100 University Avenue
Toronto, Ontario

CanadaM5J2Y1

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 ServicesInc.,
at their mailing address or by e-mail to
service@computershare.com.

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

HSBC Bank Canada
Shareholder Relations -

Finance Department

4th Floor

2910 Virtual Way

Vancouver, British Columbia

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
15 December

Payable Date
31 December

Designation of eligible dividends:

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

© Copyright HSBC Bank Canada 2017

All rights reserved

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

Published by HSBC Bank Canada, Vancouver, BC.

Printed by Lowe Martin, Mississauga, ON
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