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HSBC BANK CANADA

Second Quarter 2018 Interim Report

Highlights

For the quarter and half-year ended 30 June 2018 compared with the same periods in the prior year (unless otherwise stated).

Quarter ended 30 June:
— Total operating income: Up $74m or 14.9%
—  Profit before income tax expense: Up $19m or 8.3%

— Profit attributable to the common shareholder: Up $13m or
8.2%

—  Return on average common equity': 14.7% (2017: 13.3%)
—  Operating leverage/jaws': 9.9% (2017: (11.2)%)

As at 30 June:

— Total assets: $100.5bn (31 Dec 2017: $96.4bn)

— Common equity tier 1 capital ratio: 10.9% (31 Dec 2017:
10.5%)

— Tier I ratio: 13.0% (31 Dec 2017: 12.4%)
Total capital ratio: 15.6% (31 Dec 2017: 14.7%)

HSBC Bank Canada maintained strong momentum in total
operating income growth, up by $74m, or 14.9%, for the second
quarter of 2018 and $109m, or 10.9%, for the first half of the year.
Results were driven by strong performance across all of our global
businesses led by loan growth, the benefit of higher interest rates
and increased trading revenue.

Commercial Banking reported the highest lending balance
growth since 2010 and double digit operating income growth in a
number of business segments. This contributed to an increase in
total operating income of $23m, or 10.6%, and $33m, or 7.6%, for
the quarter and half-year respectively. In Global Banking and
Markets increased derivative sales to our global clients in rates
and foreign exchange products, infrastructure debt capital markets
transactions and higher interest income led to an increase in total
operating income of $24m, or 35.3%, and $26m, or 18.8%, for the
quarter and half-year, respectively. Retail Banking and Wealth
Management continued to achieve strong growth in total
relationship balances (comprised of lending, deposits and wealth
balances) and to grow market share in deposits and mortgages.
This resulted in an increase in total operating income of $16m, or
9.5%, and $35m or 10.8%, for the quarter and half-year
respectively.

Strong credit performance led to a net recovery position in the
change in expected credit losses”, although this has reduced from
the elevated recovery levels experienced in 2017.

Half-year ended 30 June:

— Total operating income: Up $109m or 10.9%

—  Profit before income tax expense: Up $27m or 5.7%

—  Profitattributable to the common shareholder: Up $9mor2.7%
—  Return on average common equity': 14.7% (2017:14.4%)

—  Operating leverage/jaws’: 7.3% (2017: (10.8)%)

We continue to invest in growing our business and making it
more convenient for our customers to bank with us. Operating
expenses increased by $16m, or 5%, for the second quarter and
$23m, or 3.7%, for the first half of the year. Operating expenses
are starting to decrease in the Corporate Centre as certain
restructuring and streamlining initiatives undertaken from 2015 to
2017 are now complete.

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

“Our investments in growing our business continue to bear fruit
with progress on our strategy in all of our business lines. Revenue
increased by 14.9% and profit before tax was up 8.3% over the
same quarter in 2017. We are reporting assets of over $100bn for
the first time in our history due largely to significant growth in
Commercial Banking lending balances and residential mortgages.
And return on average equity improved to 14.7% up from 13.3%
in the same quarter last year.

“We remain focused on making banking more convenient for our
customers. At the same time we are simplifying and automating
processes giving employees more time to serve our customers.
This is particularly important as we help Canadian companies of
all sizes navigate the evolving trade environment as they look to
expand their businesses with an increasingly diverse set of trade
partners in a challenging environment.”

1 For additional information, see the ‘Use of non-IFRS financial measures’section of the Management's Discussion and Analysis.
2 Effective 1 January 2018 under IFRS 9 the term ‘change in expected credit losses’is used. The equivalent term prior to 1 January 2018 under IAS 39 is ’loan

impairment charges and other credit risk provisions’.
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HSBC BANK CANADA

Management’s Discussion and Analysis

HSBC Bank Canada (‘the bank’, ‘we’, ‘our’) is an indirectly wholly-
owned subsidiary of HSBC Holdings plc (‘HSBC Holdings’).
Throughout the Management’s Discussion and Analysis (‘MD&A),
the HSBC Holdings Group is defined as the ‘HSBC Group’ or the
‘Group’.

The MD&A is provided to enable readers to assess our financial
condition and results of operations for the quarter and half-year ended
30 June 2018, compared to the same periods in the preceding year.
The MD&A should be read in conjunction with our unaudited interim
condensed consolidated financial statements and related notes for the
quarter and half-year ended 30 June 2018 (‘consolidated financial
statements’) and our Annual Report and Accounts 2017. This MD&A
is dated 2 August 2018, the date that our consolidated financial
statements and MD&A were approved by our Board of Directors (‘the
Board’). The references to ‘notes’ throughout this MD&A refer to
notes on the consolidated financial statements for the quarter and
half-year ended 30 June 2018.

The bank has prepared its consolidated financial statements in
accordance with International Financial Reporting Standards
(‘IFRS’) and in consideration of the accounting guidelines as issued
by the Office of the Superintendent of Financial Institutions Canada
(‘OSFI’), as required under Section 308(4) of the Bank Act. 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.

Our continuous disclosure materials, including interim and
annual filings are available through a link on the bank’s website at
www.hsbc.ca. These documents and the 2017 Annual Information
Form are also available on the Canadian Securities Administrators’
website at www.sedar.com. Complete financial, operational and
investor information for HSBC Holdings and the HSBC Group,
including HSBC Bank Canada, can be obtained from its website,
www.hsbc.com, including copies of HSBC Holdings Annual Report
and Accounts 2017. Information contained in or otherwise accessible
through the websites mentioned does not form part of this report.
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Caution regarding forward-looking statements

This document contains forward-looking information, including
statements regarding the business and anticipated actions of the bank.
These statements can be identified by the fact that they do not pertain
strictly to historical or current facts. Forward-looking statements
often include words such as 'anticipates,' 'estimates’, 'expects,'
'projects,' 'intends,' 'plans,’ 'believes' and words and terms of similar
substance in connection with discussions of future operating or
financial performance. By their very nature, these statements require
us to make a number of assumptions and are subject to a number of
inherent risks and uncertainties that may cause actual results to differ
materially from those contemplated by the forward-looking
statements. We caution you to not place undue reliance on these
statements as a number of risk factors could cause our actual results
to differ materially from the expectations expressed in such forward-
looking statements. The Risk Management section in the MD&A of
our Annual Report and Accounts 2017 describes the most significant
risks to which the bank is exposed and, if not managed appropriately,
could have a material impact on our future financial results. These
risk factors include: credit risk, liquidity and funding risk, market
risk and structural interest rate risk. Additional risks that could cause
our actual results to differ materially from the expectations expressed

in such forward-looking statements include: operational risks
(including compliance, regulatory, financial crime, security and
fraud, and fiduciary risks) and reputational risks. Other factors that
may cause our actual results to differ materially from the expectations
expressed in such forward-looking statements include: general
economic and market conditions, fiscal and monetary policies,
changes in laws, regulations and approach to supervision, level of
competition and disruptive technology, changes to our credit rating,
and operational and infrastructure risks. Refer to the ‘Factors that
may affect future results’ section of our Annual Report and Accounts
2017 for a description of these risk factors. We caution you that the
risk factors disclosed above are not exhaustive, and there could be
other uncertainties and potential risk factors not considered here
which may adversely affect our results and financial condition. Any
forward-looking statements in this document speak only as of the
date of this document. We do not undertake any obligation to, and
expressly disclaim any obligation to, update or alter our forward-
looking statements, whether as a result of new information,
subsequent events or otherwise, except as required under applicable
securities legislation.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Who are we

HSBC Bank Canada 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
businesses: Commercial Banking, Global Banking and Markets, and
Retail Banking and Wealth Management. No international bank has
our Canadian presence and no domestic bank has our international
reach.

Canada is a priority market for the HSBC Group and a key player
in HSBC's work to support customers and drive growth, leveraging
its footprint across all key trade corridors, including in North
America, alongside the United States and Mexico, and with China.

The HSBC Group is one of the world’s largest banking and
financial services groups with assets of US$2,607bn at 30 June 2018.

Our strategic priorities

HSBC serves customers worldwide through an international network
of about 3,800 offices in 66 countries and territories in Europe, Asia,
North and Latin America, and the Middle East and North Africa.

Throughout HSBC’s history we have been where the growth is,
connecting customers to opportunities, enabling businesses to thrive
and economies to prosper, helping people fulfil their hopes and
dreams and realize their ambitions.

Shares in HSBC Holdings are listed on the London, Hong Kong,
New York, Paris and Bermuda stock exchanges. The shares are traded
in New York in the form of American Depositary Receipts.

In June 2018 HSBC Group set out a series of strategic priorities to
deliver revenue and profit growth, improve returns to shareholders,
and enhance the service we provide to customers. It also reviewed
how it organized itself geographically, in particular the role that each
market plays in the context of the strategy.

Use of non-IFRS financial measures

HSBC Bank Canada is part of the "international markets" group
— eight markets where HSBC is the leading international bank in
the country.

Our strategy, as disclosed in our Annual Report and Accounts
2017, aligns with the HSBC Group strategy.

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 consolidated financial
statements and are not defined under IFRS. These are considered non-
IFRS financial measures and are unlikely to be comparable to similar
measures presented by other companies. The following non-IFRS
financial measures are used throughout this document.

Return on average common shareholder’s equity is calculated
as annualized profit attributable to the common shareholder for the
period divided by average' common equity.

Return on average risk-weighted assets is calculated as the
annualized profit before income tax expense divided by the average'
risk-weighted assets.

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

Operating leverage/jaws is calculated as the difference between
the rates of change for revenue and costs.

Net interest margin is net interest income expressed as an
. 1 - .
annualized percentage of average interest earning assets.

1 Average balances are calculated using month-end balances.

Change in expected credit losses to average gross loans and
advances and acceptances is calculated as the annualized change in
expected credit losses” as a percentage of average' gross loans and
advances to customers and acceptances.

Change in expected credit losses on stage 3 loans and advances
and acceptances to average gross loans and advances and
acceptances is calculated as the annualized change in expected credit
losses” on stage 3° assets as a percentage of average' gross loans and
advances to customers and acceptances.

Total stage 3 allowance for expected credit losses to gross stage
3 loans and advances and acceptances is calculated as the total
allowance for expected credit losses relating to stage 3° loans and
advances to customers and acceptances as a percentage of stage 3?
loans and advances to customers and acceptances.

Net write-offs as a percentage of average customer advances
and acceptances is calculated as annualized net write-offs as a
1
percentage of average net customer advances and acceptances.

2 Effective 1 January 2018 under IFRS 9 the terms ‘change in expected credit losses’ and ‘stage 3 assets’ are used. The equivalent terms prior to 1 January 2018
under IAS 39 are "loan impairment charges and other credit risk provisions’and ‘impaired assets’respectively.
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Financial Highlights

(8 millions, except where otherwise stated) Quarter ended Half-year ended

30 Jun 2018' 30 Jun 2017 30 Jun 2018' 30 Jun 2017

Financial performance for the period

Total OPETAtING INCOIMIE ......eveuieiieteienieieeteeeeet ettt ettt ettt sae st e st et eseebense st sseeseneebessenseneeeen 570 496 1,111 1,002
Profit before iNCOME taX EXPENSE.....c.ceuirrieeeiriirieiietirteriet ettt sttt st ettt see e e e b sseneeneeees 247 228 498 471
Profit attributable to the common shareholder..............ccccovieiiiiiiiinicceeeeeee 171 158 344 335
Change in expected Credit LOSSES .........ccoiririiiririiuiirieieireeeere ettt 11 n/a 39 n/a
Loan impairment recoveries and other credit risk proviSions...........cccecevereeerierieerereneeeseneenes n/a 46 n/a 95
OPETALING EXPEISES ...c.veveeerereiiiteuitreetesteaeeese st seseeseseseseesesesesaesesesseseseteseseseseseseseeseseasseeneneanenene (334) (318) (652) (629)
Basic and diluted earnings per common Share ($) ........ocoeeveverirernirnininrrrrersess s 0.34 0.32 0.69 0.67

. . 2
Financial measures

Return on average common shareholder’s equity (%).. . 14.7 13.3 14.7 14.4
Return on average risk-weighted ASSEIS™ (%0) .......ovweewmovveeeeeeeeeseeeeeeeseeseeeeeeeeeeeeseeeseeesessenseees 24 2.1 23 2.2
COSt fFICIENCY TALIO (0) .vvveverierieieieieiert ettt ettt sttt ettt s et e et ss e e esee s e seeeneesenseneeneas 58.6 64.1 58.7 62.8
Operating 1eVerage/JAWS (Y0)......eveerueererieieteeerietetesteseetesteteseetessetesessessesessesseneesessenseneeseseneeneas 9.9 (11.2) 73 (10.8)
NEt INLETESt MATZIN (Y0)..vveveverieeirieietietereieeee ettt ettt et et be e st sseaeseesesseneeneesenseneenesseneesene 1.62 1.49 1.54 1.47
Change in expected credit losses to average gross loans and advances and acceptances® (%) ..... n/a n/a n/a n/a

Change in expected credit losses on stagega loans and advances and acceptances to average
gross loans and advances and acceptances” (%0) «......covveveirirreiririeieririeieereeeee e 0.1 n/a n/a n/a

Total stage 3 allowance for expected credit losses to gross stage 3 loans and advances and

ACCEPLANCES (Y0) vevvineiieiieteerie ettt ettt ettt 39.9 33.8 39.9 33.8
Net write-offs as a percentage of average loans and advances and acceptances (%) ..........cccuevne 0.17 0.10 0.16 0.13
At period ended

30 Jun 2018' 31 Dec 2017

Financial position at period end

TOTAL ASSELS ....veeutiieeeietee ettt ettt e et e e et e et e e eteeeaaeeeaeeeabeeeteeeare e teeeareeetaeeabeeeteeeareeeaeeennen 100,529 96,379
Loans and advances t0 CUSTOIMETS ............cuevuiereeeieereerieeteeteeteereeaeeeteeteeseeeseeseeseeseeseesesseeseeseeseennas 52,907 50,337
CUSTOIMET ACCOUNES .....eouviiieiietieeteeeteeetteeeteeeteeeteeeseeeteeesseeeteeeaseeesseeaseeesaeesseeesseeaseessseasseenseeanseenseeas 57,103 57,054
Ratio of loans and advances to customer aCCOUNLS (%0) ......vevevrervrureriririniririririreeeireeeeeeeeeeeeeeeas 92.7 88.2
Common Shareholders” EQUILY ........covvveueriririeirieieic ettt 4,506 4,860

Capital measures®

Common equity tier 1 capital ratio (‘CET1’) (%) . . 10.9 10.5
THEE 1 TATIO (0.t 13.0 12.4
Total capital TAtIO (%) ....oveviiiieiiiiicicic e 15.6 14.7
Leverage ratio (90) ...c.ooueucuiiiiiiiiiieiceiictce e 4.4 4.9
Risk-weighted ASSEES et e e e e et ee et e e et e e e e e et e e e e e e e e s eee e e eee e e eeen 39,841 45,035
Liquidity COVETage Tatio (%0) .....ccerueueuiiriiiiiiieieiiieieiceeietee st 130 137
1 Effective 1 January 2018 the bank adopted IFRS 9 Financial Instruments (‘IFRS 9°) on a retrospective basis without restatement of prior periods. Results from
prior periods are reported in accordance with IAS 39 Financial Instruments: Recognition and Measurement (‘IAS 39°).
2 Refer to the ‘Use of non-IFRS financial measures’section of this document for a discussion of non-IFRS financial measures.
The bank assesses capital adequacy against standards established in guidelines issued by OFSI in accordance with the Basel III capital adequacy framework.
4 Effective 1 January 2018 under IFRS 9 the terms ‘change in expected credit losses’ and ‘stage 3 assets’ are used. The equivalent terms prior to 1 January 2018
under IAS 39 are ’loan impairment charges and other credit risk provisions’and ‘impaired assets’ respectively. n/a is shown where the bank is in a net recovery
position resulting in a negative ratio.
5 InJanuary 2018, OSFI announced its decision to update the existing capital floor for institutions using advanced approaches for credit risk and operational risk.

Effective for the second quarter of 2018, the capital floor is based on the Standardized approach under Basel Il framework with the floor factor transitioned in
over three quarters. The floor factor is set at 70% for the second quarter of 2018, increasing to 72.5% in the third quarter of 2018 and 75% in the fourth quarter
of 2018.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Financial performance

Summary consolidated income statement Quarter ended Half-year ended
30 Jun 2018" 30 Jun 2017 30 Jun 2018" 30 Jun 2017
$m $m $m $m
NEt INEETEST INCOIMIE ...ttt ettt ettt sttt a bt s et be e eaenens 319 285 625 567
INEE B INCOMIE .....cnviietcieiet ettt ettt sttt b et be e aebens 179 165 334 325
Net income from financial instruments held for trading (2017: Net trading income)................... 39 22 75 53
Other itemS Of INCOMIC.......cc.euiiriieiiirictcirteice ettt ettt se e st et sneaene 33 24 71 57
TOtal OPETAtING TNCOIMIE ......eveneeiieteieneeeeetenteet et steeeteete ettt eaesaeteseesesseneeseesenseneesesseneesensenseneesen 570 496 1,111 1,002
Change in expected credit 10SSES .......ccvvvrvereeeeereenens 11 n/a 39 n/a
Loan impairment recoveries and other credit risk proviSions...........cceceverveeeerieireneerieenereenes n/a 46 n/a 95
INEt OPEIAING INCOIMNC .. .vvevieteeieiirteietietetest st etet et eeesteseeses e tene et e seseesessesseseeseseneeneesenseneesesseneesenne 581 542 1,150 1,097
TOtal OPETALINE EXPEIISES. .. euveureriererrenteriatenteseeseseesteseetesseneesesseseesessesseseesessenteseesenseseesesseneesessenseneesen (334) (318) (652) (629)
OPETALING PLOTIL. vttt ettt ettt st e ettt e et e st b e e st eseseesees e seneeneesenseneeneas 247 224 498 468
Share of profit/(10SS) i @SSOCIALES .......eververierieriieieierieieteetet ettt sttt se s e eses e e snesseeesenne — 4 — 3
Profit before iNCOME taX EXPENSE.....c.veuirreierieiirieietirierietetertee ettt et et eseetesenessesseneesessesseneenes 247 228 498 471
TNCOME TAX EXPEIISC.......ecvvierietieeieiteeteeteete et et e ete et e steeteeteeaeeasesseeseessesseessensesseessenseeseensesseeseessesseennan (67) (60) 135) (117)
Profit for the period... 180 168 363 354

1 Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in

accordance with IAS 39.
Performance by income and expense item

Net interest income

Net interest income for the second quarter of 2018 was $319m, an
increase of $34m, or 11.9%, compared with the same period in the
prior year. Net interest income for the first half of 2018 was $625m,
an increase of $58m, or 10.2%, compared with the first half of 2017.
Contributing to the increase for both the quarter and the year-to-date
are strong growth in both lending and deposits within Retail Banking

Summary of interest income by types of assets

and Wealth Management and higher loans and advances in
Commercial Banking. In addition, we benefited from margin
improvements as a result of the Bank of Canada interest rate increases
in 2017 and early 2018. This was partially offset by lower interest
recoveries on impaired loans and lower Commercial Banking
deposits.

Quarter ended Half-year ended
30 Jun 2018 30 Jun 20172 30 Jun 2018’ 30 Jun 2017°
Average Interest . Average  Interest ) Average Interest . Average  Interest )
balance income  Yield  balance  income  Yield balance income  Yield  balance  income  Yield
$m $m % $m $m % $m $m % $m $m %
Interest income
Short-term funds and
loans and advances to
banks ........cccoeveiriennen 799 2 0.92 861 — 0.34 823 3 0.64 1,235 1 0.23
Loans and advances
to customers................ 48,454 435 3.60 46,564 383 3.30 50,922 859 3.40 46,279 748 3.26
Reverse repurchase
agreements - non-
trading .........o.covveenee.. 6,162 26 1.69 7,687 12 0.63 6,169 50 1.63 7,618 24 0.64
Financial investments. 23,286 112 1.92 21,798 57 1.05 23,382 203 1.75 22,687 130 1.16
Other interest-earning
ASSELS v 340 1 0.67 — — 0.00 319 1 0.43 — — 0.00
Total interest-earning
aSSEtS (A) v 79,041 576 2.92 76,910 452 2.36 81,615 1,116 2.76 77,819 903 2.34
Trading assets and
financial assets
designated at fair
value ..o, 5,248 28 2.16 6,919 17 1.00 5,230 52 1.97 6,761 32 0.97
Non-interest-earning
ASSELS ...eveniriccereane 14,149 — — 12,231 — — 11,219 — — 11,310 — —
Total ..o 98,438 604 2.46 96,060 469 1.96 98,064 1,168 2.40 95,890 935 1.97
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Summary of interest expense by type of liabilities and equity

Quarter ended Half-year ended
30 Jun 2018" 30 Jun 2017 30 Jun 2018" 30 Jun 2017
Average Interest Average  Interest Average Interest Average  Interest
balance expense Cost  balance  expense Cost  balance expense Cost  balance  expense Cost
$m $m Yo $m $m % $m $m % $m $m %

Interest expense
Deposits by banks” ... 851 — 0.05 829 — 0.14 847 1 0.26 889 — 0.11

Financial liabilities
designated at fair
value - own debt

iSSued....cevereiiiieieans - - - 40 - 1.47 - - - 220 1 1.22
Customer accounts’.... 50,875 142 1.12 49,321 94 0.76 50,807 273 1.09 49,328 178 0.73
Repurchase
agreements - non-
trading ovveeeereereeeeenne 7,726 30 1.53 5,895 11 0.74 6,905 53 1.55 5,647 19 0.67
Debt securities in
issue and
subordinated debt........ 12,207 76 2.50 10,204 48 1.89 11,936 145 245 10,285 109 2.14
Other interest-bearing
liabilitieS. . momeeoee 1,713 9 2.26 2,421 14 2.35 1,761 19 2.20 2,415 29 2.44
Total interest bearing
liabilities (B).......c.coeveue.... 73,372 257 1.40 68,710 167 0.97 72,256 491 1.37 68,784 336 0.99

Trading liabilities and
financial liabilities
designated at fair
value (excluding own

debt iSSued)3 ............... 2,715 15 2.16 3,693 12 1.24 2,808 30 2.13 3,756 22 1.18
Non-interest bearing
current accounts ......... 6,081 — — 6,090 — — 6,152 — — 6,129 — —

Total equity and other
non-interest bearing

liabilities 16,271 — — 17,567 — — 16,848 — — 17,221 — —
Total ............ 98,439 272 1.11 96,060 179 0.75 98,064 521 1.07 95,890 358 0.75
Net interest income (4-B) 319 285 625 567

1 Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in
accordance with I4S 39. Refer to the table ‘Reconciliation of consolidated balance sheet as at 31 December 2017 and 1 January 2018 ’in note 1 of the consolidated
financial statements for further details of balance sheet presentation changes.

2 Certain prior period amounts have been reclassified to conform to the current period presentation.

3 Interest income and expense on trading assets and liabilities is reported as "Net income from financial instruments held for trading’in the consolidated income
statement.

4 Includes interest-bearing bank deposits only.

5 Includes interest-bearing customer accounts only.

Net fee income

Quarter ended Half-year ended

30Jun 2018  30Jun2017' 30 Jun2018 30 Jun 2017

$m $m $m $m

18 17 34 33

4 2 5 4

16 13 29 26

74 65 141 132

48 50 95 95

3 2

2 3 4

12 14 25 23

9 7 17 15

UNAETWITHINE ...ttt ettt ettt et b ettt b et b st et et be st saebe et esesenes 17 11 24 23

FEE IMCOME ...ttt bttt ettt b et a bt ene e nes 202 183 378 360
LLeSS: RO EXPEIISE ...ttt ettt ettt ettt ettt b ettt b et bbbt b et e e bttt nes (23) (18) 44) (35)

INEE FEE INCOMIC. ...ttt ettt ettt b et bbb et et bes e et ebenesenene 179 165 334 325

1 Certain prior period amounts have been reclassified to conform to the current period presentation.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Net fee income for the second quarter of 2018 was $179m, an increase
of $14m, or 8.5%, compared with the same period in the prior year.
Net fee income for the first half of 2018 was $334m, an increase of
$9m, or 2.8%, compared with the first half of 2017. The growth for
both the quarter and the year-to-date were driven by higher volumes

Net income from financial instruments held for trading

Trading activities
Credit valuation, debit valuation, and funding fair value adjustments
Net interest from trading activities
Hedge ineffectiveness

Net income from financial instruments held for trading (2017: Net trading income)

Net income from financial instruments held for trading for the second
quarter of 2018 was $39m, an increase of $17m, or 77.3%, compared
with the same period in the prior year. Net interest from trading
activities increased primarily due to the impact of higher yields on
trading instruments. Trading activities increased mainly due to higher
derivative sales to our global clients in rates and foreign exchange
products within Global Banking and Markets. In addition, hedge

Other items of income

for both credit facility fees and credit card fees, and higher
underwriting fees and payment facilitation fees in Global Banking
and Markets. This was partially offset by an increase in fee expenses
relating to enhanced credit card rewards and incentives together with
higher trustee and investment advisory fees.

Quarter ended Half-year ended

30Jun2018  30Jun2017 30Jun2018  30Jun2017

$m $m $m $m

................... 23 18 50 44

................... — 1 1 1

................... 13 6 22 11
................... 3 3) 2 3)

................... 39 22 75 53

ineffectiveness led to a gain in the current year compared with a loss
in 2017.

Net income from financial instruments held for trading for the
firsthalfof2018 was $75m, an increase of $22m, or 41.5%, compared
with the firsthalf of2017 for the same reasons as stated for the quarter.

Changes in fair value of long-term debt (2017: Net expense from financial instruments

designated at fair value)
Gains less losses from financial investments

Other Operating IMCOME........c.ccoveueuiirieueiieirieteteteiesert ettt st seb e neaeneas

Other items of income

Other items of income for the second quarter of 2018 were $33m, an
increase of $9m, or 37.5%. Other items of income for the first half
of 2018 were $77m, an increase of $20m, or 35.1%, compared with
the first half of 2017. The increase for both the quarter and year-to-

Change in expected credit losses'

Change in expected credit loss- performing loans (stage 1 and 2) - (recovery)
Change in expected credit loss- non-performing loans (stage 3) - charge/(recovery)

Change in expected credit loss
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Quarter ended Half-year ended
30 Jun 2018 30 Jun2017 30 Jun 2018 30 Jun 2017
$m $m $m $m
................... — ) — “
................... 5 3 27 21
................... 28 22 50 40
................... 33 24 77 57

date is primarily due to higher income from HSBC Group entities for
software development activities performed by the bank, and higher
gains on the disposal of financial investments arising from the re-
balancing of the bank’s liquid asset portfolio.

Quarter Half-year
ended ended
30 Jun 2018' 30 Jun 2018’
$m $m
(€2)) 3
......................................................................... 10 (36)
......................................................................... an 39)




14S 39 comparative

COlIECHIVELY ASSESSEA TECOVETIES .....vueeviurenieiirtiteiietestent et eete et et et e et e eb e st es e ettt e e es e ettt e st e bt s s e st eb et ensesees et es e eb e e s e e e st ek et entesese et eseebenseneenn

INdiVidUAILy ASSESSEA TECOVETIES .....vuetiienieiirtiteiietest ettt ettt eh e sb et s ettt e st ettt e st e bt s e et eb e b et es e es et e st eb e e b e s e st et et et ese st et ebeebenaeneenn

L0AN IMPAITTIENE TECOVEIIES ....evttiuietirterteutettetet ettt et st et et et et es e ese st eatebeabesees e ettt esees e st e e es e ebesae st es et et entes e st entebesae st eseebe b eneene st eneenene

Oher CTEAIt TISK PIOVISIONS .....euitiiieiietiteieitrtet ettt ettt h s bt es ettt e e st ea et e st eb e s e et eb et et es e eb et e st eb e e b et ene et et e st ese st et ebeebenaeneenn

Net loan impairment recoveries and other credit risk provisions..............coceveeeuene

Quarter Half-year
ended ended

30 Jun2017" 30 Jun 2017’

$m $m
© (19)
(3) (39)
(12) (58)
(34 37
............................................................................ (46) 95)

1 Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in

accordance with IAS 39.

The change in expected credit losses for the quarter resulted in a
recovery of $11m compared with loan impairment recoveries and
other credit risk provisions of $46m for the same period of the prior
year. The recovery in the quarter is primarily as a result of provision
releases from improving credit conditions for specific energy services
customers and improvements in forward looking economic factors.
This was partially offset by a charge of $10m in the non-performing
portfolio mainly relating to the construction industry.

The change in expected credit losses for the first half of the year
resulted in a recovery of $39m compared with loan impairment

Total operating expenses

Employee compensation and Denefits ..........cocoeeoevrveerinieieninineinrecreneeeseeeeens
General and adminiStrative EXPEISES ........cerveueverierereririereirieiererisieseentesesesesseseennene

Depreciation of property, plant and equipment..

Amortization of intangible aSSETS ........c.covveerrreiiiririeiirieieeree e

Total OPErating EXPENSES ......evrveveuirerrereiriereinteteitrteteseestetesesteseset e e teseeseeseseeas

Total operating expenses for the second quarter of2018 were $334m,
an increase of $16m, or 5% compared with the same period in the
prior year. The increase relates to strategic investments in our global
businesses to drive future growth, such as investing in our people and
technology. This was partially offset by lower operating expenses in
the Corporate Centre as certain restructuring and streamlining
initiatives undertaken from 2015 to 2017 are now complete, and lower
costs related to a reduction in our office space.

Share of profit/loss in associates
Share of profit/loss in associates for the second quarter and first half
of 2018 was nil compared with a gain of $4m and $3m for the same

periods in the prior year. The share of profits represents changes in
the value of the bank’s investments in private equity funds.

recoveries and other credit risk provisions of $95m for the same
period of the prior year. The recovery in the current year is driven by
the effects discussed above, together with the continuing
improvements in several sectors, most notably energy services, and
allowance reversals relating to certain construction, contracting
services and real estate companies.

The elevated recoveries in 2017 were driven by significant
reversals of specific provisions in the oil and gas industry, as well as
releases in collective provisions, reflecting overall improvement in
credit quality.

Quarter ended Half-year ended
30 Jun 2018 30Jun2017 30 Jun 2018 30 Jun 2017
$Sm $m $m $m
...................... 178 173 360 354
...................... 144 133 270 254
8 9 16 16
...................... 4 3 6 5
...................... 334 318 652 629

Total operating expenses for the first half of 2018 were $652m,
an increase of $23m, or 3.7% compared with the first half of 2017.
In addition to the factors affecting the quarter, there was also a one—
off provision release in the first quarter of 2018.

Income taxes expense

The effective tax rate in the second quarter of 2018 was 27.1%,
which is close to the statutory tax rate. The effective tax rate for
the second quarter of 2017 was 26.3%.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Movement in financial position

Summary consolidated balance sheet

ASSETS

Cash and balances at central bank ............ccccooevieinierieiiinieieeseeeeeee s
TIAQING ASSCLS ... vttt ettt ettt ettt sttt
DIETIVALIVES ..ottt ettt ettt et b et es e st e ebe b e e eseebenseseesassenaesensens

Loans and advances .............cccuevvevennenene

Reverse repurchase agreements — NON-trading .........coceeeeeveueerinerenreerennecnnnenes
Financial INVEStMENLS............ccciiiiiiiiiiiiciccccc e
Customers’ liability under acCeptances............c.coveueririeueirieieirinieeireereeneeeneenenes
OBHET SSELS ....veeiiiiici bbb
TOTAL ASSELS ......veeiieiici e

LIABILITIES AND EQUITY
Liabilities

Deposits DY DANKS .....c.covvveueuiiieiiirieeeecre ettt
CUSTOIMET ACCOUNLS «....oeeveeeteeeaeeereeseeetessesceeses st eaese e ese st esesebesseneaesenens
Repurchase agreements — NON-trading ..........eueervreeeeririeieinnieinineicreseeee e

Trading liabilities

DIETIVALIVES ...euvvieeiieicaireetct ettt ettt ettt sttt sttt ses
Debt SECUIIEIES I ISSUE......veueurieiirieieieiieteetrtete sttt ettt ettt
ACCEPLANCES ...vveneiieteiet ettt sttt ettt ettt b et ettt ettt be e
Other Habilites. ...c.veveveirieieirieieiirieieee ettt
TOtal HADILIIES ..c.evveinieeieiiieiei ettt

TOLAL EUILY eeeveuveeieeiieiieteete ettt sttt st e e s be et s se s eneenennens

Total liabilities and EQUILY.......cceeuereririeieirereeeer e

30 Jun 2018' 31 Dec 2017

$Sm $m

........................................................................... 58 411
........................................................................... 5,649 5,373
........................................................................... 3,524 3,675
53,633 51,558

........................................................................... 5,286 6,153
........................................................................... 22,655 22,913
........................................................................... 5,776 4,801
........................................................................... 3,948 1,495
........................................................................... 100,529 96,379
........................................................................... 1,001 1,696
........................................................................... 57,103 57,054
........................................................................... 6,415 4,604
3,301 3,701

........................................................................... 3,415 3,516
........................................................................... 12,092 10,820
........................................................................... 5,782 4,801
........................................................................... 6,064 4,477
........................................................................... 95,173 90,669
........................................................................... 5,356 5,710
........................................................................... 100,529 96,379

1 Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in
accordance with IAS 39. Refer to the table “Reconciliation of consolidated balance sheet as at 31 December 2017 and 1 January 2018 " in note 1 of the consolidated

financial statements for further details of balance sheet presentation changes.

Assets

Total assets at 30 June 2018 were $100.5bn, an increase of $4.2bn,
or 4.3%, from 31 December 2017. Loans and advances increased by
$2.1bn, reflecting strong growth across all of our global businesses
with increased lending to both existing and new clients in
Commercial Banking, higher residential mortgages in Retail Banking
and Wealth Management and higher term lending activities and new
customers in Global Banking and Markets.

Other assets increased by $2.5bn primarily relating to higher
balances in settlement and suspense accounts at the period end and
presentation changes' compared with the prior year. Customers’
liability under acceptances increased by $1bn, due to higher volumes
of acceptances.

These increases in assets were partially offset by a reduction in
reverse repurchase activities of $0.9bn due to cash management
activities.

Liabilities

Total liabilities at 30 June 2018 were $95.2bn, an increase of $4.5bn,
or 5%, from 31 December 2017. Higher repurchase volumes and
balance sheet management activities led to an increase in non-trading
repurchase agreements of $1.8bn. Other liabilities increased by
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$1.6bn, primarily relating to higher balances in settlement accounts
atthe period end which were offset by a reduction in accounts payable
balances and mortgages sold with recourse. Debt securities in issue
increased by $1.3bn due to the new issuance of medium term notes
during the quarter. Acceptances increased by $1.0bn which
corresponds to the movement within assets.

The increases discussed above were partially offset by areduction
in deposits by banks of $0.7bn. In addition, trading liabilities reduced
by $0.4bn due to lower short positions held at period end and
presentation changes'.

Equity

Total equity at 30 June 2018 was $5.4bn, a decrease of $0.4bn from
31 December 2017 due to dividends paid on common shares and
preferred shares net of profits generated in the period.

1 Refer to the table ‘Reconciliation of consolidated balance sheet as at 31 December

2017 and 1 January 2018’ in note 1 for further details of balance sheet presentation
changes.



Global businesses

We manage and report our operations around the following global businesses: Commercial Banking, Global Banking and Markets, and Retail

Banking and Wealth Management.

Commercial Banking

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

sized enterprises to publicly quoted companies.

Review of financial performance

Summary income statement

Net INErest INCOMIE .......uvvuiiiiiieiiieieieieieieie ettt
NON-INEETESE INCOME......eeutieiiieiiirietcieteietrt ettt ettt saene
Total OPErating INCOIMIE ......c.veuvereetenienieteeteeeee ettt sttt ete et eseseeseesesbeneeneeseseneeneas
Change in expected credit LoSSES .........covieeririeiioiniiieiirceeee e
Loan impairment recoveries and other credit risk provisions............ceceeeevvererieenne

Net operating iNCOME .......covevrereerieieenieieieeieeee e
Total operating expenses...........

Profit before iNCOME taX EXPENSE.....c..eirreeeririirieiererieiereeteiee et seeseeseseseenes

Quarter ended Half-year ended

30Jun2018'  30Jun2017 30 Jun2018' 30 Jun2017

$m $m $m $m

................... 145 130 284 263
................... 94 86 181 169
................... 239 216 465 432
................... 13 n/a 47 n/a
................... n/a 47 n/a 86
252 263 512 518

) 102) 95) 205) (189)

................... 150 168 307 329

1 Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in

accordance with IAS 39.

Overview

Total operating income in Commercial Banking for the second
quarter of 2018 was $239m, an increase of $23m, or 10.6%, compared
with the second quarter of 2017. Total operating income for the first
half of 2018 was $465m, an increase of $33m, or 7.6%, compared
with the first halfof2017 - with double digit operating income growth
in a number of business segments, including the Ontario region,
Commercial Real Estate and International Subsidiary Banking.

Building on the expansion started in 2017 we have invested in
sales transformation and streamlined processes to increase customer
acquisition and product penetration, and improve our position in key
trade corridors. For example, this quarter, we introduced HSBCnet
mobile app facial recognition and Aki, our first digital employee,
speeding up routine transactions. Customers are recognizing the
value of our efforts: with lending balance growth at its highest level
since 2010; and all customers rating our domestic account onboarding
as good or excellent in the most recent month.

Profit before income tax for the second quarter of 2018 was
$150m, adecrease of $18m, or 10.7%, compared with the same period
in the prior year. Profit before income tax for the first half of 2018
was $307m, a decrease of $22m, or 6.7%, compared with the first
half of 2017. The decrease was driven by lower recoveries on
expected credit losses and anticipated higher operating expenses to
drive business growth, partially offset by higher operating income.

Financial performance by income and expense item

Net interest income for the second quarter of 2018 was $145m, an
increase of $15m, or 11.5%. Net interest income for the first half of
2018 was $284m, an increase of $21m, or 8%, compared with the
firsthalfof 2017. The growth reflects higher loans and advances from
new and existing customers and improved margins from the Bank of
Canada interest rate increases. This is partly offset by lower interest
recoveries on impaired loans. Deposit balances were also lower due
to portfolio transfers between global businesses', expected seasonal
reductions and the impact of the US Tax reforms and resulting

repatriation of balances to the US.

Non-interest income for the second quarter of 2018 was $94m, an
increase of $8m, or 9.3%, compared with the same period in the prior
year. Non-interest income for the first half of 2018 was $181m, an
increase of $12m, or 7.1%, compared with first half of 2017. The
increase is primarily due to higher acceptance balances, as well as
higher foreign exchange and interest rate swaps revenue.

Change in expected credit losses for the second quarter of 2018
resulted in a recovery of $13m, compared with loan impairment
recoveries and other creditrisk provisions of $47m in the same period
of the prior year. This is primarily as a result of provision releases
from improving credit conditions for specific energy services
customers, partially offset by a charge in the non-performing
portfolio, mainly relating to the construction industry.

Change in expected credit losses for the first half of 2018 was a
recovery of $47m, compared with loan impairment recoveries and
other credit risk provisions of $86m for the first half of 2017. This is
driven by the effects discussed above and the continuing
improvements in several sectors, most notably the energy services
sector.

Total operating expenses for the second quarter of 2018 were $102m,
an increase of $7m, or 7.4%, compared with the same period in the
prior year. Total operating expenses for the first half of 2018 were
$205m, an increase of $16m, or 8.5%, compared with the first half
0of 2017. The increases reflect planned investments in technology to
better serve our customers and our people and to grow market share
in support of our strategic plan.

1 Effective 1 January 2018, $696m of Customer accounts from Commercial
Banking were reclassified to Retail Banking and Wealth Management.
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Global Banking and Markets

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

Review of financial performance

Summary income statement

Net INtErest IMCOME .....c.oouuiuiiiiiiiiiciiirctc e
NON-INEETESt INCOMIE. ......veveieiiiiiiciiri et
Total OPErating INCOME ......c.cvveveuiriereiiirieteeteiet ettt ettt ee
Change in expected credit LOSSES ........eeirreiririeeirieieerieieeree e
Loan impairment recoveries and other credit risk provisions..........c.cococecerevveuecnee
Net OPErating INCOME .....c.vveuiuiieieuirieteieirtetetete ettt ettt st stebe st eese e etebenens
Total OPEIating EXPEISES.....c.cveveueeererinirieterirteieteeeteseserseteaeseeseseseseebeseneesesenesteseseees
Profit before iNCOME tax EXPEINSE.......c.vrvereriririeriirieieiireeieienteieeee ettt seseeee

Quarter ended Half-year ended

30 Jun 2018 30Jun2017 30 Jun2018' 30 Jun 2017

$m $m $m $m

...................... 26 25 49 46

...................... 66 43 115 92

...................... 92 68 164 138

...................... ) n/a a n/a

...................... n/a — n/a 5

...................... 88 68 163 143
...................... (39) (32) 77) (67)

...................... 49 36 86 76

1 Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in

accordance with IAS 39.

Overview

Global Banking and Markets total operating income for the second
quarter of 2018 was $92m, an increase of $24m, or 35.3%, compared
with the same period in the prior year. Total operating income for the
first half of 2018 was $164m, an increase of $26m, or 18.8%,
compared with the same period in the prior year. This was driven by
increased derivative sales to our global clients in rates and foreign
exchange products, infrastructure debt capital markets transactions
and higher interest income from the impact of increased interest rates.

We continued to leverage HSBC's global network to provide
products and solutions to meet our global clients' needs with growth
focused on the North American and China trade corridors.

Profit before income tax expense was $49m for the second quarter
and $86m for the first half of 2018, an increase of $13m, or 36.1%,
and $10m, or 13.2%, respectively, compared with the same periods
in the prior year. The increase was driven by higher operating income
partially offset by lower loan impairment recoveries for the year-to-
date compared with the prior year, and higher risk and compliance
costs.

Financial performance by income and expense item

Net interest income for the second quarter of 2018 was $26m, an
increase of $1m, or 4%, compared with the same period in the prior
year. Net interest income for the first half of 2018 was $49m, an
increase of $3m, or 6.5%, compared with the first half of 2017. The
increase in net interest income for both the quarter and the year-to-
date is mainly due to the Bank of Canada interest rate increases in
2017 and early 2018.

Non-interest income for the second quarter of 2018 was $66m, an
increase of $23m, or 53.5%, compared with the same period in the
prior year. Non-interest income for the first half of 2018 was $115m,
an increase of $23m, or 25.0%, compared with the first half of 2017.
The increase in non-interest income is primarily due to higher
derivative sales and infrastructure debt capital markets transactions.

Change in expected credit losses for the second quarter of 2018 was
a charge of $4m compared with loan impairment charges and other
credit risk provisions of nil in the same period of the prior year. The
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charge in the quarter relates to a specific provision in the non-
performing portfolio relating to the construction industry. Change
in expected credit losses for the first half of 2018 was a charge of
$1m compared with loan impairment recoveries and other credit risk
provisions of $5m for the same period of the prior year. Recoveries
in the prior year were a result of the continued improvements in the
oil and gas industry.

Total operating expenses for the second quarter of 2018 were $39m,
an increase of $7m, or 21.9%, compared with the same period in the
prior year. Total operating expenses for the first half of 2018 were
$77m, an increase of $10m, or 14.9%, compared with the first half
0f 2017. The increase was mainly caused by investments in risk and
compliance initiatives.



Retail Banking and Wealth Management

Retail Banking and Wealth Management offers a full range of competitive banking products and services for all Canadians to help them

manage their finances and protect and build for their financial future.

Review of financial performance

Summary income statement

INEt INLETESE INCOIME ...vvevietiieeieieeieeteetet ettt ettt ese et et seesesseneeseeseseneesas

INON-INEETEST INCOMC. ..ueveeviererieiistesieteeteteseereetesteesaeste e tesse s eseesenseseesesseneesessenseneesan

Total operating income .............

Change in expected Credit LOSSES .......eiririeieirierieieieieieee ettt aeeene
Loan impairment (charges)/recoveries and other credit risk provisions...................

Net operating income......
Total operating expenses

Profit before iNCOME taX EXPENSE.....cvevirrerieiriirierieririeiereeteteeeee et seeseeeeseseeaes

Profit before income tax

Ongoing Retail Banking and Wealth Management business

Run-off consumer finance portfolio..........coceeerreirnieeniniieinrececeeeeene
Profit before iNCOME tax EXPENSE.......cevevemirirueririereriirietetrteieteeeeeiee ettt re s

Quarter ended Half-year ended
30 Jun 2018’ 30Jun2017 30 Jun 2018" 30 Jun 2017
$m $m $m $m
..................... 120 104 234 200
..................... 64 64 125 124
184 168 359 324
..................... 2 n/a (@) n/a
..................... n/a (1) n/a 4
186 167 352 328
167) (153) (330) (293)
..................... 19 14 22 35
Quarter ended Half-year ended
30 Jun2018'  30Jun2017 30Jun2018" 30 Jun2017
$Sm $m $m $m
15 10 16 26
..................... 4 4 6 9
..................... 19 14 22 35

1 Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in

accordance with IAS 39.

Overview

Retail Banking and Wealth Management total operating income for
the second quarter and for the first half of 2018 was $184m and
$359m, respectively, an increase of $16m, or 9.5%, and $35m, or
10.8%, compared with the same periods in the prior year. We
continued to achieve strong growth in total relationship balances
(comprised of lending, deposits and wealth balances) and to grow
market share in deposits and mortgages, due to strong branding,
innovation and strategic investments to make our bank simpler, faster
and better for our clients.

Profit before income tax expense for the second quarter of 2018
was $19m, an increase of $5m, or 35.7%, compared with the second
quarter of 2017. Profit before income tax expense for the first half of
2018 was $22m, a decrease of $13m, or 37.1%, compared with the
first half of 2017. The decrease is primarily due to the continued
investment in growth and the higher cost base associated with our
enhanced service model and the growth already achieved. For
example, we continued to invest in the roll-out of retail business
banking, unsecured lending and Jade, an exclusive service for high-
net-worth customers. We also continued to invest in digital
technologies to improve customer experience, for example,
launching a new mobile banking app and digital customer on-
boarding during the quarter. The increased costs were partly offset
by higher revenues due to business growth and higher interest rates.

Profit before income tax expense relating to the run-off
consumer finance portfolio for the second quarter of 2018 was $4m,
unchanged from the second quarter of 2017, as lower interest income
from declining loan balances was offset by expected credit loss
recoveries. Profit before income tax expense relating to the run-off
consumer finance portfolio for the first half of 2018 was $6m, a

decrease of $3m or 33.3% compared with the first half of 2017,
primarily due to lower interest income from declining loan balances
and reversals of collective allowances, net of write-offs, in the prior
year period.

Financial performance of the ongoing business by income and
expense item

Net interest income for the second quarter of 2018 was $117m, an
increase of $17m, or 17%, compared with the same period in the prior
year. Net interest income for the first half of 2018 was $228m, an
increase of $36m, or 18.8%, compared with the same period in the
prior year. The increase was primarily due to improved margins on
deposits and growth in both lending and deposits balances.

Non-interest income for the second quarter and for the first half of
2018 was $64m and $125m, respectively, mostly unchanged
compared with the same periods in the prior year.

Change in expected credit losses are nil in the second quarter of
2018, while the second quarter of 2017 had loan impairment charges
of $2m due to higher write-offs. Change in expected credit losses
for the first half of 2018 was a charge of $9m compared with loan
impairment charges and other credit risk provisions of nil in the same
period in the prior year. The charge in the current year period is
primarily due to growth in the portfolio as well as the increased
volatility experienced under IFRS 9 due to forward looking
economic factors. The prior year included a release of collectively
assessed provisions as noted above.

Total operating expenses for the second quarter of2018 were $166m,
an increase of $14m, or 9.2%, compared with the same period in the
prior year. Total operating expenses for the first half of 2018 were
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

$328m, an increase of $38m, or 13.1%, compared with the same
period in the prior year. This was primarily due to strategic
investments to grow our business and the higher cost base associated

Corporate Centre

with offering an enhanced service model to our clients and the growth
already achieved.

Corporate Centre contains Balance Sheet Management, interests in associates and joint ventures, the results of movements in the fair value
of our 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

Summary income statement

Net interest income

Non-interest income

Net operating income

Total operating expenses

Operating profit

Share of profit/(loss) in associates

Profit before income tax expense

1
accordance with IAS 39.

Net operating income for the second quarter of 2018 was $55m, an
increase of $11m, or 25%, compared with the same period in the prior
year. Net operating income for the first half of 2018 was $123m, an
increase of $15m, or 13.9%, compared with the same period in the
prior year.

Contributing to the increase in both the quarter and year-to-date
are gains from the disposal of securities as part of balance sheet
management activities. In addition, other income from HSBC Group
entities for software development activities performed by the bank
increased in the current year and trading income was higher due to
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Quarter ended Half-year ended

30 Jun 2018"  30Jun2017 30 Jun2018' 30 Jun 2017

$m $m $m $m

................... 28 26 58 58
................... 27 18 65 50
................... 55 44 123 108
................... (26) (38) (40) (80)
................... 29 6 83 28
................... — 4 — 3
................... 29 10 83 31

Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in

the impact of higher yields on trading instruments.

Operating expenses decreased $12m, or 31.6%, for the second
quarter and $40m, or 50%, for the half-year compared to the same
periods in the prior year as we completed certain restructuring and
streamlining initiatives undertaken from 2015 to 2017.

The impact of all of these movements was an increase in profit
before income tax of $19m for the second quarter and $52m for the
first half of the year.



Summary quarterly performance

The following table provides summary information related to the Bank’s eight most recently completed quarters.

Summary consolidated income statement

Quarter ended

30 Jun 31 Mar 31 Dec 30 Sep 30 June 31 Mar 31 Dec 30 Sep
2018' 2018' 2017 2017 2017 2017 2016 2016
$m $m $m $m $m $m $m $m
Net interest iNCOMEe .........ceevereeveerreueererererenneneas 319 306 318 292 285 282 282 284
Net fee income 179 155 159 169 165 160 169 166
Net income from financial instruments held
for trading (2017: Net trading income) ............ 39 36 31 41 22 31 45 29
Other items of INCOME.........c.ccevvvueuerrrecreneiccennee 33 44 32 26 24 33 16 19
Total operating iNCOME ...........ceeveveererrereeeerenreens 570 541 540 528 496 506 512 498
Change in expected credit 10sses ..........cccceuennnee 11 28 n/a n/a n/a n/a n/a n/a
Loan impairment (charges)/recoveries and
other credit risk provisions...............cccoceeenene.. n/a n/a (€8] 14 46 49 61 (29)
Net operating inCoOME.........c.couveveerueueenereerenneneas 581 569 539 542 542 555 573 469
Total operating EXpenses. .........coveeereruereereerenrenenns (334) (318) (333) (327) (318) (311) (325) (328)
Operating profit..........cccoeceveeeeeeeeieeeereeenes 247 251 206 215 224 244 248 141
Share of profit/(loss) in associates............coceeenee — — — 3 4 (1) 3 3)
Profit before income tax expense............c.ceueuenee. 247 251 206 218 228 243 251 138
Income tax eXpense.......cocceveervereeeeerenienreenrennenene (67) (68) (54) (56) (60) (57) (63) (38)
Profit for the period..........cccecevevieievinenieieiniens 180 183 152 162 168 186 188 100
Profit attributable to common shareholder .......... 171 173 142 153 158 177 178 91
Profit attributable to preferred shareholders 9 10 10 9 10 9 10 9
Basic earnings per common share ($).................. 0.34 0.35 0.28 0.31 0.32 0.35 0.36 0.18

1 Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in

accordance with IAS 39.
Comments on trends over the past eight quarters
Seasonal factors did not have a significant impact on our results.

Net interest income remained relatively stable throughout 2016
and early 2017. Beginning the third quarter of 2017 it started to trend
upwards as a result of growth in loans and advances, interest
recovered on impaired loans and the impact of the Bank of Canada
rate changes in July and September 2017 and early 2018. The fourth
quarter of 2017 saw a more significant increase relating to higher
recoveries on impaired loans in the Commercial Banking business.

Net fee income showed strong growth during the second quarter
of 2018, primarily as a result of higher credit facility fees as lending
volumes grew, offset partly by higher fee expenses. This follows a
decline in fee income during the previous two quarters as
underwriting fee income declined while credit card reward incentives
paid to new customers and brokerage expenses increased.

Due to the nature of trading income it can fluctuate from quarter
to quarter. The first two quarters of 2018 increased as aresult of higher
derivative sales and the impact of higher gross contractual interest
rates on trading instruments.

Other items of income have generally increased from the third
quarter of 2016. Contributing to the increase are higher gains the on
sale of available-for-sale debt securities arising from the continued
re-balancing of the bank's liquid assets. Another causative factor
relates to higher income from Group entities for software
development activities performed by the bank. The timing of the

disposal of securities and the recharges to Group led to the variances
between the quarters.

Strong credit performance led to a net recovery position on the
change in expected credit losses' for most periods since the fourth
quarter of 2016, although this has reduced from the high recovery
levels experienced in 2017. The fourth quarter of 2017 saw an
increase in specific loan impairment charges in Commercial
Banking, leading to a net charge for that period. Effective 1 January
2018 the bank adopted IFRS 9. Recoveries in the first half of 2018
relate to improvements in several sectors, most notably the energy
services sector, together with allowance reversals relating to certain
construction, contracting services and real estate companies and
write-offs from finalizing certain accounts. These reductions were
partially offset by a new allowance in the second quarter of 2018
relating to the construction industry.

We continue to invest in growing our business as well as risk and
compliance initiatives, which is reflected in the increase in operating
expenses, with fluctuations between the quarters relating to the timing
of expenses incurred. Expenses declined in the first quarter of 2018
as a result of a one-off provision release in the quarter.

1 Effective 1 January 2018 under IFRS 9 the term ‘Change in expected credit

losses’is used. The equivalent term prior to 1 January 2018 under IAS 39
is 'Loan impairment charges and other credit risk provisions’.
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Management’s Discussion and Analysis (continued)

Accounting matters

The bank’s results are sensitive to the accounting policies that
underlie the preparation of our consolidated financial statements. The
bank has adopted IFRS 15 Revenue from Contracts with Customers
and IFRS 9 Financial Instruments effective 1 January 2018 as
disclosed in note 1 of the consolidated financial statements for the
quarter and half-year ended 30 June 2018.

A summary of our other significant accounting policies are
provided in note 2 of our Annual Report and Accounts 2017.

Transition to IFRS 9 - Effect on business model

The implementation of IFRS 9 does not result in a significant change
to our business model, or that of the three HSBC global businesses
that operate in Canada. This includes our strategy, product offerings
and target customer segments.

Exposures in certain industry sectors, in particular those most
sensitive to changes in economic conditions, were expected to be

Critical accounting estimates and judgments

affected to a greater degree under IFRS 9. However, we have
established creditrisk management processes in place and we actively
assess the impact of economic developments in key markets on
specific customers, customer segments or portfolios. If we foresee
changes in credit conditions, we will take mitigating action, including
the revision of risk appetites or limits and tenors, as appropriate. In
addition, we continue to evaluate the terms under which we provide
credit facilities within the context of individual customer
requirements, the quality of the relationship, local regulatory
requirements, market practices and our local market position.

Under IFRS 9, we recognize expected credit losses on committed,
undrawn exposures, including credit cards, loan commitments and
financial guarantees. We continue to manage undrawn exposures and
credit limits as part of our overall approach to capital management.

The preparation of financial information requires the use of estimates
and judgments about future conditions and are contained in the
‘Critical accounting estimates and judgments’ section of the
Management’s Discussion and Analysis of our Annual Report and
Accounts 2017, except those noted below relating to expected credit
losses (which replaces ‘impairment of loans and advances’) resulting
from the adoption of the new IFRS standards as disclosed in note 1
ofthe consolidated financial statements for the quarter ended 30 June
2018 (‘note 17).

Business model assessment

A business model refers to the actual management of financial assets
in order to generate cash flows and create value and whether likely
inflows will result primarily from the collection of contractual cash
flows, sales proceeds or both. It reflects the strategic purpose and
intention for the portfolio and how its performance is measured by
the bank. This assessment of the business model primarily takes place
when a financial asset is initially recognized and is a matter of fact,
not an accounting policy choice.

Expected credit losses

The recognition and measurement of expected credit losses (‘ECL’)
is highly complex and involves the use of significant judgment and
estimation, including in the formulation and incorporation of multiple

Regulatory developments

forward-looking economic conditions into the ECL estimates to meet
the measurement objectives of IFRS 9.

In determining ECL, management is required to exercise
judgment in defining what is considered to be a significant increase
in credit risk and in making assumptions and estimates to incorporate
relevant information about past events, current conditions and
forecasts of economic conditions. Further information about the key
judgments involved is included in note 1 under sections 'Significant
increase in credit risk (stage 2)' and 'Forward-looking economic
inputs'. In addition, as set out in the section 'Period over which ECL
is measured' of note 1, judgment has been applied in determining the
lifetime and point of initial recognition of revolving facilities.

The Probability of Default (‘PD’), Loss Given Default (‘LGD’)
and Exposure at Default (‘EAD’) models which support these
determinations are reviewed regularly in light of differences between
loss estimates and actual loss experience.

Management exercises judgment in making estimations that
require the use of assumptions which are highly subjective and very
sensitive to the risk factors, in particular to changes in economic and
credit conditions. Many of the factors have a high degree of
interdependency and there is no single factor to which loan
impairment allowances as a whole are sensitive.

Basel Committee

In December, the Basel Committee (‘Basel’) published revisions to
the Basel I1I framework. The final package includes:

— widespread changes to the risk weights under the Standardized
approach to credit risk;

— achange in the scope of application of the internal ratings based
(‘IRB’) approach to credit risk, together with changes to the IRB
methodology;

— the replacement of the operational risk approaches with a single
methodology;
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— anamended set of rules for the credit valuation adjustment capital
framework;

— an aggregate output capital floor that ensures that banks’ total
risk-weighted assets are no lower than 72.5% of those generated
by the revised Standardized approach; and

— changes to the exposure measure for the leverage ratio.
Basel has announced that the package will be implemented on 1

January 2022, with a five-year transitional provision for the output
floor from that date.



Canada

In January 2018, OSFI announced its decision to update the existing
capital floor for institutions using advanced approaches for credit risk
and operational risk. Effective for the second quarter of 2018, the
capital floor is based on the Standardized approach under Basel II
framework with the floor factor transitioned in over three quarters.
The floor factor is set at 70% for the second quarter of 2018, increasing
to 72.5% in the third quarter of 2018 and 75% in the fourth quarter
of 2018. This interim step will improve the risk-sensitivity of the

Off-balance sheet arrangements

capital floor while ensuring the objectives of the floor continue to be
met until the proposed implementation of the Basel III capital floor
begins in 2022.

OSFTI reiterated its support for implementing the Basel I1 reforms
published by the Basel in December 2017. In July 2018 OSFI has
proposed to make certain modifications to the reforms for
implementation in Canada to accommodate the unique characteristics
of the Canadian market.

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

Related party transactions

of amounts recorded in our consolidated balance sheet. These
arrangements include: guarantees and letters of credit and are
described in the ‘Off-balance sheet arrangements’ section of our
Annual Report and Accounts 2017.

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

These related party transactions are on terms similar to those offered
to non-related parties and are subject to formal approval procedures
that have been approved by the bank’s Conduct Review Committee.
For further information refer to note 30 of our Annual Report and
Accounts 2017.

As a wholly-owned subsidiary, all of our common shares and
preferred shares are indirectly held by HSBC Holdings.

Disclosure controls and procedures and internal control over financial reporting

The Chief Executive Officer and Chief Financial Officer have signed
certifications relating to the appropriateness of the financial
disclosures in interim filings with the Canadian Securities
Administrators, including this MD&A and the accompanying
consolidated financial statements for the quarter and half-year ended
30 June 2018, and their responsibility for the design and maintenance
of disclosure controls and procedures and internal controls over
financial reporting to provide reasonable assurance regarding the

Risk management

reliability of financial reporting in accordance with IFRSs. There
have been no changes in internal controls over financial reporting
during the quarter ended 30 June 2018 that have materially affected
or are reasonably likely to affect internal control over financial
reporting. On 1 January 2018, HSBC Bank Canada adopted IFRS 9.
Relevant internal controls over financial reporting have been updated
and modified as a result of the new accounting standard.

Refer to the “Risk management” section of our Annual Report and Accounts 2017 for a description of how the bank manages risk on an
enterprise wide level, as well as the management of reputation and operational risk.

Credit risk

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

The bank’s principal objectives of credit risk management are:

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

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

— toensure there is independent, expert scrutiny of credit risks, their
costs and their mitigation.

Refer to the ‘Risk management’ section of our Annual Report and
Accounts 2017 for a discussion of how the bank manages credit risk,
collateral and other credit risk enhancements, as well as a more in
depth explanation of our credit risk measures.

Adoption of IFRS 9

Effective 1 January 2018, the bank adopted IFRS 9 which introduces
ECL and replaces the incurred loss model under IAS 39.

The impairment requirements apply to financial assets measured
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Management’s Discussion and Analysis (continued)

atamortized cost and fair value through other comprehensive income
(‘FVOCP’), lease receivables and certain loan commitments and
financial guarantee contracts.

At initial recognition, an impairment allowance is required for
ECL resulting from default events that are possible within the next
12 months (‘12-month ECL"). In the event of a significant increase
in credit risk, an allowance is required for ECL resulting from all
possible default events over the expected life of the financial
instrument (‘lifetime ECL"). Financial assets where 12-month ECL
is recognized are considered to be ‘stage 1’; financial assets that are
considered to have experienced a significant increase in credit risk
are in ‘stage 2’; and financial assets for which there is objective
evidence of impairment are considered to be in default or otherwise
credit impaired are in ‘stage 3’.

The bank determines that a financial instrument is credit-impaired
and in stage 3 by considering relevant objective evidence, primarily
whether:

— contractual payments of either principal or interest are past due
for more than 90 days;

— there are other indications that the borrower is unlikely to pay
such as that a concession has been granted to the borrower for
economic or legal reasons relating to the borrower’s financial
condition; and

— the loan is otherwise considered to be in default.

If such unlikeliness to pay is not identified at an earlier stage, it
is deemed to occur when an exposure is 90 days past due. Therefore,

Allowance for expected credit losses (balance sheet)

Retail:

Performing loans (stage 1 and 2)....

Non-performing 10ans (StAZE 3) ....covevererrerieirenieieierereee et
Total Retail allowance for expected credit 10SSES.......coevveirineiirirenieiiercceene

Wholesale:

Performing loans (stage 1 and 2) .......cocoeevivieiinnieiiniecinieereeeeeeeeeene
Non-performing 10ans (StAZE 3) .....covvveveririrreiririeieiririeirieee et
Total Wholesale allowance for expected credit l0SSES........o.eevvrueererieieininreininienene.

Allowance for expected credit 10SSES........coeueerrreririnieieirineenireeeerceree e

By global business:

Commercial Banking ...........coccoeiiineiiinieiecnee et

Global Banking and Markets ...

Retail Banking and Wealth Management............cocoueevereirienenincneneeeeneneeeee
Allowance for expected credit IOSSES. ......evruiririeirireieiinieieerie e

the definitions of credit-impaired and default are aligned as far as
possible so that stage 3 represents all loans which are considered
defaulted or otherwise credit-impaired. Interest income on stage 3
exposures is recognized by applying the effective interest rate to the
amortized cost amount, i.e. gross carrying amount less ECL
allowance.

The assessment of credit risk and the estimation of ECL are
required to be unbiased and probability-weighted, and incorporates
all available information relevant to the assessment, including
information about past events, current conditions and reasonable and
supportable forecasts of economic conditions at the reporting date.
In addition, the estimation of ECL takes into account the time value
of money. As aresult, the recognition and measurement of impairment
is more forward-looking than under IAS 39 and the resulting
impairment charge will tend to be more volatile.

More information on IFRS 9 and ECL can be found in note 1 and
note 7 of the consolidated financial statements.

Credit risk profile

The following tables and analysis provide information on financial
instruments to which the impairment requirements of IFRS 9 are
applied. In addition to the analysis below, further information on the
credit quality of our portfolio is available in note 7 of the consolidated
financial statements.

30 Jun 2018 1 Jan 2018'

$m $m

37 31

............................................................................ 17 20
............................................................................ 54 51
............................................................................ 97 104
........................................................................... 133 208
........................................................................... 230 312
........................................................................... 284 363
........................................................................... 206 291
24 21

........................................................................... 54 51
........................................................................... 284 363

1 The comparative period presented above represents the opening allowance for credit losses under IFRS 9, which differs from the closing allowance for impaired
loans under IAS 39. Further information on the transition from IAS 39 to IFRS 9, including a reconciliation of the consolidated balance sheet as at 31 December
2017 and 1 January 2018 can be found in note 1 of the consolidated financial statements.

The total Retail allowance for ECL increased by $3m. This was
primarily due to a $6m increase in the Retail allowance for ECL on
performing loans as a result of growth in the loan portfolio and
increased volatility experienced under IFRS 9 from the impact of
forward looking economic factors. This was partially offset by a
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decrease of $3m in the Retail allowance for ECL on non-performing
loans due to a reduction in non-performing mortgages and
improvements in credit quality.

The Wholesale allowance for ECL decreased by $82m. This was
primarily due to a decrease of $75m in the Wholesale allowance for



ECL on non-performing loans as a result of improvements in several
sectors, most notably the energy services sector, together with
allowance reversals relating to certain construction, contracting
services and real estate companies, and write-offs from finalizing
certain accounts. These reductions were partially offset by a new

Change in expected credit losses (income statement)

allowance in the second quarter relating to the construction industry.

The Wholesale allowance for ECL relating to performing loans
decreased by $7m mainly due to provision releases from improving
credit conditions for specific energy services customers.

The table and analysis below provides an overview of the change in expected credit losses charge or (recovery) to the income statement.

Retail:

Performing loans (stage 1 and 2)

Non-performing loans (stage 3)
Total Retail change in expected credit losses
Wholesale:

Performing loans (stage 1 and 2)

Non-performing loans (stage 3)

Total Wholesale change in expected credit losses

Change in expected credit losses

14S 39 comparative

Retail:
Collectively assessed allowances
Individually assessed allowances

Total Retail loan impairment recoveries and other credit risk provisions

Wholesale:
Collectively assessed allowances
Individually assessed allowances

Total Wholesale loan impairment recoveries and other credit risk provisions.........

Total loan impairment recoveries and other credit risk provisions

The total Retail change in expected credit losses for the quarter
resulted in a release of $2m, primarily due to improvements in
forward looking economic factors on the performing portfolio. This
was partially offset by a charge of $2m from the non-performing
portfolio relating to the run-off consumer finance portfolio.

For the year-to-date, the Retail change in expected credit losses
was a charge of $7m, primarily as a result of growth in the portfolio
together with increased volatility experienced under IFRS 9 from the
application of forward looking economic factors.

Quarter Half-year
ended ended
30 Jun 2018 30 Jun 2018
$m $m
............................................................................ ) 6
............................................................................ 2
............................................................................ 2) 7
............................................................................ an 9)
............................................................................ 8 37
............................................................................ ) (46)
............................................................................ [T5)) 39)
Quarter Half-year
ended ended
30 Jun 2017 30 Jun 2017
$m $m
........................................................................... — 5)
........................................................................... 1 1
........................................................................... 1 4)
........................................................................... (10) 17)
........................................................................... (37) (74)
........................................................................... 47) o1
........................................................................... (46) (95)

The Wholesale change in expected credit losses for the quarter
resulted in a recovery of $9m, primarily as a result of provision
releases from improvements in credit conditions for specific energy
services customers. This was partially offset by a charge in the non-
performing portfolio primarily relating to the construction industry.

For the year-to-date, the Wholesale change in expected credit
losses resulted in a recovery of $46m, reflecting the continuing
improvements in several sectors, most notably energy services,
together with allowance reversals relating to certain construction,
contracting services and real estate companies.
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Management’s Discussion and Analysis (continued)

Impaired assets - stage 3

The following table provides an analysis of the gross carrying value
of financial assets measured at amortized cost including loan

Corporate and commercial®
— Mining and quarrying’
— Manufacture
— Construction

— Wholesale and retail trade, repair of motor vehicles and motorcycles...........
— Transportation and StOTAZE ........c.covrueueirirueuerieteieirteteereeiesee st seseree e

— Publishing, audiovisual and broadcasting

— REAI ESLALE...c.uiuieiieiieiieie et ettt
— Professional, scientific and technical activitieS...........ccccvevveerievievieereeieenenen.

— Administrative and support services

Total corporate and COMMETCIal........c.ceourueuiririeiiirieieiiecree e

Financial institutions

HOUSEROIAS® ...
Total on-balance sheet EXPOSUIES..........covvueuiririeiiirieieiieieie e
Off-balance Sheet EXPOSUIES. .....c.coueueuirirueteirieteiirieteieeee ettt eeneee
Total impaired fInancial ASSELS .......covevereririererieieieirieiei et

Accommodation and OO ...........coeviruirieieirieieieiceee e

commitments and financial guarantees that are determined to be
impaired (stage 3 financial assets).

30 Jun 2018 31 Dec 2017

$m $m

66 103
.............................................................................. 41 89
.............................................................................. 26 18
.............................................................................. 33 41
.............................................................................. 10 11
.............................................................................. 1 1
.............................................................................. 6 6
.............................................................................. 25 46
.............................................................................. 32 55
.............................................................................. 1 —
.............................................................................. 241 370
3 6

.............................................................................. 73 78
.............................................................................. 317 454
.............................................................................. 87 131
.............................................................................. 404 585

1 Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in

accordance with IAS 39.

2 The corporate and commercial categories reported above are derived from Nomenclature des Activités Economiques dans la Communauté Européenne (‘NACE)
codes- a European industry standard classification system. These are not directly comparable to the industry sectors previously disclosed under I4S 39.

3 Mining and quarrying includes energy related exposures.

4 Households includes the Retail portfolio.

Impaired assets decreased from $585m as at 31 December 2017 to
$404m as at 30 June 2018. This was primarily as a result of
improvements in several sectors, most notably manufacturing,
mining and quarrying (which includes energy related exposures),
professional, scientific and technical activities, and real estate. This
was partially offset by an increase in the construction industry.

Days past due but not impaired loans and advances

The aging analysis below includes past due loans on which stage 1
and stage 2 allowances have been assessed but do not meet the

UP 10 29 QAYS .ttt sttt
30259 AAYS ettt ettt st
60-89 AYS ...ttt ettt st
00-179 AAYS .ttt ettt
OVET 180 QAYS..c.veeeuiiiteieiieieete ettt sttt st

Mortgages and home equity lines of credit

The bank’s mortgage and home equity lines of credit portfolios are
considered to be low-risk since the majority are secured by a first
charge against the underlying real estate. The tables below detail how
the bank mitigates risk further by diversifying the geographical
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Impaired assets were comprised of $282m loans and advances to
customers, $35m other financial assets, $54m loans and other credit
related commitments and $33m financial guarantees and similar
commitments.

requirements to be determined credit impaired and in stage 3.

30 Jun 2018 31 Dec 2017

$Sm $m

.............................................................................. 1,970 1,577
.............................................................................. 92 125
.............................................................................. 53 63
2,115 1,765

markets in which it operates as well as benefiting from borrower
defaultinsurance. In addition, the bank maintains strong underwriting
and portfolio monitoring standards to ensure the quality of its
portfolio is maintained.



30 Jun 2018

Residential mortgages HELOC*

Insurance and geographic distribution’ Insured’ Uninsured Total Uninsured
$m % $m % $m $m %
British Columbia .........c.ccccceiiiiciiiccnnes 740 5 13,114 95 13,854 867 100
Western Canada®............o.cooooeovevrvceeerenann. 293 22 1,057 78 1,350 210 100
ONtAriO ... 736 9 7,070 91 7,806 584 100
Quebec and Atlantic provinces...........c..e....... 207 18 953 82 1,160 93 100
1,976 8 22,194 92 24,170 1,754 100

31 Dec 2017

Residential mortgages HELOC?

Insurance and geographic distribution' Insured’ Uninsured Total Uninsured
$m % $m % $m $m %
British Columbia .........cccccoeeuieeuiccicennns 759 6 12,850 94 13,609 867 100
Western Canada®...........ccooo.ooovvverrvrerrriennnnnn. 289 22 1,040 78 1,329 220 100
ONtATIO ..o 747 10 6,573 90 7,320 591 100
Quebec and Atlantic provinces...........coceeeee. 207 18 951 82 1,158 94 100
TOtAL...eeiiieieieieceecee e 2,002 9 21,414 91 23,416 1,772 100

1 Geographic location is determined by the address of the originating branch.
2 HELOC is an abbreviation for Home Equity Lines of Credit, which are lines of credit secured by equity in real estate.

Insured mortgages are protected from potential losses caused by borrower default through the purchase of insurance coverage, either from the Canadian
Housing and Mortgage Corporation or other accredited private insurers.

4 Western Canada excludes British Columbia.

Amortization period’ Residential mortgages
Less than 20
years 20-24years  25-29years 30 -34 years

Total at 30 JUNE 2018..........ocooiiiiiieiceeeee ettt ettt s s nnas 20.2% 36.6% 43.2% 0.0%
Total at 31 DEeCeMDET 2017 .....cuveiieiiieiieiesiesieieeteste ettt sttt ettt s se et se e enessennenene 20.8% 33.0% 459% 0.2%

1 Amortization period is based on the remaining term of residential mortgages.
Average loan-to-value ratios of new originations"’

Uninsured % LTV?

Residential

mortgages HELOC

% %
BIILISI COIUMDIA. ...ttt ettt ettt ettt et e st et et e s e st e s enses e b e s en e et e s eseesees et es e e s e s enten e et enseneene st eneesesenseneann 55.1% 49.5%
Western Canada® . 64.5% 65.6%
(01171 o 1o TSROSO 60.7% 55.0%
QUEDEC ANA ALIANTIC PIOVINCES ....euviuieuirienieiieteiesieseetestettetesteseetestesseseesesseseesesseseeseesessene et esenseseesesseseesensentes et enseneaseseneesesenseneesenseneeneas 64.3% 61.9%
Total Canada for the half-year ended 30 June 2018 .............occoiiiiiiiiii ettt ettt ene s 59.3% 53.9%
Total Canada for the three months ended 31 DecemDbBer 2017 ......c.ooieiiiuieieiieiieieieet ettt ettt ettt saesaeesaesbesseensesseeseens 60.1% 54.7%

1 All new loans and home equity lines of credit were originated by the bank; there were no acquisitions during the period.
2 New originations excludes existing mortgage renewals.

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

4

Western Canada excludes British Columbia.

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

The bank performs stress testing on its Retail portfolio to assess the  mortgage portfolio under downturn economic scenarios are
impact of increased levels of unemployment, rising interest rates,  considered manageable given the diversified composition of the
reduction in property values and changes in other relevant portfolio, the low Loan to Value in the portfolio and risk mitigation
macroeconomic variables. Potential increase in losses in the strategies in place.
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Management’s Discussion and Analysis (continued)

Liquidity and funding risk

Liquidity risk is the risk that the bank does not have sufficient
financial resources to meet its obligations as they fall due, or will
have to do so at an excessive cost. This risk arises from mismatches
in the timing of cash flows.

Funding risk is the risk that funding considered to be sustainable,
and therefore used to fund assets, is not sustainable over time. The
risk arises when the funding needed for illiquid asset positions cannot
be obtained at the expected terms and when required.

Liquidity and funding risk management

Our liquidity and funding management strategy as described in the
‘Liquidity and funding risk’ section of our Annual Report and
Accounts 2017 continues to apply. The bank’s internal liquidity and
funding risk management framework uses the liquidity coverage ratio
(‘LCR’) and net stable funding ratio (‘NSFR”) regulatory framework
as a foundation, but adds additional metrics, limits and overlays to

Liquid assets '

address the risks that the bank considers are not adequately reflected
by the external regulatory framework.

We continue to monitor liquidity and funding risk against 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.
Liquid assets consist of cash or assets that can be converted into cash
at little or no loss of value.

Our liquid assets decreased by $2.7 bn from 31 December 2017,
primarily due to growth in loans.

30 Jun 2018 31 Dec 2017

$m $m

............................................................................ 17,845 20,307
............................................................................ 4,279 4,491
............................................................................ 61 119
22,185 24917

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

Liquidity regulation

In accordance with OSFI’s Liquidity Adequacy Requirements
(‘LAR’) guideline, which incorporates Basel liquidity standards, the
bank is required to maintain a LCR above 100% as well as monitor
the Net Cumulative Cash Flow (‘NCCF’). The LCR estimates the
adequacy of liquidity over a 30 day stress period while the NCCF
calculates a horizon for net positive cash flows in order to capture
the risk posed by funding mismatches between assets and liabilities.
As at 30 June 2018, the bank was compliant with both requirements.

As a basis to determine the bank’s stable funding requirement,
the bank calculates NSFR according to Basel Committee on Banking
Supervision (‘BCBS’) publication number 295, pending its
implementation in Canada and Europe expected in 2020 and 2021
respectively. The NSFR requires banks to maintain a stable funding

OSFI liquidity coverage ratio”

Total HQLAZ ($IN) ..o eeeeen
Total net cash OUFIOWS? (SII1).........erveeereeeeeeeeeeeeeseeesseeees s sesssesesesesesseeeenes

Liquidity coverage ratio (%)

profilerelative to the composition of their assets and off-balance sheet
activities and reflects a bank’s long-term funding profile (funding
with a term of more than a year). It is designed to complement the
LCR.

The bank’s OSFI LCR is summarized in the following table. For
the quarter ended 30 June 2018, the bank’s average LCR of 130% is
calculated as the ratio of High-Quality Liquid Assets (HQLA) to the
total net stressed cash outflows over the next 30 calendar days. HQLA
is substantially comprised of Level 1 assets such as cash, deposits
with central banks and highly rated securities issued or guaranteed
by governments, central banks and supranational entities. The
average LCR decreased this quarter over the average for the previous
quarter mainly due to a decrease in HQLA, driven by growth in loans.

Average for the three months

ended
30 Jun 2018 31 Mar 2018
............................................................................. 21,672 22,658
............................................................................. 16,748 16,676
130 136

1 The data in this table has been calculated using averages of the three month-end figures in the quarter. Consequently, the LCR is an average ratio for the three
months of the quarter and might not equal the LCR ratios calculated dividing total weighted HOLA 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 HOQLA and cash inflows and

outflows.
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Market risk

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

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

Refer to the ‘Risk management’ section of our 2017 Annual
Report and Accounts for a discussion of how the bank manages
market risk as well as a more in depth explanation of our market risk
measures.

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 at a given level of confidence.

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

Total VaR decreased from June 2017 to June 2018 mainly due to
a decrease in interest rate risk in the non-trading activities. This was
primarily due to an increase in VaR calculation granularity with
regards to exposures to Canadian government agencies and two
liability issuances during the reporting period. Over the same period,
the average non-trading VaR decreased by $20.8m to $11.4m.

The average trading VaR increased by $0.6m to $2.0m due to
higher interest rate risk from growth in trading activities during the
same period.

Total VaR
Half-year ended
30 Jun 2018 30 Jun 2017
$m $m
AL PETIOA EN ..ttt b et et h et a e bt a b bt e st bt bt eh e e bt h bt A et bt bt e a e eh et en e eh e e he et e st e b et et eae et et eneene 10.5 33.0
AAVETAZE ...ttt ettt ettt ettt h bttt b et ea e a4 a e eh a4 e £ e st b et e Rt e et et ea bR e £ e H e bt b ea e eh e h et e s £ e bt e A e Rt e bt b et en e et et e Rt eh e e he et e st e b et et eae et etenene 11.7 32.1
IMIIITIUITY . e b e b b e bt s bt s b e e bt s s e e b s et es b se b sa e nenne 7.6 19.7
IMIAKIIMIUITY <. h b e e s e b s e e e h e s b et seea s e e bt s e e e e b s et b e e b e 16.8 43.1
Non-trading VaR
Half-year ended
30 Jun 2018 30 Jun 2017
$m $m
AL PETIOA @I ...ttt ettt ettt et s et e e st e et es e e st h e s e st bt en e ee e eA et e et Rt R e R e eh ek et en e en et e st eh e e s et en e ettt et ene et eneneene 10.1 33.0
AAVETAZEC ...ttt ettt ettt ettt et et s bt st e st eb et ea e a e e et s ea e eh et et eR e ek ea s e Rt e Rt e A ea e e Rt R et e Rt eE ek en e ee e eR et en e e Rt R e At eh e ek et en e en et en e eheeR et eneeb et et ene et enseneene 114 322
IVHIIUEINIUITY .ttt ekttt a e e e bt s et e st et et e st ee e a8 em e es e se s en e eb e b em e ee e es et en e eb e e s en e es et ensentese et enteseasenseneebebeneenessensenene 6.7 20.0
IMLAXIITIUITY .tttk e st e et s e st eb e s et e st ek ea s e st ee e esem e e s e se s en e eb e s en e ee e as e s en e ebeesen e es et ensen e es e et enteseese s eneeb et et eneesennenene 16.7 41.5
Trading VaR (by risk type)’
Foreign
exchange and Portfolio
commodity Interest rate Equity Credit Spread diversification Total®
$m $m $m $m $m $m
January - June 2018
At period end........coeveieirinieeeene — 1.7 — 0.4 0.4) 1.7
Average.... — 1.9 — 0.5 0.4) 2.0
Minimum* — 1.0 — 0.3 1.0
Maximum® ..........ocoovvvveeeeemmmrrerrneeeeeeesseeessessssees — 3.1 — 0.8 3.1
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HSBC BANK CANADA

Management’s Discussion and Analysis (continued)

Foreign .
exchange and . . ) Portfphg ,
commodity Interest rate Equity  Credit Spread diversification Total

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

January - June 2017 ....cccoocerieiiininiinenecceeen
At period end.........oceveeiriieineneeee e — 1.1 — 0.7 (0.5) 1.3
AVETAZE ....eeveveienieteieieie ettt sneeenene — 1.3 — 0.5 0.4) 1.4
Minimum®. — 0.8 — 0.2 0.9
Maximum® .........oooovvvrrveeeeeesinsnneeeesssessseesssnnnnnns 0.1 2.5 — 1.7 2.7

1 Trading portfolios comprise positions arising from the market-making of financial instruments and customer-driven derivatives 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 combined total VaR and the sum of the VaRs by individual risk type. A negative number represents the benefit of portfolio diversification.

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

4 Asthe 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.

Daily total VaR- 1 year history of daily figures

48

$m

M nrnma
L

Q22018

s i
M Wy’

6 ; ;
Q32017 Q42017 Q12018

Refer to the ‘Structural Interest Rate Risk’ section of our Annual
Report and Accounts 2017 for a discussion of how the bank manages
structural interest rate risk as well as an explanation of our monitoring

Structural interest rate risk

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

measures.
and off-balance sheet.
Sensitivity of structural interest rate risk in the non-trading portfolio
30 Jun 2018 30 Jun 2017
Economic A Economic .
value of ~ Earnings at value of ~ Earnings at
equity risk equity risk
$Sm $Sm $m $m
Before-tax impact resulting from an immediate and sustained shift in interest rates
100 DASIS POINE INCTEASE ....cuveueeiiieeiieterieeett ettt sttt ettt ettt aese et es e ebesa et ebe et et eaesseseeneebennens 197) 119 (232) 118
100 DaSis POINE AECIEASE. ......euveueeieeiietiriei ettt sttt ettt ettt se et b b et ebe ettt sse e seebennens 149 (104) 197 (134)
results.

Factors that may affect future results

The risk management section in the MD&A describes the most
significant risks to which the bank is exposed and, if not managed
appropriately, could have a material impact on our future financial
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Refer to the ‘Factors that may affect future results’ section of our
Annual Report and Accounts 2017 for a description of additional
factors which may affect future financial results.



Capital

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

Refer to the ‘Capital’ section of our Annual Report and Accounts
2017 for a discussion of how the bank manages its capital.

Regulatory capital ratios

Actual regulatory capital ratios and capital requirements

Regulatory capital and capital ratios in the tables below are
presented under a Basel I1I “all-in’ basis, under which non-qualifying
capital instruments are phased out over 10 years starting 1 January
2013.

The bank remained within its required regulatory capital limits
during the quarter ended 30 June 2018.

30 Jun 2018 31 Dec 2017
Actual regulatory capital ratios' Y% %
Common equity tIET 1 CAPILAL TATIO......c.eetirteiiiiitiiei ettt ettt bttt b bt e a e s bt e bt b e s b e e e bt et e b et eaesaeaeneene 10.9 10.5
THET 1 CAPILAL TALIO ..ottt b ettt b e bttt eb bt e et e b et e st e bt e b et e bbb e st ebe st emtebesbeneese et et et ebesaenaeneane 13.0 12.4
TOLAL CAPTEAL TALIO ...ttt ettt bbbttt e ae sttt eb bt st et eb b et e et e bt st e st e bt e b et e bt eb et e st e st st eme e bt ebeneese et et et enesaenaeneane 15.6 14.7
LL@VEIAEE TAHO? ..o e ee e s e e e see e ee e e e e oo e e e ee e e e 4.4 4.9
Regulatory capital requirements
Minimum common equity HEr 1 CAPILAL TATI0.....c.crurueueirieteiriiteict ettt ettt ettt ettt ettt bbbttt b et sa bt tebeenes 7.0 7.0
MiINIMUM tET 1 CAPIEAL TALIO ...ttt ettt ettt ettt ettt bbbttt s e bttt b et bbbt eb e bttt eb et st e b et etenenenen 8.5 8.5
Minimum total capital ratio 10.5 10.5
1 Presented under a Basel 1l basis with non-qualifying capital instruments phased out over 10 years starting 1 January 2013.
2 OSFI target capital ratios on an ‘all-in’ basis including mandated capital conservation buffer.
Regulatory capital
Regulatory capital and risk-weighted assets
30 Jun 2018 31 Dec 2017
$m $m
THEE 1 CAPILAL. ..ottt ettt h et et e s ek et e st es et es e s b e s e st eb e b en e ee e es et es e e bt et en e es e b en s en e ee et en e e st e s e s e st eb et et ene et enenene 5,177 5,589
Common qUItY tIET 1 CAPILAL ......c.iiuiieeiitiitee ettt et sttt e et e e et e st eb e s b et e st et en s eneese et e e eaeebesne st eseebeneene s 4,327 4,739
GIOSS COMITION @QUILY" .....veovvveeoeveeeeeeoceeeeeeseeeeeeesesseeess s s s s eeesssee s ssessss s ssessssee s e s s s ensssseee s ees e s essns 4,506 4,860
ReEGUIAOTY AAJUSLIMEIILS ....c..eueetiieiietieteteeee ettt ettt ettt st et b et e st es et es e eb e s s e e es e et et eneeaeeseneeseebe st eneesenbeneenessensenene 179), (121),
Additional tier 1 €ligIDIe CAPILAL........ccueiruiriiietirieet ettt ettt st e e s e be s et e st et e st es e s be st eneeb et e st ene et enseneenesseneenn 850 850
THET 2 CAPIEAIZ. ..o e oo oo oo oo ee e 1,043 1,042
TOTAL CAPILAL ...ttt ettt ettt h et et e st et e e st es et e st e s e b e s e st eb et en e ee e eh et en e bR e Rt eR ek et en e ee et enteneen e s eneeb et et eneenenneneene 6,220 6,631
Risk-weighted assets (RWA) used in the CALCUIATION ™ ..ot ee e e e e e eeeeseseeeeeeeaseeseare e
Common equity tier 1 capital RWAL..........cooiiiiiiiiii ettt 39,802 45,035
Tier 1 capital RWA ...ttt bbbttt ettt ettt 39,822 45,035
Total capital RWA. 39,841 45,035

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

2 Includes capital instruments subject to phase out and allowances.

3 Each capital ratio has its own RWA measure due to the OSFI-prescribed scalar for inclusion of the Credit Valuation Adjustment (CVA). For fiscal 2018, the
scalars for inclusion of CVA for Common equity tier 1, Tier 1, and Total capital RWA are 80%, 83% and 86%. For fiscal 2017, the scalars were 72%, 77%, and

81%.

4 InJanuary 2018, OSFI announced its decision to update the existing capital floor for institutions using advanced approaches for credit risk and operational risk.
Effective for the second quarter of 2018, the capital floor is based on the Standardized approach under Basel 1l framework with the floor factor transitioned in
over three quarters. The floor factor is set at 70% for the second quarter of 2018, increasing to 72.5% in the third quarter of 2018 and 75% in the fourth quarter

of 2018.
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Management’s Discussion and Analysis (continued)

Outstanding shares and dividends

30 Jun 2018 31 Dec 2017
Number of .

issued Carrying Number of Carrying

Dividend shares value Dividend issued shares value

$ per share 000’s $m $ per share 000’s $m

COMIMON SNATES......coviiieiiiiiicie et 1.34358 498,668 1,225 0.47126 498,668 1,225
Class 1 preferred Shares' ............ccooooovveervierenrveeneenseeeeesseeennn

Series C? — — — 1.27500 — —

Series D’ . — — — 1.25000 — —

SEIIES Gttt 0.50000 20,000 500 1.00000 20,000 500

SEIIES I 1o 0.65750 14,000 350 0.00000 14,000 350

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

2 Preferred shares — Class 1, Series C and D were redeemed on 31 December 2017.

Preferred shares — Class 1 Series I were issued on 7 December 2017, initial dividends were declared during the first quarter of 2018 and paid in accordance
with their terms in the usual manner on 31 March 2018 or the first business day thereafier.

During the second quarter of 2018, the bank declared and paid $470m
in dividends on HSBC Bank Canada common shares, comprising a
first interim dividend of $70m and a special dividend of $400m, and
$9m in dividends on all series of HSBC Bank Canada Class 1
preferred shares.

On 2 August 2018, the bank declared regular quarterly dividends
for the third quarter 2018 on all series of HSBC Bank Canada Class
1 preferred shares, to be paid in accordance with their terms in the
usual manner on 30 September 2018 or the first business day
thereafter to shareholders of record on 15 September 2018.
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On 2 August 2018, the bank also declared a second interim
dividend of $70m on HSBC Bank Canada common shares in respect
of the financial year ending 31 December 2018, and will be paid on
orbefore 30 September 2018 to the shareholder of record on 2 August
2018.

Asthe quarterly dividends on preferred shares for the third quarter
2018 and the second interim dividend on common shares for 2018
were declared after 30 June 2018, the amounts have not been included
in the balance sheet of the bank as a liability.
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HSBC BANK CANADA

Consolidated income statement (unaudited)

Interest iNCOME .......ccceveveeeerinrennnene
Interest eXpense ........cceeeeeeveerennnns
Net interest income...........ccevenee..
Fee income .......ooeeveeeveerieceienienene

Fee expense ......cccocveveeveviencncnnns
Net fee income........ocoeevevrereenene.

Net income from financial instruments held for trading (2017: Net trading income) ......

Changes in fair value of long-term debt (2017: Net expense from financial instruments

designated at fair value)

Gains less losses from financial investments

Other operating income

Total operating income

Change in expected credit losses

Loan impairment recoveries and other credit risk provisions ..........cccccceeeereieeoineeenens

Net operating income ..................

Employee compensation and benefits

General and administrative expenses

Depreciation of property, plant and eqUIPMEnt..........c.cccoveveceririeerinercinereerenrerecreeneenns

Amortization of intangible assets
Total operating expenses

Operating profit........................
Share of profit/(loss) in associates
Profit before income tax expense
Income tax expense .........cccceveeueee
Profit for the period.....................
Profit attributable to the common shareholder

Profit attributable to preferred shareholders
Profit attributable to shareholders

Average number of common shares outstanding (000°S) ...........coevruereerrieennieerineeeens

Basic and diluted earnings per common share ($) ........ccccccceeeieiieeiieccecccceenes

Quarter ended Half-year ended
30 Jun 2018 30 Jun 2017 30 Jun 2018" 30 Jun 2017
$m $m $m $m
576 452 1,116 903
(257)| (167), (491) (336),
319 285 625 567
202 183 378 360
(23) (18) (44) (35)
179 165 334 325
39 22 75 53
— ) — @
5 3 27 21
28 22 50 40
570 496 1,111 1,002
11 n/a 39 n/a
n/a 46 n/a 95
581 542 1,150 1,097
(178) (173) (360) (354)
(144) (133) (270) (254)
® ® 16) (16)
“@ 3) Q) (5
(334) (318) (652) (629)
247 224 498 468
— 4 — 3
247 228 498 471
67) (60) (135) (117)
180 168 363 354
171 158 344 335
9 10 19 19
180 168 363 354
498,668 498,668 498,668 498,668
034 § 032 8§ 069 § 0.67

1 Effective 1 January 2018 the bank adopted IFRS 9 Financial instruments (‘IFRS 9°) on a retrospective basis without restatement of prior periods. Results from
prior periods are reported in accordance with I14S 39 Financial Instruments: Recognition and Measurement (/A4S 39°).

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 Half-year ended
30 Jun 2018 30Jun2017 30 Jun 2018 30 Jun 2017
$m $m $m $m
Profit fOr the PETIO .....c.eeuieiiieieiireee ettt 180 168 363 354
Other comprehensive income/(loss)
Items that will be reclassified subsequently to profit or loss when specific conditions are
met:
Debt instruments at fair value through other comprehensive income............cccoveverenvcccnnecnnene 13) n/a (55) n/a
— FAIE VAIUE TOSSES ..vouviviiiiicieeeeeete ettt ettt ettt a e et e s b e e ae e b e s teeab e b e eaeensebeereentesaeeaean 12) n/a (48) n/a
— fair value gains transferred to income statement on disposal.........cccooecvnecrennccnnecrineecnens Q) n/a 27) n/a
— IICOIME LAXES ... vverevteaieetesetetetestetetes et et eae et bt saebe sttt b et et eb et st e b sttt b et st e b st s et b et et esebenseneneneas 4 n/a 20 n/a
Available-for-sale INVESIMENLS ........c.ccveirierieieieieieeet ettt sse e e s teseneesesseneeseenens n/a (13) n/a 20
— fair value (losses)/gains n/a (15) n/a 48
— fair value gains transferred to income statement on disposal.........c.coceecvrecrcnrccnnecrneecene n/a 3) n/a (21)
—INCOME TAXES ... s n/a 5 n/a )
CaSh fIOW NEAZES. ...ttt ettt sttt et e et aesbe e e enenee — (43) (€] (42)
— fair Value GAINS/(JOSSES) ..veviieiietiieieii ettt ettt ettt ettt s et enen 58 37 (102) 2
— fair value (gains)/losses transferred to income StatemMent ...........ecveeeueriereririeieererieeeeseeeeeees (58) (95) 96 (59)
— ATICOMMIC LAXES .veuvvevveeierienreeteesteteeteestesteeteesseesesseesseeseessesesseessansesseessesseessessesseessensesseessensenseensessenseas — 15 2 15
Items that will not be reclassified subsequently to profit or loss:
Remeasurement of defined benefit plans ..........cccoveioiririiniciie e 8 (20) 22 210
— DEFOIE INCOME TAXES .. viuvevitiieiietiteeiete ettt ettt ettt ete b eaeese e eseebessessesessessessesesseseesassenseseesan 11 (28) 30 (29)
— ANCOMME TAXES ..euvevvevrevirinteseetesseseesesesteseesesseseesesseseeseesessessesessessessesesseseesassensessssessessasesseseesessenseseesas A3) 8 (8), 8
Changes in fair value of financial liabilities designated at fair value due to movement in own
CTEAIE TISK ...ttt es — — — 3
— DETOTE INCOME TAXES ...veueetiteieiieteteteit sttt ettt ettt ettt be ekt ettt st e b s b et et te e eneneen — — — 3
— ANCOMMIE LAXES ..euveueteteieetcrte ettt et ee e st eh b et eb et s e se et e st ebe s b et e bt eb et e st es e et es e ebeab et ese et et eneeneneen — — — —
Equity instruments designated at fair value through other comprehensive income......................... 1 n/a — n/a
— £IE VAIUE GAINS ...ttt sttt b ettt enen 1 n/a — n/a
— income taxes... — n/a — n/a
Other comprehensive loss for the period, net of tax......................cccooiviiiiiiiiicccs “4) (76) 37 (40)
Total comprehensive income for the period attributable to shareholders ................................ 176 92 326 314

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)

Notes

ASSETS
Cash and balances at CENLIAl DANK .............cc.ciiiiiiiieiitiieiee ettt ettt ettt te s eseesesbessesestessesaesessesseseesessessesessensess
Items in the course of collection from Other DANKS...........ccociiiiiiiiiiieiicicieeeeteee ettt et esesseseens

Trading aSSEtS.....ccceveverereruereririeieereeieeereeieeneeene
Other financial assets mandatorily measured at fair value through profit or 10SS ........cceoeririeeiinieinreee e
DIETIVALIVES ..ttt ettt ettt ettt ettt st b et e b e b et b e s s et e s et besea e e e e b e s et e b esea e e b e b en e s et en e et e b e s ea e et e b et et be st s et ene et nene 5
Loans and advances 10 DANKS .........c.coieueuiiriiieiiieie ettt ettt et b ettt b et b ettt ne e b nene
Loans and adVances 10 CUSTOIMIETS .........c.e.trirueutririeieirietetteteteeetetes et eteseetebes e ssebeseteseseaeeteseneaseseseatebestaesbeseneaseseneasesenennasesens 7
Reverse repurchase agreements — NON-TAGING .......cccoveueuiririeuiriiieieiri ettt sttt ettt st be et be e tese e eteseneebenens
FINANCIAL INVESTITIEIITS. ....cuiutteiiaieiet ittt ettt ettt ettt b ettt e st b st e s e e b e st b e s e s eae et e b et s eses e et ebesen e et ebeneabebene s eteneeabesens 8

Other assets ........cccccoevuereurereunns

Prepayments and aCCIUEH IMCOME .........cueuiriiueuiiieiiirtet ettt ettt ettt be bbbt et b et s et e st et et e st st e b et tese st s eteneneesenens
Customers’ 11ability UNAEr ACCEPLANCES. ......c.cvrueuiuirieteiiirteteietetei ettt ettt ettt et b ettt s e b e st et e b et s s eetese e sesenees
CUITENE TAX ASSEES ...ttt b et bbb b bbb
Property, plant and EQUIPIMENT .......c.cccouiuiuiriiieiiieie ettt ettt ettt be bbbt et b ettt s e et e be sttt e b et et b st etene e benene
GOOdWill aNd INTANGIDIE ASSELS ....ueuvieiiieteie ittt ettt ettt ettt b ettt b et b et e st st b e st st e b e et eses e stes et besenees
DITRITEA TAXES ...ttt ettt ettt ee
TOTAL ASSELS ...ttt

LIABILITIES AND EQUITY
Liabilities

DIEPOSIES DY DANKS ...ttt ettt ettt e bbbt et b ettt s et b e st b e ket b et et st b nene

CUSTOIMET ACCOUNLS .....vettttetentetteteeteetete st eteebessesteue et eateaeebesee st ebeebe s e st eb et ea s ea e eae st eseeb e b et es e eb et ea e ebesb e e eseeb e s b et ene et et esteuesaeneenes
Repurchase agreements — NON-TIAGINE ......c..eueiririeiirieteiiete ettt ettt ettt et st b ettt e bt et e b et as et eseneebenens
Items in the course of transmission t0 Other DANKS ..........couvueuiriiieiiirieieie ettt
TTAAING LHADIIITIES ...ttt ettt ettt bt e bt bbbt b ettt e st et e b e st st e b ene et ese st s eteseeebenens 9
DIETIVALIVES ...ttt ettt ettt s bttt e bttt e b e s s et es et b e st et e s e b e s et e b esea e et e s en e b e b es e et e b e s ea e et e b et et e b e st s et ene e b nene 5
DIEDE SCCUITTIES T ISSUEC. .. vtuvettiaiieteaitetet et etete et etes sttt e be bt e b e st s etes et bes et saebes et ebeseaeebesene s eses e et ebesea e et ebeneatebeneseteneeabesens 10
Other liabilities... 11

ALCCEPLANICES ....euveneetitenteie ettt ettt ettt a e et h b et tes ettt e st eh e sa et eh e e bt b et e bt et a e et e h e st s e e bt b et st bt et e et ehesa et se b et e e ettt ene

Accruals and deferTed INCOIME .......c.ovveuieuicieieiiiticteeteeet ettt ettt ettt et ete et e s e e eseesesseseebesessesaesessessesesseseesessesseseesasessans
Retirement DENEfit HHADIIITIES . ......ceiirieierieteieeetect ettt ettt ettt ettt eaesb e e eseebe s eseesasessessesesseseesessesseneesassensans
Subordinated liabilities ....

PrOVISIONS . ...c.viitiieiietieteet ettt ettt ettt et e st eteete et et e e te s et esees e b esseseesess et e es e s esseseeses s esseseesessesabessessesa s essessesesseseesesbesseneesasensans
CUITENE TAX TTADIIIEIES. 1..c.vevveviteietietiteiiees et ettt ettt ettt te et et eteebe s et eseesessessesa s esaeseesesseseesebessessesa s esaesessessesaesessessesesaensesin
TOLAL HADIIIEIES ...veveeviteeietietitceteteetet ettt ettt ettt et et et e st eseetees e st ese e b e s esseseesessessesessessesaebessessesa s essessesesseseesessesseneesassensens

Equity
COMIMON SNATES. ...ttt ettt b bbbt b bttt b e sttt e st st b st st e bt e b bt et b et es st nes
PrEferred SHATES.......c.eiiieiiiiiieiiet ettt bbbttt bbbt st b ettt b ettt et bene
OFNEE TESETVES ..evivniaiieititeteeietet ettt ettt ettt st st b ettt b et b e sttt eb et b b ea e s e e b st e b b et et b e st et e bt st b e s et st e b st b e b bt st be et es st nes
RELAINEA CAIMIINES ...ttt ettt ettt ettt b et b bt e bt e bbb bt e b e st st b s et et e b et et ebe st s eteseeebebens
Total equity

Total HAbilities ANA CQUILY .....oveveririeteirtitei ettt bbbttt ettt s bt sb bbbt etebe e benens

30 Jun 2018' 31 Dec 2017
$m $m
58 411
23 25
5,649 5373
4 _
3,524 3,675
726 1,221
52,907 50,337
5,286 6,153
22,655 22,913
3,331 899
238 213
5,776 4,801
49 44
97 106
103 90
103 118
100,529 96,379
1,001 1,696
57,103 57,054
6,415 4,604
300 299
3,301 3,701
3,415 3,516
12,092 10,820
3,908 2217
5,782 4,801
439 475
315 346
1,039 1,039
35 61
28 40
95,173 90,669
1,225 1,225
850 850
(120) (61)
3,401 3,696
5,356 5,710
100,529 96,379

1 Effective 1 January 2018 the bank adopted IFRS 9 on a retrospective basis without restatement of prior periods. Results from prior periods are reported in
accordance with IAS 39. Refer to the table ‘Reconciliation of consolidated balance sheet as at 31 December 2017 and 1 January 2018 in note 1 of the consolidated

financial statements for further details of balance sheet presentation changes.

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)

Half-year ended
30 Jun 2018 30 Jun 2017

Notes $m $m
Cash flows from operating activities
PrOFIE DEIOTE TAX ...ttt ettt ettt st b b e e st e st e e e et s s e s em e e b et e e e st et et eneesessenees e b et entene et enteneesennen 498 471
Adjustments for:
— non-cash items included in Profit DEFOTe taX.........ceoirirueuiririetiiiee ettt 13 ®) 61)
— ChANGZE 11N OPETATINZ ASSELS......veveuiteteuieiteteietetestetetete st ete s et et et ebes et etebes et et ea e e ebesea e b eben et eses et et esenesesen e et ebeseneebeb et eteneseneee 13 (5,646) (5,936)
— change in operating liabilities . . 13 5,237 1,410
AKX PAIA vttt ettt a et h st b st b st et eh Rtk e Rt e bR e b e b a et s Rt et e b et sen et e b sttt et et et ebe s eee (126) (92)
Net cash from OPErating ACHIVITIES ....c.euerveveriririeueirieteiertetet ettt ettt ettt ettt s et et et seses et ese e b ese st st ebe st e eseb et etebeseneees (45) (4,208)
Cash flows from investing activities
Purchase of fINanCial INVESIMENTS. ........c.cciiiieiiieieieiteetiet ettt ettt et eese et e steessebeeseessesseeseessessessaensenseessesesseessasesssessensenns (5,429) (3,084)
Proceeds from the sale and maturity of financial INVEStMENLS .........c.ccerieiririirieirerieeteree et 5,603 7,151
Purchase of intangibles and property, plant and SQUIPIMENLE ..........cc.ceririeririrerieirereeterer ettt saenes 27 (28)
Proceeds from the sale of property, plant and EQUIPIMENLT............cerveiririerieireiere ettt st sae s 1 —
Net cash fTOm INVESHING ACHVILIES .......eeuerueieeieteiei ettt ettt ettt et es e s et st eseeb e b e s e st esebeneenessenseseebenseneeneesenes 148 4,039
Cash flows from financing activities
Redemption of SUDOTAINALEd HADIIIIES .......e.viviieiieiieieieieicieiee ettt ettt s et b se s s e eseebe st eneeseesenseneesennes — (1,400)
Issuance of subordinated liabilities . — 1,000
Dividends paid t0 SHATCNOLACTS ........c..eiiiiieiiirieieieeee ettt et sttt et et e s e ete b e st esessenseseebesenteseesenseneesenees (685) (113)
Redemption Of Preferred SNATES ..........cviirieiiieieieiee ettt ettt et et e s e ebe b e st esessenseseebessenteseesenseneesenses (350) —
Net cash from fINANCING ACHIVITIES ....c.c.erviuiuiririeiiirietctrietet sttt ettt ettt ettt ettt st et b bt e bttt b et eaebeseeeee (1,035) (513)
Net decrease in cash and cash eqUIVAIENLES .....................cocoviiiiiiiiiiiieecec et eb e ese s (932) (682)
Cash and cash equivalents at the beginning of the Period ..........c.cocveerrriivirnieinnicccrec ettt 1,880 1,650
Cash and cash equivalents at the end of the PEriod ...........ccccoriiiiriiiiiri e 13 948 968
Interest
TIEETESE PAIA..... ettt ettt ettt a st st et b e b e e st e s et e e e et e et s e Rt e bt R et e st et et en e e Rt es et en e be et et ene et e st eneeaenen (465) (378)
DS (T B = o =T A T BRSPS R 1,057 922

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

financial statements.
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HSBC BANK CANADA

Consolidated statement of changes in equity (unaudited)

Other reserves

Available- Financial
for-sale assets at Cash flow

Share Retained fair value FVOCI hedging Total other Total

capital earnings reserve reserve reserve reserves equity

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

At 1 January 2018.........cccooveiiiicenne 2,075 3,696 12) n/a (49) (61) 5,710

Changes on initial application of IFRS 9 ........ — 11 12 12) — — 11
Restated balance at 1 January 2018 under

TFRS 9 ettt 2,075 3,707 — 12) 49) (61) 5,721
Profit for the period.........cccccceeeciciiciienns — 363 n/a — — — 363
Other comprehensive income/(loss), net of

TAX vttt — 22 n/a (55) “4) (59) 37
— debt instruments at fair value through other

comprehensive income...........c.eeveereeuencnnne — — n/a (55) — (55) (55)
— cash flow hedges — — n/a — 4) 4) 4)
— remeasurement of defined benefit asset/

HAbILILY «..cveeiiccicicccccc e — 22 n/a — — — 22
Total comprehensive income for the period.... — 385 n/a (55) “) 59) 326
Dividends on common shares — (670) n/a — — — (670)
Dividends on preferred shares..........c.cccccceeee — (19) n/a — — — 19)
Shares issued under employee remuneration

and share plan ........c.occceeveecenneccncnecnne — ?2) n/a — — — 2)
At30 June 2018.........c.oooooiiiiiiiice 2,075 3,401 n/a 67) (53) (120) 5,356

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
At 1 January 2017 ...c.ccuiiiiiiiiiiiiecnececcecceeeeeeeeae 2,075 3,313 (30) 57 27 5,415
Profit for the period ........cooeeirieeinireiee e — 354 — — — 354
Other comprehensive income/(loss), net of tax — (18) 20 42) (22) (40)
— available-for-sale investments.............cccccoeevvveirnenncnnne, — 20 — 20 20
— cash flow hedges .........cccooviviiiiiiicc — — — (42) (42) (42)
— remeasurement of defined benefit asset/liability.................... — (21) — — — (21)
— changes in fair value of financial liabilities designated at

fair value arising from changes in own credit risk................. — 3 — — — 3
Total comprehensive income for the period...........cccccccvvrueninne — 336 20 (42) (22) 314
Dividends on common Shares..............cccoeeieeinciiciincnnens — 94) — — — 94)
Dividends on preferred shares — (19) — — — (19)
Shares issued under employee remuneration and share plan ..... — 3) — — — 3)
At 30 JUNE 2017t 2,075 3,533 10) 15 5 5,613

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 financial statements (‘consolidated financial statements’), the ‘HSBC
Group’ means the Parent and its subsidiary companies.

a

Compliance with International Financial Reporting Standards

The consolidated financial statements have been prepared in accordance with International Accounting Standard (‘IAS’) 34 ‘Interim
Financial Reporting’ as issued by the International Accounting Standards Board (‘IASB’) and should be read in conjunction with the
bank’s 2017 audited annual consolidated financial statements. The bank’s 2017 audited annual consolidated financial statements have
been prepared in accordance with International Financial Reporting Standards (‘IFRSs’) and accounting guidelines as issued by the
Office of the Superintendent of Financial Institutions Canada (‘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.

Standards adopted effective 1 January 2018

With the exception of the provisions relating to the presentation of gains and losses on financial liabilities designated at fair value, which
were adopted from 1 January 2017, the requirements of IFRS 9 Financial Instruments (‘IFRS 9”) were adopted effective 1 January 2018.
IFRS 9 includes an accounting policy choice to retain the hedge accounting requirements of IAS 39 Financial Instruments: Recognition
and Measurement (‘1AS 39°), which the bank has exercised. The classification and measurement and impairment requirements are
applied retrospectively by adjusting the opening balance sheet at the date of initial application, 1 January 2018, with no requirement to
restate comparative periods. The bank did not restate the comparative periods. The impact of adoption on net assets at 1 January 2018
are set out on pages 40 to 41.

In addition, the bank has adopted from 1 January 2018 the requirements of IFRS 15 Revenue from Contracts with Customers (‘IFRS
15°), which provides a principles-based approach for revenue recognition, and introduces the concept of recognizing revenue for
performance obligations as they are satisfied. In accordance with IFRS 15's transition options, the bank has applied the standard
retrospectively with the cumulative effect of initially applying the Standard recognized at the date of initial application as an adjustment
to the opening balance of retained earnings at the date of initial application. The bank has assessed the impact of IFRS 15 and has
determined that the standard has no significant effect when applied to its consolidated financial statements at the date of initial application,
1 January 2018. Therefore, no adjustment to retained earnings has been made to the consolidated financial statements.

Future accounting developments

Future accounting developments have been disclosed in note 1 (c) on the 2017 annual consolidated financial statements of the bank’s
Annual Report and Accounts 2017, excluding the changes noted in (b) above which have been implemented effectively on 1 January
2018.

Presentation of information

The consolidated 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:

—  valuation of financial instruments
—  deferred tax assets
—  defined benefit obligations

In view of the inherent uncertainties and the high level of subjectivity involved in the recognition or measurement of these items, it is
possible that the outcomes in future reporting periods could differ from those on which management’s estimates are based, resulting in
materially different conclusions from those reached by management for the purposes of the consolidated financial statements. These
items are described further in the ‘Critical accounting estimates and judgments’ section of the Management’s Discussion and Analysis
of the bank’s Annual Report and Accounts 2017.

As aresult of adopting IFRS 9 from 1 January 2018, ‘impairment of loans and advances’ noted in the bank’s Annual Report and Accounts
2017 has been replaced with ‘expected credit losses’, as described in the ‘Critical accounting estimates and judgments’ section of the
Management’s Discussion and Analysis for this quarter ended 30 June 2018.
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Notes on the Consolidated Financial Statements (unaudited) (continued)
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Consolidation

The consolidated financial statements comprise the consolidated financial statements of the bank and its subsidiaries as at 30 June 2018.
The method adopted by the bank to consolidate its subsidiaries is described in note 2 (a) of the 2017 annual consolidated financial
statements of the bank’s Annual Report and Accounts 2017.

Significant accounting policies

Except as indicated in note (b) above, the consolidated financial statements have been prepared using the same accounting policies used
in preparation of our audited 2017 annual consolidated financial statements. The bank adopted IFRS 15 on 1 January 2018 on a
retrospective basis, recognizing the cumulative effect, which was nil, of initially applying the standard as an adjustment to the opening
balance of retained earnings. Set out below under (h) is the accounting policy of the Bank for fee income under IFRS 15. Further, the
policies under (h) have replaced the previous policy relating to “Fee income” under note 2 (b) in the bank’s Annual Report and Accounts
2017.

As noted in (b) above, the bank also adopted IFRS 9 which replaces IAS 39. Set out below under (i) are the new or substantially revised
accounting policies resulting from implementing IFRS 9. The accounting policies on hedge accounting are unchanged and are not
repeated. Further, the policies under (i) have replaced existing policies (d), (e) and (f) in the bank’s Annual Report and Accounts 2017.

Fee income

Revenue is recognized when (or as) the bank satisfies a performance obligation by transferring a promised good or service (i.e. an asset)
to a customer. An asset is transferred when (or as) the customer obtains control of that asset.

The recognition of revenue can be either over time or at a point in time depending on when the performance obligation is satisfied. When
control of a good or service is transferred over time, if the customer simultaneously receives and consumes the benefits provided by the
bank’s performance as we perform, the bank satisfies the performance obligation and recognizes revenue over time. Otherwise, revenue
is recognized at the point in time at which we transfer control of the good or service to the customer.

Variable consideration, where applicable, is measured using either the expected value method or the most likely amount method depending
on which method the bank expects to better predict the amount of consideration to which it will be entitled. This is the estimated amount
of variable consideration, or the portion, if any, of that amount for which it is highly probable that a significant reversal in the amount
of cumulative revenue recognized will not occur.

For all fee types, where there is a single performance obligation, the transaction price is allocated in its entirety to that performance
obligation. Where there are multiple performance obligations, the transaction price is allocated to the performance obligation to which
it relates based on stand-alone selling prices.

The bank has applied the practical expedient in IFRS 15.121(a) as all of its performance obligations remaining on adoption of IFRS 15
were part of contracts that have an original expected duration of one year or less.

Income which forms an integral part of the effective interest rate of a financial instrument (for example, certain loan commitment fees)
is recognized as an adjustment to the effective interest rate and recorded in ‘Interest income’.

The main types of fee income arising from contracts with customers, including information about performance obligations, determining
the timing and satisfaction of performance obligations and determining the transaction price and the amounts allocated to performance
are as follows:

Credit facilities

Credit facility fees include fees generated from providing a credit facility that are not included within the Effective Interest Rate (‘EIR’),
such as annual facility fees (commitment fees), standby fees and other transaction based fees charged for late payments, return payments,
over credit charges and foreign usage. Fees associated with loan commitments and standby letters of credit are billed upfront and
recognized on a straight-line basis over the period the service is performed and the performance obligation is met (e.g. the commitment
period). In the event a loan commitment or standby letter of credit is exercised, the remaining unamortized fee is recognized as an
adjustment to yield over the loan term. The transaction price (excluding any interest element) usually includes an annual facility fee,
which could be a fixed charge or a percentage of the approved credit limit, and other transaction-based charges, which could be either
a fixed price or a percentage of the transaction value. Although fees charged can be variable (percentage of credit limit or transaction
value), the uncertainty is resolved by the time the revenue is recognised as the credit limit or transaction value is known on the contract
or transaction date. Therefore, there is no need to estimate the variable consideration or apply the constraint. On the basis that the services
are provided evenly over the term of the agreement, the fee is recognized on a straight line basis over the commitment period.
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Funds under management
Funds under management include management fees, administration fees and transaction based fees.

Management fees are generally percentage based and therefore represent variable consideration. This amount is subject to the variable
consideration constraint and is only included in the transaction price to the extent that it is highly probable that a significant reversal of
cumulative revenue will not occur when the uncertainty associated with the variable consideration is subsequently resolved. At the end
of each payment period, or at each reporting date, the management fee is allocated to the distinct management services that have been
provided during that period. Fee income from management fees is recognized evenly over time on a straight-line basis as the services
are provided and the related performance obligations are satisfied evenly over time. The fee percentage and payment period are agreed
with the customer upfront. Generally, payment periods are monthly or quarterly and coincide with our reporting periods, thereby resolving
the uncertainty of the variable consideration by the reporting date. For payment periods that do not coincide with our reporting periods,
judgment is required to estimate the fee and determine the amount to recognize as accrued income, accrued income is only recorded to
the extent it is highly probably that a significant reversal of revenue will not occur. A significant reversal of accrued management fee
revenue is not highly probable for most contracts.

Administration fees, where applicable, are agreed with the customer and based on the terms of each contract. These fees are either fixed
upfront charges or percentage based fees calculated as a percentage of the average value of a customer’s assets at the end of an agreed
period. Percentage based administrative fees are included in the transaction price only to the extent that it is highly probable that a
significant reversal in the amount of cumulative revenue recognized will not occur when the uncertainty associated with the variable
consideration is resolved.

Other fees are transaction based and are recognized and billed at the point in time the transaction occurs and the performance obligation
is met.

Cards

Credit card arrangements involve numerous contracts between various parties. The bank has determined that the more significant contracts
within the scope of IFRS 15 are:

— the contract between the bank and the credit card holder (‘Cardholder Agreement’) under which we earn miscellaneous fees (e.g.,
late payment fees, over-limit fees, foreign exchange fees, etc.) and for some products annual fees; and

— an implied contract between the bank and merchants who accept our credit cards in connection with the purchase of their goods
and/or services (‘Merchant Agreement’) under which we earn interchange fees.

The Cardholder Agreement obligates the bank, as the card issuer, to perform activities such as redeem loyalty points by providing goods,
cash or services to the cardholder, provide ancillary services such as concierge services, travel insurance, airport lounge access and the
like, process late payments, provide foreign exchange services, and others. The primary fees arising under cardholder agreements which
are in scope of IFRS 15 include annual fees, transaction based fees, and penalty fees for late payments. The amount of each fee stated
in the contract represents the transaction price for that performance obligation. Annual fees on credit cards are billed upfront and
recognized on a straight-line basis. Other credit card fees, as noted above, are transaction based and are recognized and billed at the
point in time the transaction occurs and the performance obligation is met.

Interchange fees

The implied contract between the bank and the merchant results in the bank receiving an interchange fee from the merchant. The
interchange fee represents the transaction price associated with the implied contract between the bank and the merchant because it
represents the amount of consideration to which the bank expects to be entitled in exchange for transferring the promised service (i.e.,
purchase approval and payment remittance) to the merchant. The performance obligation associated with the implied contract between
the bank and the merchant is satisfied upon performance and simultaneous consumption by the customer of the underlying service (i.e.
purchase approval and payment remittance). Therefore, the interchange fee is recognized as revenue each time the bank approves a
purchase and remits payment to the merchant.

Account services

The bank provides services for current accounts that generate fees from various activities including: accounts statements, ATM
transactions, cash withdrawals, wire transfers, utilization of cheques, debit cards and internet and phone banking. The fees for these
services are established in the customer account agreement and are either billed individually at the time the service is performed and
the performance obligation is met, or on a monthly basis for a package or bundle of services as the services are performed and the
performance obligation is met. Customer account agreements typically include a package of services with multiple performance
obligations or a bundle of services making up a single performance obligation. In the case of a package of services, the pattern of transfer
to the customer is the same for all services (stand ready obligation) therefore, all the goods and services are treated as a single performance
obligation. The transaction price is allocated in its entirety to the single performance obligation. The performance obligation associated

HSBC Bank Canada Second quarter 2018 interim report 34



HSBC BANK CANADA

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

35

with account services will be satisfied as a stand ready obligation to provide services evenly over time, and therefore, the fee income
from account services would be recognized evenly over time.

Accounting policies resulting from implementing IFRS 9

Classification and Measurement of Financial Assets

The Bank classifies its financial instruments under IFRS 9 into the following categories:

i)  Financial instruments measured at amortized cost;

ii) Financial assets measured at fair value through other comprehensive income (‘FVOCT’);

iii) Equity securities measured at fair value with fair value movements presented in other comprehensive income (‘OCI’); and
iv) Financial instruments designated and otherwise mandatorily measured at fair value through profit or loss.

(i) Financial instruments measured at amortized cost

Financial assets that are held to collect the contractual cash flows and that contain contractual terms that give rise on specified dates to
cash flows that are solely payments of principal and interest, such as most loans and advances to banks and customers and some debt
securities, are measured at amortized cost and are presented net of an allowance for expected credit losses. In addition, most financial
liabilities are measured at amortized cost. The carrying value of these financial assets at initial recognition includes any directly attributable
transaction costs. If the initial fair value is lower than the cash amount advanced, such as in the case of some leveraged finance and
syndicated lending activities, the difference is deferred and recognized over the life of the loan through the recognition of interest income,
unless the loan becomes impaired. The bank may commit to underwriting loans on fixed contractual terms for specified periods of time.
When the loan arising from the lending commitment is expected to be held for trading, the commitment to lend is recorded as a derivative.
When the bank intends to hold the loan, the loan commitment is included in the impairment calculations set out below.

(ii) Financial assets measured at FVOCI

Financial assets held for a business model that is achieved by both collecting contractual cash flows and selling and that contain contractual
terms that give rise on specified dates to cash flows that are solely payments of principal and interest are measured at FVOCI. These
comprise primarily debt securities. They are recognized on the trade date when the bank enters into contractual arrangements to purchase
and are normally derecognized when they are either sold or redeemed. They are subsequently remeasured at fair value and changes
therein (except for those relating to impairment, interest income and foreign currency exchange gains and losses) are recognized in other
comprehensive income until the assets are sold. Upon disposal, the cumulative gains or losses in other comprehensive income are
recognized in the income statement as ‘Gains less losses from financial investments’. Financial assets measured at FVOCI are included
in the impairment calculations set out below and impairment is recognized in profit or loss.

(iii) Equity securities measured at fair value with fair value movements presented in OCI

The equity securities for which fair value movements are shown in OCI are business facilitation and other similar investments. Gains
or losses on the derecognition of these equity securities are not transferred to profit or loss. Otherwise equity securities are measured at
fair value through profit or loss (except for dividend income which is recognized in profit or loss).

(iv) Financial instruments designated and otherwise mandatorily measured at fair value through profit or loss
Equity securities for which the fair value movements are not shown in OCI are mandatorily classified in this category.

Additionally, financial instruments, other than those held for trading, are classified in this category if they meet one or more of the
criteria set out below and are so designated irrevocably at inception:

—  the use of the designation removes or significantly reduces an accounting mismatch;

—  when a group of financial assets and liabilities or a group of financial liabilities is managed and its performance is evaluated on a
fair value basis, in accordance with a documented risk management or investment strategy; and

—  where the financial liability contains one or more non-closely related embedded derivatives.

Designated financial assets are recognized when the bank enters into contracts with counterparties, which is generally on trade date,
and are normally derecognized when the rights to the cash flows expire or are transferred. Designated financial liabilities are recognized
when the bank enters into contracts with counterparties, which is generally on settlement date, and are normally derecognized when
extinguished. Subsequent changes in fair values are recognized in the income statement in ‘Changes in fair value of long-term debt’.

Under the above criterion, there are no such financial instruments designated at fair value by the bank at 30 June 2018.
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Derivatives

Derivatives are financial instruments that derive their value from the price of underlying items such as equities, interest rates or other
indices. Derivatives are recognized initially and are subsequently measured at fair value. Derivatives are classified as assets when their
fair value is positive or as liabilities when their fair value is negative. This includes embedded derivatives in financial liabilities which
are bifurcated from the host contract when they meet the definition of a derivative on a stand-alone basis when the entire contract,
including the host instrument, is not designated at fair value through profit or loss.

Where the derivatives are managed with debt securities issued by the bank that are designated at fair value, the contractual interest is
shown in ‘Interest expense’ together with the interest payable on the issued debt.

Impairment of amortized cost and FVOCI financial assets

Expected credit losses (‘ECL”) are recognized for loans and advances to banks and customers, non-trading reverse repurchase agreements,
other financial assets held at amortized cost, debt instruments measured at fair value through other comprehensive income, and certain
loan commitments and financial guarantee contracts. At the end of the first reporting period after initial recognition, an allowance (or
provision in the case of some loan commitments and financial guarantees) is required for ECL resulting from default events that are
possible within the next 12 months (or less, where the remaining life is less than 12 months) (‘12-month ECL’). In the event of a significant
increase in credit risk, an allowance (or provision) is required for ECL resulting from all possible default events over the expected life
of'the financial instrument (‘lifetime ECL’). Financial assets where 12-month ECL is recognized are considered to be ‘stage 1’; financial
assets which are considered to have experienced a significant increase in credit risk are in ‘stage 2’; financial assets for which there is
objective evidence of impairment so are considered to be in default or otherwise credit-impaired are in ‘stage 3’.

Credit-impaired (stage 3)

The bank determines that a financial instrument is credit-impaired and in stage 3 by considering relevant objective evidence, primarily
whether:

—  contractual payments of either principal or interest are past due for more than 90 days;

— there are other indications that the borrower is unlikely to pay such as that a concession has been granted to the borrower for
economic or legal reasons relating to the borrower’s financial condition; and

—  the loan is otherwise considered to be in default.

If such unlikeliness to pay is not identified at an earlier stage, it is deemed to occur when an exposure is 90 days past due, even where
regulatory rules permit default to be defined based on 180 days past due. Therefore the definitions of credit-impaired and default are
aligned as far as possible so that stage 3 represents all loans which are considered defaulted or otherwise credit-impaired. Interest income
is recognized by applying the effective interest rate to the amortized cost amount, i.e. gross carrying amount less ECL allowance.

Write-off

Financial assets (and the related impairment allowances) are normally written off, either partially or in full, when there is no realistic
prospect of recovery. Where loans are secured, this is generally after receipt of any proceeds from the realization of security. In
circumstances where the net realizable value of any collateral has been determined and there is no reasonable expectation of further
recovery, write-off may be earlier.

Renegotiation

Loans are identified as renegotiated and classified as credit impaired when we modify the contractual payment terms due to significant
credit distress of the borrower. Renegotiated loans remain classified as credit-impaired until there is sufficient evidence to demonstrate
a significant reduction in the risk of nonpayment of future cash flows and retain the designation of renegotiated until maturity or
derecognition.

A loan that is renegotiated is derecognized if the existing agreement is canceled and a new agreement is made on substantially different
terms or if the terms of an existing agreement are modified such that the renegotiated loan is a substantially different financial instrument.
Any new loans that arise following derecognition events in these circumstances are considered to be purchased or originated credit-
impaired financial assets (‘POCTI’) and will continue to be disclosed as negotiated loans.

Other than originated credit-impaired loans, all other modified loans could be transferred out of stage 3 if they no longer exhibit any
evidence of being credit-impaired and, in the case of renegotiated loans, there is sufficient evidence to demonstrate a significant reduction
in the risk of non-payment of future cash flows, over the minimum observation period, and there are no other indicators of impairment.
These loans could be transferred to stage 1 or 2 based on the mechanism as described below by comparing the risk of a default occurring
at the reporting date (based on the modified contractual terms) and the risk of a default occurring at initial recognition (based on the
original, unmodified contractual terms). Any amount written off as a result of the modification of contractual terms would not be reversed.
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Loan modifications that are not credit-impaired

Loanmodifications that are not identified as renegotiated are considered to be commercial restructuring. Where acommercial restructuring
results in a modification (whether legalized through an amendment to the existing terms or the issuance of a new loan contract) such
that the bank’s rights to the cash flows under the original contract have expired, the old loan is derecognized and the new loan is recognized
at fair value. The rights to cash flows are generally considered to have expired if the commercial restructure is at market rates and no
payment-related concession has been provided.

Significant increase in credit risk (stage 2)

An assessment of whether credit risk has increased significantly since initial recognition is performed at each reporting period by
considering the change in the risk of default occurring over the remaining life of the financial instrument. The assessment explicitly or
implicitly compares the risk of default occurring at the reporting date compared to that at initial recognition, taking into account reasonable
and supportable information, including information about past events, current conditions and future economic conditions. The assessment
is unbiased, probability-weighted, and to the extent relevant, uses forward-looking information consistent with that used in the
measurement of ECL. The analysis of credit risk is multi-factor.

The determination of whether a specific factor is relevant and its weight compared with other factors depends on the type of product,
the characteristics of the financial instrument and the borrower, and the geographical region. Therefore, it is not possible to provide a
single set of criteria that will determine what is considered to be a significant increase in credit risk and these criteria will differ for
different types of lending, particularly between retail and wholesale. However, unless identified at an earlier stage, all financial assets
are deemed to have suffered a significant increase in credit risk when payments are 30 days past due. In addition, wholesale loans that
are individually assessed, typically corporate and commercial customers, and included on a watch or worry list are included in stage 2.

For wholesale portfolios, the quantitative comparison assesses default risk using a lifetime probability of default which encompasses a
wide range of information including the obligor’s customer risk rating, macroeconomic condition forecasts and credit transition
probabilities. Significant increase in credit risk is measured by comparing the average PD for the remaining term estimated at origination
with the equivalent estimation at reporting date. The significance of changes in PD was informed by expert credit risk judgment, referenced
to historical credit migrations and to relative changes in external market rates.

For loans originated prior to the implementation of IFRS 9, the origination PD does not include adjustments to reflect expectations of
future macroeconomic conditions since these are not available without the use of hindsight. In the absence of this data, the origination
PD is approximated assuming through-the-cycle (‘TTC’) PDs and TTC migration probabilities, consistent with the instrument’s
underlying modeling approach and the credit risk rating (‘CRR”’) at origination.

For certain portfolios of debt securities where external market ratings are available and credit ratings are not used in credit risk
management, the debt securities will be in stage 2 if their credit risk increases to the extent they are no longer considered investment
grade. Investment grade is where the financial instrument has a low risk of incurring losses, the structure has a strong capacity to meet
its contractual cash flow obligations in the near term and adverse changes in economic and business conditions in the longer term may,
but will not necessarily, reduce the ability of the borrower to fulfil their contractual cash flow obligations.

For retail portfolios, default risk is assessed using a reporting date 12-month PD derived from credit scores which incorporate all available
information about the customer. This PD is adjusted for the effect of macroeconomic forecasts for periods longer than 12 months and
is considered to be a reasonable approximation of a lifetime PD measure. Retail exposures are first segmented into homogeneous
portfolios, generally by country, product and brand. Within each portfolio, the stage 2 accounts are defined as accounts with an adjusted
12-month PD greater than the average 12-month PD of loans in that portfolio 12 months before they become 30 days past due. The
expert credit risk judgment is that no prior increase in credit risk is significant. This portfolio-specific threshold identifies loans with a
PD higher than would be expected from loans that are performing as originally expected and higher than that which would have been
acceptable at origination. It therefore approximates a comparison of origination to reporting date PDs.

Unimpaired and without significant increase in credit risk (stage 1)

ECL resulting from default events that are possible within the next 12 months (*12-month ECL”) are recognized for financial instruments
that remain in stage 1.

Movement between stages

Financial assets can be transferred between the different categories depending on their relative increase or decrease in credit risk since
initial recognition. Financial instruments are transferred out of stage 2 if their credit risk is no longer considered to be significantly
increased since initial recognition based on the assessments described above. Except for renegotiated loans, financial instruments are
transferred out of stage 3 when they no longer exhibit any evidence of credit impairment as described above. Renegotiated loans will
continue to be in stage 3 until there is sufficient evidence to demonstrate a significant reduction in the risk of non-payment of future
cash flows, observed over a minimum one-year period and there are no other indicators of impairment. For loans that are assessed for
impairment on a portfolio basis, the evidence typically comprises a history of payment performance against the original or revised terms,
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as appropriate to the circumstances. For loans that are assessed for impairment on an individual basis, all available evidence is assessed
on a case-by-case basis.

Measurement of ECL

The assessment of credit risk, and the estimation of ECL, are unbiased and probability-weighted, and incorporate all available information
which is relevant to the assessment including information about past events, current conditions and reasonable and supportable forecasts
of future events and economic conditions at the reporting date. In addition, the estimation of ECL should take into account the time
value of money. In general, the bank calculates ECL using three main components, a probability of default, a loss given default and the
exposure at default (‘EAD”).

The 12-month ECL is calculated by multiplying the 12-month PD, LGD and EAD. Lifetime ECL is calculated using the lifetime PD
instead. The 12-month and lifetime PDs represent the probability of default occurring over the next 12 months and the remaining maturity
of the instrument respectively. The EAD represents the expected balance at default, taking into account the repayment of principal and
interest from the balance sheet date to the default event together with any expected drawdowns of committed facilities. The LGD
represents expected losses on the EAD given the event of default, taking into account, among other attributes, the mitigating effect of
collateral value at the time it is expected to be realized and the time value of money. The bank leverages the Basel II IRB framework
where possible, with recalibration to meet the differing IFRS 9 requirements as follows:

Model | Regulatory capital IFRS 9
— Through the cycle (represents long-run average PD through a full — Point in time (based on current conditions, adjusted to take into
PD economic cycle) account estimates of future conditions that will impact PD)
— The definition of default includes a backstop of 90+ days past due — Default backstop of 90+ days past due
EAD — Cannot be lower than current balance — Amortization captured for term products
— Downturn LGD (consistent losses expected to be suffered during a — Expected LGD (based on estimate of loss given default including the
severe but plausible economic downturn) expected impact of future economic conditions such as the change in
value of collateral
LGD — Regulatory floors may apply to mitigate risk of underestimating — No floors
downturn LGD due to lack of historical data
— Discounted using cost of capital — Discounted using the original effective interest rate of the loan
— All collection costs included — Only costs associated with obtaining/selling collateral included
Other — Discounted back from point of default to balance sheet date

While 12-month PDs are recalibrated from Basel models where possible, the lifetime PDs are determined by projecting the 12-month
PD using a term structure. For the wholesale methodology, the lifetime PD also takes into account credit migration, i.e. a customer
migrating through the CRR bands over its life. The ECL for wholesale stage 3 is determined on an individual basis using a discounted
cash flow (‘DCF’) methodology. The expected future cash flows are based on the credit risk officer’s estimates as at the reporting date,
reflecting reasonable and supportable assumptions and projections of future recoveries and expected future receipts of interest. Collateral
is taken into account if it is likely that the recovery of the outstanding amount will include realization of collateral based on its estimated
fair value of collateral at the time of expected realization, less costs for obtaining and selling the collateral. The cash flows are discounted
at a reasonable approximation of the original effective interest rate. For significant cases, cash flows under four different scenarios are
probability-weighted by reference to the three economic scenarios applied more generally by the bank and the judgment of the credit
risk officer in relation to the likelihood of the workout strategy succeeding or receivership being required. For less significant cases, the
effect of different economic scenarios and work-out strategies is approximated and applied as an adjustment to the most likely outcome.
The movements associated with these variables are referred to as ‘Changes to risk parameters (model inputs)’ in note 7 ‘Allowance for
expected credit losses’.

Period over which ECL is measured

ECLis measured at each reporting date after the initial recognition of the financial asset. The maximum period considered when measuring
ECL (be it 12-month or lifetime ECL) is the maximum contractual period over which the bank is exposed to credit risk. For wholesale
overdrafts, credit risk management actions are taken no less frequently than on an annual basis and therefore this period is to the expected
date of the next substantive credit review. The date of the substantive credit review also represents the initial recognition of the new
facility. However, where the financial instrument includes both a drawn and undrawn commitment and the contractual ability to demand
repayment and cancel the undrawn commitment does not serve to limit the bank’s exposure to credit risk to the contractual notice period,
the contractual period does not determine the maximum period considered. Instead, ECL is measured over the period the bank remains
exposed to credit risk that is not mitigated by credit risk management actions. This applies to retail overdrafts and credit cards, where
the period is the average time taken for stage 2 exposures to default or close as performing accounts, determined on a portfolio basis
and ranging from between two and six years. In addition, for these facilities it is not possible to identify the ECL on the loan commitment
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component separately from the financial asset component. As a result, the total ECL is recognized in the loss allowance for the financial
asset unless the total ECL exceeds the gross carrying amount of the financial asset, in which case the ECL is recognized as a provision.

Forward-looking economic inputs

The bank will in general apply three forward-looking global economic scenarios determined with reference to external forecast
distributions, the Consensus Economic Scenario approach. This approach is considered sufficient to calculate unbiased expected loss
in most economic environments. They represent a ‘most likely outcome’ (the Central scenario) and two, less likely, ‘Outer’ scenarios
on either side of the Central, referred to as an Upside and a Downside scenario respectively. The Central scenario is used by the annual
operating planning process and, with regulatory modifications, will also be used in enterprise-wide stress tests. The Upside and Downside
are constructed following a standard process supported by a scenario narrative reflecting the bank’s current top and emerging risks. The
relationship between the Outer scenarios and Central scenario will generally be fixed with the Central scenario being assigned a weighting
of 80% and the Upside and Downside scenarios 10% each, with the difference between the Central and Outer scenarios in terms of
economic severity being informed by the spread of external forecast distributions among professional industry forecasts. The Outer
scenarios are economically plausible, internally consistent states of the world and will not necessarily be as severe as scenarios used in
stress testing.

The period of forecast is five years, after which the forecasts will revert to a view based on average past experience. The economic
factors include, but are not limited to, gross domestic product, unemployment, interest rates, inflation and commercial property prices.
In general, the consequences of the assessment of credit risk and the resulting ECL outputs will be probability-weighted using the
standard probability weights. This probability weighting may be applied directly or the effect of the probability weighting determined
on a periodic basis, at least annually, and then applied as an adjustment to the outcomes resulting from the central economic forecast.
The central economic forecast is updated quarterly. The bank recognizes that the Consensus Economic Scenario approach using three
scenarios will be insufficient in certain economic environments. Additional analysis may be prepared at management’s discretion,
including the production of extra scenarios. If conditions warrant, this could result in a management overlay for economic uncertainty
which is included in the ECL estimates.
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Reconciliation of consolidated balance sheet as at 31 December 2017 and 1 January 2018

TAS 39
measurement
category

Assets
Cash and balances at central bank ~ Amortized cost

Items in the course of collection

from other banks...................... Amortized cost

Trading assets............cecevveeerernennnn FVPL
Other financial assets mandatorily

measured at FVPL ................... FVPL
Derivatives .........covevereneeirerieenenene FVPL

Amortized cost

Loans and advances to customers. Amortized cost

Reverse repurchase agreements -

non-trading ...........cccoceevevenenene Amortized cost

FVOCI
(Available-for-
sale - debt
instruments)

FVOCI
(Available-for-
sale - equity
Amortized cost

Financial investments.........c.........

Other assets .........coveeverrercecrenneneee
Prepayments and accrued income. Amortized cost

Customers’ liability under

ACCEPLANCES ....cvveveveeerereereenens Amortized cost
Current tax assetS............cccocveveenen n/a
Property, plant and equipment ...... n/a
Goodwill and intangible assets ..... n/a
Deferred taxes............cocoevieininnnne n/a

Total assets

IFRS 9
measurement
category

Amortized cost

Amortized cost
FVPL

FVPL
FVPL
Amortized cost

Amortized cost

Amortized cost

FVOCI
FVOCI

FVPL
Amortized cost

Amortized cost

Amortized cost
n/a
n/a
n/a

n/a

IFRS 9 reclassification to

IAS 39 Fair value IFRS 9
carrying Other changes Fair value through other Carrying IFRS 9 carrying
amount as at in  through profit comprehensive Amortized amount post remeasurement amount at 1
31 Dec2017 classification' and loss income cost  reclassification  including ECL Jan 2018
411 — — — — 411 — 411

25 — — — — 25 — 25

5,373 (248) — — — 5,125 — 5,125

— — 9 — — 9 — 9

3,675 — — — — 3,675 — 3,675
1,221 (59) — — — 1,162 — 1,162
50,337 (28) — — — 50,309 “) 50,305
6,153 — — — — 6,153 — 6,153
22,884 — — — — 22,884 — 22,884
20 — — — — 20 — 20

9 — — ) — — — —

899 335 — — — 1,234 — 1,234

213 — — — — 213 12 225
4,801 — — — — 4,801 5) 4,796

44 — — — — 44 — 44

106 — — — — 106 — 106

90 — — — — 90 — 90

118 — — — — 118 ) 114
96,379 — 9 ) — 96,379 1) 96,378

1 Effective 1 January 2018, settlement accounts of $248m have been reclassified from ‘Trading assets’to ‘Other assets’, and cash collateral accounts of $59m and $28m, respectively, have been reclassified from ‘Loans
and advances to banks’ and ‘Loans and advances to customers’ to ‘Other assets’.
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IFRS 9 reclassification to

IAS 39 Fair value IFRS 9
TIAS 39 IFRS 9 carrying  Other changes Fair value through other Carrying IFRS 9 carrying
measurement measurement amount as at in  through profit  comprehensive Amortized amount post remeasurement amount at 1
category category 31Dec2017 classification’ and loss income cost  reclassification  including ECL Jan 2018
Liabilities
Deposits by banks......................... Amortized cost Amortized cost 1,696 (227) — — — 1,469 — 1,469
Customer accounts....................... Amortized cost Amortized cost 57,054 3 — — — 57,046 — 57,046
Repurchase agreements — non-
trading........ccoeeveveveereeeceeeenee. Amortized cost Amortized cost 4,604 — — — — 4,604 — 4,604
Items in the course of
transmission to other banks..... Amortized cost Amortized cost 299 — — — — 299 — 299
Trading liabilities..............cccoco... FVPL FVPL 3,701 (160) — — — 3,541 — 3,541
Derivatives . FVPL FVPL 3,516 — — — — 3,516 — 3,516
Debt securities in issue................. Amortized cost Amortized cost 10,820 — — — — 10,820 — 10,820
Other liabilities..............cc.ccueue..... Amortized cost Amortized cost 2,217 395 — — — 2,612 — 2,612
Acceptances .........ccceveeveeveennnnn. Amortized cost Amortized cost 4,801 — — — — 4,801 — 4,801
Accruals and deferred income ..... Amortized cost Amortized cost 475 — — — — 475 — 475
Retirement benefit liabilities........ n/a n/a 346 — — — — 346 — 346
Subordinated liabilities ................ Amortized cost Amortized cost 1,039 — — — — 1,039 — 1,039
Provisions...........ccoevevevevveevennnnn. n/a n/a 61 — — — — 61 (12) 49
Current tax liabilities.................... n/a n/a 40 — — — — 40 — 40
Total liabilities ...........cccoererrnee 90,669 — — — — 90,669 (12) 90,657
Equity
Common shares.............c.cecervrrenene 1,225 — — — — 1,225 — 1,225
Preferred shares.. 850 — — — — 850 — 850
Other 1eserves ..........cccevveeevennen.. (61) — — — — (61) — (61)
Retained earnings..............c..c........ 3,696 — — — — 3,696 11 3,707
Total equity ......oovvvvieiririerine 5,710 — — — — 5,710 11 5,721
Total equity and liabilities.......... 96,379 — — — — 96,379 [€)) 96,378

1 Effective 1 January 2018, cash collateral accounts of 8227m and $8m, respectively, have been reclassified from ‘Deposits by banks’ and ‘Customer accounts’ to ‘Other liabilities’, and settlement accounts of $160m
have been reclassified from ‘Trading liabilities’to ‘Other liabilities’.
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Allowance for credit losses

The following table is a comparison of impairment allowances determined in accordance with IAS 39 and IAS 37 to the corresponding
impairment allowance determined in accordance with IFRS 9 as at 1 January 2018.

IAS 39 /1AS 37 as at 31 December 2017 IFRS 9 as at 1 January 2018
Collectively  Individually Transition

assessed assessed Total  adjustments’ Stage 1 Stage 2 Stage 3 Total

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

Loans at amortized cost....................... 134 149 283 4 30 77 180 287

Customers’ liability under

acceptances at amortized cost.......... — — — 5 4 1 — 5
Prepayments and accrued income at

amortized COSt ........ovvrvvrirerine — — — 41 — — 41 41
Off-balance sheet loan commitments

and financial guarantees................. 41 1 42 (12) 8 15 7 30

Total allowance for credit losses ......... 175 150 325 38 42 93 228 363

1 Included in the transition adjustments is a reclassification of $53m from interest receivable to allowance for credit losses. The impact of transition adjustments
to retained earnings before tax is $15m.

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 Half-year ended
30 Jun 2018 30Jun2017 30 Jun 2018 30 Jun 2017
$Sm $m $m $m
Pension plans — defined DeNnefit.........ccoevueiiririeiiiieiic e 4 4 9 9
Pension plans — defined CONtriDULION .......c.ceviiieiinirieiiiriicie e 11 9 21 18
Healthcare and other post retirement benefit plans ...........cocoeeeririeiiiniecninineireec e 3 4 6 7
18 17 36 34

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 Wealth Management. Various estimate and
allocation methodologies are used in the preparation of the segment financial information. We allocate expenses directly related to earning
revenue to the segment that earned the related revenue. Expenses not directly related to earning revenue, such as overhead expenses, are
allocated using appropriate formulas. Segments’ net interest income reflects internal funding charges and credits on the global businesses’
assets, liabilities and capital at market rates, taking into account relevant terms. The offset of the net impact of these charges and credits is
reflected in Corporate Centre.
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Commercial Banking

NEt INEEIESt INCOMC.........vivieiveeieieieteeiee ettt ettt eee ettt et e e st sees et etesssesets s esessesesesessnanens

Net fee income....

Net income from financial instruments held for trading (2017: Net trading income) .....................
Other OPErating IMCOME .........ceiiriererieieieiieteretreeteeetesesesteseseaesesasessesesessesesessssesessssesesessesesessssesens
Total OPETating INCOIMIC........cecvevevieieietiiitereeiieteeetet ettt te et beee e besessssesesessesesessesesasesesesessesesessasens
Change in expected Credit IOSSES.........c.ciiriiiiuiieietiieieteiet ettt a e aeaas
Loan impairment recoveries and other credit risk provisions..............cccceeeeveveierereeceerereeseeeinenns

Net operating income ...

TOtal OPEIAtING EXPEIISES «.c.veuvuieirrenreiirtertentettetet et ettt estetesae e ese et e bes e e st sttt ebeebe st et eseebeseseeseseeneebensens
Profit before iNCOME taX EXPEINSE ......cveuereueriieteiiirieteatreeteie ettt ettt ettt s be et se e seebeseeenene

Global Banking and Markets

INEE INLETEST IMCOIMIC. ... vttt ettt ettt ettt ese et et s e be s e et es e b e s enesae s eseesesse e eneesenseneeneaean
INEE FRE INCOIMIC. ...ttt ettt ettt ettt b et e et s s e b e st e b e s b e e e st et e s eneeneneen
Net income from financial instruments held for trading (2017: Net trading income) .....................
Other OPErating IMCOME .........c.ceeirveueriiereerieteseteseteseesesesesseseseeesesesessesesessesesessssesasessesesessesesessssesens
Total OPErating INCOMEC...........ocvevivieiereteiitetieitete ettt ettt b tese et et se s s seasesetesesesessssesesnsnasens
Change in expected Credit I0SSES...........oviriiiiiiiiriiiii s

Loan impairment recoveries and other credit risk provisions .

NEt OPETALING INCOIMIE .....vevintenieiieteteiiet ettt ettt ettt sttt be et sb et es e ebesb e e ebeebeseseeaesteneebennens
Total operating expenses

Profit before iNCOME taX EXPENSE ......c.eruirieieiirtiieieeieteeeteste ettt ettt st e e st st enesseneeseanens

Retail Banking and Wealth Management

INEt INEEIEST INCOME.....cuvvinitetiiiieteictrtet ettt ettt ettt ettt b et sa bt eaebe st s bt seeneseenaene
INEt FEE INCOMIC. ...ttt bbbtttk b bbb bbbt e bbb e bebnas
Net income from financial instruments held for trading (2017: Net trading income) .....................
Gains less losses from financial investments

Other operating income

Total operating income

Change in expected credit losses

Loan impairment recoveries and other credit risk provisions ................cccceevevveeeveeeeeeeeeerevenenns
NEt OPEIAtING INCOIME .......eiiiiiieieieieteieie ettt ettt ettt ettt ettt ettt b bbbt bebebebebebebe bbb enenenas
Total operating expenses

Profit before INCOME taX EXPENSE ......c.evuirieieiirtiieirterteiet ettt sttt sttt see e ebenae e

Corporate Centre

NEt INEETEST INCOIMC.........viuiiireeieiieteiieieietce ettt s et esese st sesese s bese s esesessesesesassesesassesesesessesesensasens

Net income from financial instruments held for trading (2017: Net trading income) .....................

Changes in fair value of long-term debt (2017: Net expense from financial instruments
designated at fair value)

Gains less losses from financial INVESTMENLES ...........cccveveieirieerieiereirieeeieieee e ese e esesenas
Other OPErating INCOIMC ..........c.cveviiieierieteteee ettt et et e et t et eseeseesesseseesesseseesessenseseesensensesessenserenne
INEt OPEIAtING INCOIME ......cvovievieierieeieeee ettt ettt ettt eae et et eteese et et eseesesenseseesessetseaessesseseesensensenn
Total OPEIAtING EXPEISES ....ueuvereriairiereretetesitetetestrtet et stebes et ebe et bes et et ese st sbeseaesaebe et ebeseseebeseneanene
OPEIALING PIOTIL ..euviieiiteiiiiet ettt sttt ettt sttt b et benes
Share of Profit/(10SS) N ASSOCIALES. ......cuevrreriuirieteiiriiteieirtete ettt ettt

Profit before iNCOME tax EXPENSE ......c.euervrueriririeiiirietetrtete ettt ettt ettt et be et enaene
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Quarter ended Half-year ended
30 Jun 2018 30Jun2017 30 Jun 2018 30 Jun 2017
$m $m $m $m
145 130 284 263
80 71 154 141
8 10 17 17
6 5 10 11
239 216 465 432
13 n/a 47 n/a
n/a 47 n/a 86
252 263 512 518
(102) 95) (205) (189)
150 168 307 329
26 25 49 46
46 37 75 74
19 6 39 18
1 — 1 —
92 68 164 138
) n/a (¢} n/a
n/a — n/a 5
88 68 163 143
39) (32) 7 (67)
49 36 86 76
120 104 234 200
53 57 105 110
7 5 14 11
— 1 — 1
4 1 6 2
184 168 359 324
2 n/a (@) n/a
n/a (1) n/a 4
186 167 352 328
(167) (153) (330) (293)
19 14 22 35
28 26 58 58
5 1 5 7
— (1) — )
5 2 27 20
17 16 33 27
55 44 123 108
(26) (38) (40) (80)
29 6 83 28
— 4 — 3
29 10 83 31




Net fee income

Quarter ended
30 Jun 2018 30 Jun 2017
Retail
Global Banking and
Commercial Banking and Wealth
Banking Markets Management Total Total
$m $m $m $m $m
10 3 5 18 17
— — 48 48 50
5 — 11 16 13
54 20 — 74 65
BroKing iNCOME ....c.cvveiiiieieiieieiirieteie ettt ettt aenene — 2 2 4 2
TIMPOIES/EXPOITS. ..ttt ettt ettt ettt bbb senene 3 — — 3 2
REMITTANCES ....venteiiiieteieteie ettt ettt 6 2 1 9 7
UNAETWITHINE «.cvenvteiiiieiieteie ettt ettt ettt nenene 1 16 — 17 11
Insurance agency COMMUISSION. .....c.coveveveriruererirterererietetereeteseesteteseseeseseseseebesessenene — — 1 2
5 4 3 12 14
84 47 71 202 183
Le88: fEE CXPEISE ...ttt ettt ettt bbbt “) a (18) (23) (18)
Net fee INCOME...........c.cooiiiiuiiiiiiiiiice ettt 80 46 53 179 165
Half-year ended
30 Jun 2018 30 Jun 2017
Retail
Global  Banking and
Commercial Banking and Wealth
Banking Markets Management Total Total
$m $m $m $m $m
ACCOUNLE SEIVICES ....voenrveeiieteiereetetet sttt seseset ettt ese e sasbesesese bt seae st eseneneas 21 4 9 34 33
Funds under management ............ooeeveieierieirinieieineseee e eaens — — 95 95 95
CATAS ettt 9 — 20 29 26
Credit FACIIIES ....vveviieeeciictccr ettt e 104 37 — 141 132
Broking income.. — — 5 5 4
TINPOTES/EXPOTLS ...ttt ettt ettt ee bt sse e s be s e e eseesenes 5 — — 5 5
REMITTANCES ...ttt ettt sttt 11 4 2 17 15
UNAEIWITEING ..ottt ettt ettt ettt st b e s e eseesenes 1 23 — 24 23
Insurance agency commission — — 3 4
OBRET ..ttt ettt sttt 11 10 25 23
Fee IMCOME ........c.ooviiiiiiiiiiiiiceec ettt 162 78 138 378 360
LSS FEE EXPEIISE ...ttt sttt ettt sttt eneesenes (¢)] A3) 33) 44) (35)
Net fee INCOME ...........ocoooiiiiiiiiiiciiccc ettt 154 75 105 334 325
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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 June 2018
Net OPErating MMCOME: ....c.coevueveeiriereriirieteeteteietest sttt etere st teseseseeseseseseebeseseenenens 252 88 186 55 581
EXEEIMNAL ...ttt sttt 259 88 180 54 581
INEET-SEZMENL ...ttt sttt et ) — 6 1 —
Quarter ended 30 June 2017
Net OPErating INCOME: .....ouevveieiieteieieierteeeteete ettt sttt st e ese et se e eeeeaenes 263 68 167 44 542
EXLEIMIAL ...ttt ettt st eaenenens 268 78 170 26 542
TNEET-SEZMENL .....veiinieiieteieiieee ettt ettt st s 5) (10) 3) 18 —
Half-year ended 30 June 2018
Net OPErating INCOME: .....ouevueieeieteieieieeteeetest ettt sttt s eseebe e ne e esenes 512 163 352 123 1,150
EXLEIMIAL.....vviiieieeieeeie ettt ettt st eaenenens 518 159 345 128 1,150
TNEET-SEZMENL .....veeinieiieteieiieee ettt sttt (6) 4 7 5) —
Half-year ended 30 June 2017 ........ccoiiirieirinieeereeee e
Net OPErating INCOME: .....ouevueieeieteieieiereeeetest ettt sttt se e eseebe e eeeesenes 518 143 328 108 1,097
EXLEIMIAL.....vviiieieeieeeie ettt ettt st eaenenens 528 161 340 68 1,097
TNEET-SEEIMENL ...ttt ettt sttt ettt (10) (18) (12) 40 —
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 June 2018
Loans and advances to CUStOmETs................ccccveveererevennnnne 21,689 3,750 27,468 — — 52,907
Customers’ liability under acceptances...............c.cceurenes 4,319 1,443 14 — — 5,776
TOtAl ASSELS ...eueeeeeiiieeeiceieie ettt 27,448 20,493 33,126 25,535 (6,073) 100,529
CUSTOMET ACCOUNTS .....veeeviieeiierieeeie e etee e eee et e eeeeevee s 19,329 5,577 29,943 2,254 — 57,103
ACCEPLANICES ..ttt ettt ettt 4,337 1,445 — — — 5,782
Total liabilities 24,487 19,179 32,087 25,493 (6,073) 95,173
At 31 Dec 2017
Loans and advances to customers 19,856 3,537 26,944 — — 50,337
Customers’ liability under acceptances................c.cceveunne. 3,431 1,370 — — — 4,801
TOtAl ASSELS.....uivieiieiiiiiiciccc ettt 28,900 19,796 31,768 27,430 (11,515) 96,379
CUStOMEr ACCOUNS ...........ooooeeeeeeeeee e 21,128 6,449 27,887 1,590 — 57,054
ACCEPLANCES ...ttt ettt v ere s 3,431 1,370 — — — 4,801
Total Habilities ..........cocooiiiiiiiiccecec e 25,761 18,467 30,893 27,063 (11,515) 90,669

1 Effective 1 January 2018, 3696m of Customer accounts from Commercial Banking were reclassified to Retail Banking and Wealth Management and $557m from
Global Banking and Markets were reclassified to Corporate Centre to conform with changes in management reporting.
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4  Trading assets

30 Jun 2018 31 Dec 2017

$m $m

Trading assets
Not subject to repledge or resale DY COUNEIPATTIES ........eveuirrerieiririeiieterieiertetetet ettt eseeteste et eteseseesessesteseesesseneeseesensesessesseneesensens 2,530 3,424
Which may be repledged or resold by counterparties 3,119 1,949
5,649 5,373
Canadian and Provincial GOVEINIMENt DONAS, .........o.ooeeoeeee oo et e e ee e e e e e e e s e e e eeeeseeeeseeseeseseseseeseeseseseesesesen 4,415 3,249
DIEDE SECUITLIES ...t eee ettt e e et e et e et e eaeeeaeeeeteeeaeeeeaeeeaseeeseeenseeeaeeemseeeseeemseeeaeeemseeesesensseeseeenseeesseenseeesesenseensesenseenneeenneens 625 1,041
TOAl AEDE SECUTILIES .....e.vveeeieeeeeectee et ettt e et e et e e te e et e e aeeeeeeeteeeaseeeseeenseeeseeemseeeseeemseeesesenseeesesensseesesenseeasesenssesesenseensesenseenneeenneens 5,040 4,290
CUSLOMET TrAAINE ASSELS ...........ooeeeeoeeeeeee oo e e e ee e e e ee oo e e ee e e e e ee e ee e eee e — 93
Trading assets fTOmM Other DANKS? ...............o..oovuooveieeeoeeeeeeeeeeee oo ee e e oo oo e oo ee oo s e e oo es e sesee e eeesee e — 155
Treasury and Other €LIZIDIE DILLS. ......c..oiiiiiiiiiee ettt bbbttt a e bt et b e b et e st et et et e bt s ae e s eebenaene 609 835
5,649 5,373

1 Including government guaranteed bonds.

2 Settlement accounts of 8248m at 31 December 2017 have been reclassified from ‘Trading assets’to ‘Other assets’. See notes 1 and 6 for more information.

5 Derivatives

For a detailed description of the type and use of derivatives by the bank, please refer to the bank’s accounting policies disclosed in note 2 of
the bank’s Annual Report and Accounts 2017.

Fair values of derivatives by product contract type held

30 Jun 2018
Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign eXchange ........c.ccoeevverieiiinieieneseeeee e 1,590 31 1,621 1,554 135 1,689
INEEIESE TALE ...ttt 1,681 178 1,859 1,587 95 1,682
COMMOUILY ...ttt 44 — 44 44 — 44
EQUILY cneeeeee e — — — — — —
Gross total fair ValueS.........ccoevviieiiiciiieieeceeee e 3,315 209 3,524 3,185 230 3,415
31 Dec 2017
Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign eXChange ..........cocveveverieieirieieieeseceecee e 1,445 76 1,521 1,390 70 1,460
INLETESE TALE .....eeviiineicecietec e 1,987 148 2,135 1,936 103 2,039
Commodity .. 17 — 17 17 — 17
EQUILY -eoveveieeeeeee ettt 2 — 2 — — —
Gross total fair VAIUES.........cc.oovviiviieeieeeeeeeeeeee e 3,451 224 3,675 3,343 173 3,516
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Trading derivatives

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

30 Jun 2018 31 Dec 2017

$Sm $m

Foreign exchange 102,475 108,943
TIEET@SE TALE ...ttt ettt e e e e et e e e e et e e eae e e st e eaeeeaeeeeseeeseeeeseeeaseeeassemeeeesseenaeeeaesenteeeaeeeneeeeneeenteeeneeenteeeneeeteesneeenneens 256,833 282,198
COMIMOMILY ...ttt ettt ettt et et e et et eae et et esses e et easeeseee s ese et et essesseseesessassesenses e et essenses st enseteeeensess et esensessesensensaaesseneerenne 156 226
EQUILY ottt ettt ettt a et ettt et ettt e sttt eae ettt se st et e s s et et et eas et et ese s et et e et et eases et et ese st et eteas et eteas s et ete st eneasesetennanas — 7
359,464 391,374

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 Jun 2018 31 Dec 2017
Cash flow Fair value Cash flow Fair value
hedge hedge hedge hedge
$m $m $m $m
FOTEign XCHANGZE ......cueuetieiiieiitete ettt ettt sttt ettt eaenen 2,152 — 2,398 —
TIEETEST TATE. ...ttt ettt ettt et e s e e eeeesateeeaeesateeteesaeeeeaseseaeessaesnneeeaeesaneenneesnns 4,897 11,452 4,697 12,056
Fair value of derivatives designated as fair value hedges
30 Jun 2018 31 Dec 2017
Assets Liabilities Assets Liabilities
$m $m $m $m
TIEETEST TALE ....vviveeieetieee ettt et ettt et e ete et e be e st eaesaeesaessesseessesseeseessesseesaessaeseessensanseessessesssessensennen 177 18 146 31
Gains or losses arising from the change in fair value of fair value hedges
Quarter ended Half-year ended
30 Jun 2018 30Jun 2017 30 Jun 2018 30 Jun 2017
$m $m $m $m
Gains/(losses):
— 0N hed@ING INSIIUMENES .....eoveviiiiieieiiietei ettt ettt ettt b ettt b et s eseasebeneeas 29 32 102 36
— on hedged items attributable to the hedged risK ........ccoeirieiiiiiice e 27 (33) (100) (37)
The gains and losses on ineffective portions of fair value hedges are recognized immediately in ‘Net trading income”’.
Fair value of derivatives designated as cash flow hedges
30 Jun 2018 31 Dec 2017
Assets Liabilities Assets Liabilities
$m $m $m $m
FOTEign XCHANEE ....c.vveuiieieiiiiei ettt ettt s b ettt 31 135 77 70
INEEIESE FALE ...t 1 77 2 72

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

The gains and losses on ineffective portions of cash flow hedges are recognized immediately in ‘Net trading income’. Gains or losses arising
from the change in fair value of cash flow hedges due to hedge ineffectiveness for the quarter ended and half-year ended 30 June 2018 was

nil (2017: loss of $1m for the quarter ended and half-year ended 30 June).
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6  Other assets

30 Jun 2018 31 Dec 2017

$m $m

AccoUNtS TECEIVADIE AN OTNET ......eiuiuiiiiiiiieiieiee et ettt ettt s bt b e e et ettt e s e e st sse s e st e bt be e eneete s eneenessenseneesensens 910 774
Investments in associates..... 40 40
Due from clients, dealers and Clearing COIPOTATIONS . ..........ceuirueirerieierieteret ettt ettt ettt st et e sttt testesessesseseesessenseneesenseneesessenseseesensens 72 73
SEULEITICTIE ACCOUNLS ... e e e s e eee e e e ee s e eeese s e eeeeesese et eeeseseeeeeeseseseeeseesseee e eseeeseseeeeseseseseseseeesseseeeseeeeseseean 1,710 —
€SN COLIALETAI® ... oo e e ee e ee e e e 589 —
Other NON-FINANCIAL ASSELS.......eveueetiteuietertetet ettt ettt st e et et e st es e et e te st esessesseseeseebe s esees et esees e ss et eseeb e sentes e et enseneese st eneeseebeseneeneesenes 10 12
3,331 899

1 Settlement accounts of $248m at 31 December 2017 were reclassified from 'Trading assets' to 'Other assets' as of 1 January 2018.

2 Cash collateral accounts at 31 December 2017 of $59m and $28m, respectively, were reclassified from 'Loans and advances to banks' and 'Loans and advances
to customers' to 'Other assets' as of 1 January 2018.

7  Allowance for expected credit losses

Financial assets classified at amortized cost are presented on the consolidated balance sheet net of the allowance for expected credit losses.

Allowance for expected credit losses

Reconciliation of allowances/provision for financial assets measured at amortized cost, including loan commitments and financial guarantees,
as at and for the quarter and half-year ended 30 June 2018

Quarter ended Half-year ended
Credit Credit
Non credit impaired impaired Non credit impaired impaired
Stage 1 Stage 2 Stage 3 Total Stage 1 Stage 2 Stage 3 Total
$m $m $m $m $m $m $m $m
Balance at the beginning of the period..... 41 113 158 312 42 93 228 363
Transfers of financial instruments:
— transfers from stage 1 to stage 2 .............. (7) 7 — — 8) 8 — —
— transfers from stage 2 to stage 1 ... 15 (15) — — 21 (21) — —
— transfers to stage 3 ......c.ccovecrneccnnnnee — 2) 2 — 1) 3) 4 —
— transfers from stage 3.........occccevveecnnnnnee 1 3 (4), — 2 16 (18) —
—net remeasurement of ECL arising from
transfer of stage ..........cccooeviiiiiinnnn (10), 12 ) &) 15) 8 — )
New financial assets originated or
purchased.........cceceveveieineieereeeeene 15 — — 15 23 3 — 26
Changes to risk parameters (model inputs).. 14) an 30 5 (14) 6 ) (15)
Assets derecognized (including final
TEPAYMENLS) ..o (6), ), (11), (26), (15), (13), (11), 39)
Assets written off ... — — 24) 24) — — (46) (46)
Foreign exchange ..........cccocveveincnenincnnnn. — 1 — 1 — 2 — 2
OhersS.....ovveieieieieercree e — — 4 4 — — — —
At30June 2018 ... 35 99 150 284 35 99 150 284
ECL income statement (release)/charge for
the period........cccoovicvniiiiicccne 6) (15) 12 ) ) 4 32) @35)
Add: RECOVETILS....ceevvieeniriirieieiiererieeeeeenes — — ?2) ?2) — — “4) “4)
Total ECL income statement (release)/
charge for the period...........ccccceeueuviinnnnns 6) a5) 10 (11) @) 4 (36) 39)
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Quarter ended Half-year ended
Credit Credit
Non credit impaired impaired Non credit impaired impaired
Stage 1 Stage 2 Stage 3 Total Stage 1 Stage 2 Stage 3 Total
$m $m $m $m $m $m $m $m
Wholesale portfolio
Balance at the beginning of the period..... 28 85 139 252 33 71 208 312
Transfers of financial instruments:
— transfers from stage 1 to stage 2 .............. (6) 6 — — ) 7 — —
— transfers from stage 2 to stage 1 10 10) — — 12 12) — —
— transfers to Stage 3 .....ccoeveiiinineieene — 1) 1 — 1) (1), 2 —
— transfers from stage 3......c.ccccecvereincnne — 2 (2) — — 14 14) —
— net remeasurement of ECL arising from
transfer of StAge .........oeevveveveeveerrrrneenens ) 12 ) — 8), 4 — C)
New financial assets originated or
PUIChASed.......cvvveeerceeeeeeeeeeee e 14 — — 14 21 3 — 24
Changes to risk parameters (model inputs).. ), (14) 25 2 (12) 3) a5) 30)
Assets derecognized (including final
TEPAYMENLTS) «.eoeeereenreneineesceseeseeseeaenseceees (6), (8), (11) (25) (14) (12) (11) (37)
Assets written off...........ccoceevvevievieiiciee, — — 18) 18) — — 37 37
Foreign exchange........c..ccceveveenviccninnencacns — 1 — 1 — 2 — 2
OtherS...vviiieiiiriciciectree e — — 4 4 — — — —
At30June 2018 ... 24 73 133 230 24 73 133 230
ECL income statement (release)/charge for
the PETiod......cvevvrereeireeiriieeieeeeee s @ a3) 8 &) &) — (38) “7
Add: Others......c.covvveerneiineccrcceeeene — — — — — — 1 1
Total ECL income (release)/charge for the
1 ST PO “) (13) 8 ) ) — (37) (46)
Retail portfolio
Balance at the beginning of the period..... 13 28 19 60 9 22 20 51
Transfers of financial instruments:
— transfers from stage 1 to stage 2 .............. 1) 1 — — 1) 1 — —
— transfers from stage 2 to stage | .............. 5 5) — — 9 9) — —
— transfers to stage 3 ......c.ccovecrniecnnnnnee — 1) 1 — — 2) 2 —
— transfers from stage 3.........occccevveecnnnnee 1 1 2) — 2 2 ) —
—net remeasurement of ECL arising from
transfer of StAge .......covvrerieicieieieeeen. 3), — — 3), ), 4 — 3
New financial assets originated or
PUIChased..........ovvvvemceeeecieeeeeee e, 1 — — 1 2 — — 2
Changes to risk parameters (model inputs).. 5) 3 5 3 2), 9 8 15
Assets derecognized (including final
TEPAYIMENLS) ..o — ), — ), ), ) — (2)
Assets written off..........ccooeeievieneneeiee, — — 6) 6) — — (&) 9
At30June 2018 ... 11 26 17 54 11 26 17 54
ECL income statement (release)/charge for
the period........cccoeveveinineircceene 2) 2) 4 — 2 4 6 12
Add: RECOVETIES.....cuveviieeereereceececieeeee — — ?2) ?2) — — “) @)
Less: Others .....coouveveeieeeceeeeeeceeeeeeeee e — — — — — — 1 (€))
Total ECL income statement (release)/
charge for the period........c.cccccevreinnnnee (2) (2) 2 (2) 2 4 1 7
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The following table shows the continuity of our allowance for credit losses under IAS 39 for the quarter and half-year ended 30 June 2017:

Movement in impairment allowances and provision for credit losses

Quarter ended Half-year ended
Customers ~ Customers Other Customers  Customers Other
individually  collectively credit risk individually  collectively credit risk
essed essed provisions Total assessed assessed provisions Total
$m $m $m $m $m $m $m $m
Balance at the beginning of the period ...... 190 175 87 452 252 187 89 528
Movement
Loans and advances written off net of
recoveries of previously written off
AMOUNES ....oviiiveieieieieieienenenenene (10) (1) 2) (13) 29) 3) 2) (34)
Charge to inCOMe.......cceveveveuerererererennes 3) 9) 35) 47 39) 19) 37 95)
Other MOVeMENts .........ccccceeeueueeereeuenenne 4) — — “4) (11) — — (11)
At 30 June 2017 oo 173 165 50 388 173 165 50 388

1 During the half-year ended 30 June 2017, recovered $4m of loans and advances that was written off in prior periods.

Credit quality

Quality classification definitions

—  ‘Strong’ exposures demonstrate a strong capacity to meet financial commitments, with negligible or low probability of default.

—  ‘Good’ exposures demonstrate a good capacity to meet financial commitments, with low default risk.

—  ‘Satisfactory’ exposures require closer monitoring and demonstrate an average to fair capacity to meet financial commitments, with

moderate default risk.

—  ‘Sub-standard’ exposures require varying degrees of special attention and default risk is of greater concern.

—  ‘Credit-impaired’ exposures have been assessed as impaired.

The five credit quality classifications defined above each encompass a range of granular internal credit rating grades assigned to wholesale
and retail lending businesses and the external ratings attributed by external agencies to debt securities, as shown in the table below. Under
TAS 39 retail lending credit quality was disclosed based on expected-loss percentages. Under IFRS 9 retail lending credit quality is now
disclosed based on a twelve-month probability-weighted PD. The credit quality classifications for wholesale lending are unchanged and are

based on internal credit risk ratings.

Quality classification

SatiSTACLOTY ...vovieceictecieeeeteet et
Sub-standard ............coceverieirine e
Impaired

Debt securities

and other bills Wholesale lending Retail lending
12-month Basel 12-month Basel
External Internal probability of Internal probability-

credit rating

A—and above
BBB+ to BBB-

BB+ to B and
unrated

B-to C
Default

credit rating default %

CRR1 to CRR2 0.000-0.169
CCR3 0.170-0.740

CCR4 to CCR5 0.741-4.914
CRR6 to CRR8 4.915-99.999
CRRY to CRR10 100.000
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credit rating  weighted PD %

Band 1 and 2 0.000-0.500
Band 3 0.501-1.500
Band 4 and 5 1.501-20.000
Band 6 20.001-99.999
Band 7 100.000
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Notes on the Consolidated Financial Statements (unaudited) (continued)

The following table shows the distribution of financial instruments to which the impairment requirements in IFRS 9 are applied, by credit
quality and stage allocation.

Gross carrying/notional amount

Sub- Credit Allowance
Strong Good Satisfactory standard impaired Total for ECL Net
$Sm $m $m $m $m $m $m $m
Debt instruments at fair value through
other comprehensive income 22,645 — — — — 22,645 — 22,645
—StAZE | e 22,645 — — — — 22,645 — 22,645
—StAZE 2 e — — — — — — — —
—StAZE 3 i — — — — — — — —
Loans and advances to customers at
amOTrtized COSt....vrveurireeeiriereecrienene 26,125 14,085 11,428 1,203 282 53,123 (216) 52,907
= StAZE | e 26,121 13,979 9,341 172 — 49,613 27) 49,586
= StAZE 2 et 4 106 2,087 1,031 — 3,228 (75) 3,153
—STAZE 3 e — — — — 282 282 (114) 168
Loans and advances to banks at
amortized COSt......oveuerervereenereririneenene. 726 — — — — 726 — 726
—StAZE | e 726 — — — — 726 — 726
—StAZE 2 i — — — — — — — —
—StAZE 3 i — — — — — — — —
Other financial assets at amortized cost.. 8,903 3,560 2,020 115 35 14,633 39) 14,594
—StAZE | e 8,903 3,547 1,792 51 — 14,293 3) 14,290
— 13 228 64 — 305 3) 302
— — — — 35 35 (33) 2
Loan and other credit-related
COMMUILMENES ... 13,500 18,720 8,299 1,211 54 41,784 (22) 41,762
= StAZE | e 13,451 18,513 6,923 55 — 38,942 4) 38,938
= StAZE 2 et 49 207 1,376 1,156 — 2,788 17) 2,771
—STAZE 3 e — — — — 54 54 1) 53
Financial guarantees and similar
COMMILMENLS ....cvvvnerereeeriereecereenene 2,523 2,202 872 175 33 5,805 @) 5,798
—StAZE | e 2,523 2,165 741 17 — 5,446 1) 5,445
= STAZE 2 e — 37 131 158 — 326 4) 322
—StAZE 3 i — — — — 33 33 2) 31
At30June 2018 ... 74,422 38,567 22,619 2,704 404 138,716 (284) 138,432

1 The allowance for expected credit losses for debt instruments at fair value through other comprehensive income is presented in other reserves, as the related
securities are recorded at fair value on the balance sheet.
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In assessing and monitoring for credit risk concentration under IAS 39, exposures were measured at exposure at default (‘EAD”), which
reflects drawn balances as well as an allowance for undrawn amounts of commitments and contingent exposures.

31 December 2017

EAD EAD EAD
Drawn Undrawn Total
$m $m $m

Credit quality of wholesale portfolio
SEEOMIE ..ttt ettt ettt ettt s bbbt et et b e bt et s bt bttt ee e e st e H e bt Rt e bt bt R ettt e a e e b bt e et e bt eh e ea b e bt eat et e ebeeatebenaeas 29,961 3,066 33,027
GOOM ..ttt ettt ettt s st h et R ke e a e e Rt s e st e Rt R et e Rt Rt R e At en e e s et e Rt e Rt s e st eR e ket enten e senaeneenenteneenente 16,922 6,398 23,320
SAISTACLOTY ..ttt ettt ettt et a et e s e st e b e e e s et et e st ene et e st en e e s e s s en e e Rt b et entes et e st enees et ene et e teneeneenn 11,279 2,862 14,141
O OBy ¥ Ve b 1« H SRR 1,411 608 2,019
TIMIPAITEA. 1.ttt ettt s et s b et e st et e e st e et et et e Rt h e s en e es e b e n s e ne et e s e st en e e be st en ek et enteneesenteneanens 376 29 405
59,949 12,963 72,912

Credit quality of retail portfolio

SELOMIE ..ttt ettt ettt b et et s et e e st e et sea e st h e s e s ekt e atea e e hen s e Rt h e e R e n e e Rtk e s nt e e et ene bt e s et ene et et et enearen 13,895 1 13,896
GOOM ..ottt ettt et et et et e teeae e b e te e st e se et e esa e se e st e a b e beeseens e At eReeabeeseess et e et e ense s e eRaenbeeaeensenbeeteensenseeteenaenaeanen 10,157 1,308 11,465
SAISTACLOTY ...ttt ettt ettt ettt et a b e e e s ettt e st e a e et e st en bt e e en e skt e n e st e st bt b et ene et et e eneenen 1,760 332 2,092
SUD=STANAATA ......evieiiiieeiieie ettt et et e et e st e s teest e seeseesseseeseessesseessenseeseessesseeseensesseessensasseensensenseensensenseas 528 58 586
TIMIPAITEA. 1.ttt e h st et s ettt e e et h b s e st b bt ne et et e st bt b et e st et et ent e st eaenteneenens 82 — 82
26,422 1,699 28,121

8 Financial investments

30 Jun 2018 31 Dec 2017

$m $m
Financial investments
Not subject to repledge or resale DY COUNLEIPATTIES .......co.erveurruirierieiieterteieteetetei sttt st se ettt sae st et b e be st e st st te st ebesee e eneebennens 19,399 20,724
Which may be repledged or 1€501d DY COUNTETPATTIES .......eveurruirieieiietirieieteeteei sttt sttt ettt b et sttt besee e st ebennene 3,256 2,189
22,655 22,913
Financial investments measured at fair value through other comprehensive income
Canadian and Provincial GOVETNIMENE BONAS  ...........ve oo e et e e eee e e e e e e s e s seeseee e ees e e s e s seeseeeeseeseseeens 15,897 n/a
International Government bonds' 3,260 n/a
Other debt securities issued by banks and financial INSHITUTONS .........c.e.eririeuiririeiiiriie ettt 3,198 n/a
Treasury and ElIZIDIE DILIS ....c.coviiuiiiiiiiiiie ettt ettt b ettt bbbttt b et be e 290 n/a
Other securities 10 n/a
22,655 n/a
Available-for-sale securities at fair value
Canadian and Provincial GOVEIMIMENt DONAS, ..........v.eeeeeeeeeeeeeeeeeeeeeeereesesseseseseesesee e e s seeesessessesseseeseeseaseessesssesseseesseessesesseesesees n/a 15,782
International Government bonds' n/a 3,486
Other debt securities issued by banks and financial INSHIIUTIONS .........c.e.eririeeiiirieiiirinie ettt n/a 3,326
Treasury and ElIZIDIE DILIS ....c.coviiuiiiiiiiiiie ettt ettt b ettt bbbttt b et be e n/a 290
ONET SCOUITHIES ...ttt ettt ettt ettt ettt ettt b ettt b et b bt et h et ebeh e st b st a et e b st e b eb et et e b e st et eb et besea e st e b e st b ebebeneetebeneas n/a 29
n/a 22913
22,655 22,913

1 Includes government guaranteed bonds.
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9 Trading liabilities

30 Jun 2018 31 Dec 2017

$m $m

Other 1iabilities — NEt SHOTE POSILIONS........veuveuiriiieiietirteieteeteste ettt ettt et et e st etesteseasesseneeseasessenees e seneesessenteseesenseneeseesensesessenseneasenee 3,301 3,533
Customer trading HADIIHES .............cov.ovooeeoeeeeeee oo ee s s e e e e s s se s eeses s se e see e senerees — 168
3,301 3,701

1 Settlement accounts of $160m at 31 December 2017 have been reclassified from ‘Trading liabilities 'to ‘Other liabilities’. See notes 1 and 11 for more information.

10 Debt securities in issue

30 Jun 2018 31 Dec 2017

$m $m
Bonds and medium term notes 11,390 10,141
MONEY MATKEE INSEIUIMICILS .......cuiteteiiiieteietete ettt ettt s et et eb et b et st b s ea e et eb s et ebes et et eb et b eseae st e b e st s saebent et ebes et et ese e bebens 702 679
12,092 10,820

Debt securities are recorded at amortized cost.

Term to maturity

LLESS TNAIN 1 AT 1.ttt ettt bttt b et s b s st et e b e st b e bbb stk R et b st a e et b st b bt te b st ete e neeben 2,702 1,631
1=5 WATS ..ttt ettt ettt ettt b ettt h et h Rtk h et b s e A bRt h bt h stk a et h st a b n et s bt et b et teneateben 8,004 7,428
510 JEALS ..eveeieeeteieieteteieteteeee ettt ettt s it s e s st e s st et s s eh s st R R A e s oA aes AR e RS A AR SRt a R SRR RS A AR s A s AR s st a e A s et s s e s st ae s s e n s nea et eneaean 1,386 1,761
OVEI 10 YRAIS. c.. vttt ettt ettt ettt st et b bt teh et et e st eb e sa et eb e b et e st eb et a b e et s bt sa e st eb et et es e eb et ea e ebesa et ebeeb e b et ese et et enteaenaeneens — —
12,092 10,820

11 Other liabilities

30 Jun 2018 31 Dec 2017

$m $m

MOTtZAZES SOLA WIth TECOUISE .......euteuieiietiieiieii ettt ettt et ettt ettt e e st et e e e st eb e b e s e st es et en s es e sse s e st ebeabe s eneese s eneenessenseneesensens 1,493 1,676
ACCOUNLES PAYADLC ...ttt ettt ettt sttt ettt et e st e b e e st es e ss e s e et e e b e s enees e et em s es e e st e s en e es e b e s eneee et en s eaeese s eneeb e se s en e et et eneenessenseneerentens 172 479
Settlement accounts' . 2,040 —
Cash collateral® ............. 123 —
Other NON-fINANCIAL TIADIIILIES ......coveveuietirteiet ettt ettt ettt sttt et b et et e st es et e st e st ss e e es e eb e se e ese et enteneesesseneeseebenseneeneesenee 71 49
Share based payment related LHADIIILY ..........ccociiriiiiiiieiirccec ettt ettt st 9 13
3,908 2,217

1 Settlement accounts of $160m at 31 December 2017 were reclassified from 'Trading liabilities' to 'Other liabilities' as of 1 January 2018.

2 Cash collateral accounts at 31 December 2017 of $227m and $8m, respectively, were reclassified from 'Deposits by banks' and 'Customer accounts' to 'Other
liabilities' as of 1 January 2018.
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12 Fair values of financial instruments

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants
at the measurement date in the principal, or in its absence, the most advantageous market to which the bank has access to at that date. The
fair value of a liability reflects its non-performance risk.

Fair values are determined according to the following hierarchy:
(a) Level I — quoted market price: financial instruments with quoted prices for identical instruments in active markets.

(b) Level 2—valuation technique using observable inputs: financial instruments with quoted prices for similar instruments in active markets
or quoted prices for identical or similar instruments in inactive markets and financial instruments valued using models where all significant
inputs are observable.

(c) Level 3 — valuation technique with significant unobservable inputs: financial instruments valued using models where one or more
significant inputs are unobservable.

The best evidence of fair value is a quoted price in an actively traded market. In the event that the market for a financial instrument is not
active, a range of valuation techniques is used, dependent on the instrument type and available market data. Most valuation techniques are
based upon discounted cash flow analyses using observable market data, including prices available from exchanges, dealers, brokers or
providers of consensus pricing. Where financial instruments are valued on the basis of valuation techniques that feature one or more significant
market inputs that are unobservable, assumptions are made using estimates from historical data or other sources.

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 Annual Report and Accounts 2017.

The table below provides an analysis of the fair value hierarchy which has been deployed for valuing financial assets and financial liabilities
measured at fair value in the consolidated financial statements.

Valuation techniques

Level 1 Level 2 Level 3 with
quoted using significant
market observable unobservable
price inputs inputs Total
$m $m $m $m
At 30 June 2018
Assets
TTAQINE ASSELS....vveueetetetiietetetetet ettt ettt ettt ettt ettt et sttt et b ettt st be st sbe bt esene 5,384 265 — 5,649
Other financial assets mandatorily measured at fair value through profit or 1oss ...........c.c....... — 4 — 4
DIEIIVALIVES ...ttt ettt e et e e e et e e eaeeeaeeeaeeeaeesaeeeneeesnseeaeesrseeneeeneean — 3,518 6 3,524
Financial investments: measured at fair value through other comprehensive income.............. 22,220 435 — 22,655
Liabilities
Trading HADIIItIES ........euereeueeiirietieeeete ettt ettt eeene 3,272 29 — 3,301
DIEIIVALIVES «..c.veveeevieeeeeete ettt ettt et e ettt e et et et e ete et e ete e et eseeasenseeteessensesasenseseensenean — 3,409 6 3,415
At 31 December 2017
Assets
Trading assets 4,695 678 — 5,373
DIEIIVALIVES ...ttt ettt ettt ettt ett et e e et e b et e eteessesaeessenseessessebeessensesssessenseensenses — 3,674 1 3,675
Financial investments: available-for-sale ..............cccoivieiiiirieieiiiiieicre e 21,849 1,064 — 22913
Liabilities
Trading HabilItIES ......c.cerieueiririeiiirieic ettt ettt enene 3,503 197 1 3,701
DIEIIVALIVES ....viveievicieeieteete ettt ettt ettt sttt et e e et e st et e eteessesteesbeabeesseasebeeseensesseensenseensenses — 3,515 1 3,516

Transfers between levels of the fair value hierarchy are deemed to occur at the end of each reporting period. Transfers into and out of levels
of the fair value hierarchy are primarily attributable to observability of valuation inputs and price transparency.

During the quarter ended 30 June 2018, $3m of trading assets and $924m of financial investments were transferred from Level 2 to Level 1
due to increased frequency and quality of quoted prices in the active market. Also during the quarter ended 30 June 2018, $16m of trading
assets and $116m of financial investments were transferred from Level 1 to Level 2 due to reduced observability of valuation inputs.
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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
AL T JANUATY 2018.... ..ottt ettt ettt et et et e e s e b et e e s e s se st es e b e st esees e s esseseebe st ese et e s e st eneesenseneenens 1 1 1
SEULEIMENIES .....iuviivieeiiitiete ettt ettt et et et etteete et et e et e eaeeteeteeabeeseetsess e seesseaseeseesseaseesseasenseessensesseessenbeessensenbeeteensesenaean a a a
PUICRASES ...ttt bbbttt b et bbbt h ettt b et b ettt b et bbbttt ettt 6 — —
INEW ISSUBIICES ...cuevevnentietiietetesirt ettt etete sttt es e bbb et b st e b e sttt e bt et ebe st et e b et b st s et e b eb et b b ea e st e bt etebe et e s e st e ebeseneas — — 6
A0 JUNE 2018ttt ettt h ekt h kb bbb bbb bbb bbb bbb b ket b bbb bbbt e bbbt ebetetas 6 — 6
Total gains or losses recognized in profit or loss relating to those assets and liabilities held at the end of the
reporting period — — —
At 1 January 2017 1 3 1
SELLEIMIEIIES ...ttt ettt b et st s et b et b bt b ettt e b st b bttt b ettt b et b ettt (1) 2) (1)
AL 30 JUNE 2017ttt bbbt st h b st bbb b st b et bbbt et b et etenn — 1 —
Total gains or losses recognized in profit or loss relating to those assets and liabilities held at the end of the
TEPOTEING PEIIOM. ..t eteetetiteeeieetetee ettt ettt ettt et et ee et e s e bt e b et e st et e b ea e es e et emeeseebe s s e st es e be s enees et eneenessentene et enseneeneasen — — —
Fair values of financial instruments which are not carried at fair value on the balance sheet are as follows:
30 Jun 2018 31 Dec 2017
Carrying Fair Carrying Fair
amount value amount value
$m $m $m $m
Assets
Loans and advances t0 CUSEOMETS . .....v.ov oo eeeeee e s e see e eeeeseeeeeeseeeeeseseesesenees 52,907 52,772 50,337 50,227
Liabilities
CUSTOMET ACCOUNTS ...eiuviiiiietieetreectee ettt eeteeereeeteeeseeeteeeseeeteeeaseeeteeesseeesseesseeeseeenseeeseeeaseeeseeenseeseas 57,103 57,096 57,054 57,071
DEDt SECUTTTIES TN ISSUE ...ttt ettt ettt ettt ettt e et e e e aeesaeeeteeeaaeeeteesnseeeneesneeeneeas 12,092 12,044 10,820 10,836
SUDOTAINAtEd HADIIEIES ......vviivii ettt e eeeaeeeaeeeaeeenneen 1,039 1,022 1,039 1,035
1 Loans and advances to customers specifically relating to Canada at 30 June 2018: Carrying amount $49,413m and Fair value $49,286m.
13 Notes on the statement of cash flows
Half-year ended
30 Jun 2018 30 Jun 2017
$m $m
Non-cash items included in profit before tax
Depreciation and AMOTTIZALION ..........e.e.irirueuerirtetee ettt et stetes et tetes et etes et ebeseaeeseseatetebeseaeeteseneateses et ebeseatebesene st ebeneasetebe e seseneaseseneneas 22 21
Share-Dased PAYMENLE EXPEIISE .......c.eurrueuerirteteuerieteseiateteatsteteseteteteseteteseseeteseseaseteseatebeseaeseeseseseseseaeebeses e et ebent s ebesemeebeben et et eseeebeneneasesenes 4 4
Change N eXPECTEA CIEAIL LOSSES ... ...cuvrueuiuirieteiirietet ettt ettt ettt ettt s et e b st be sttt e b e s et ebes e et e b e s ea e b et es et ebe st e st ebenesebebe e ebeneaeanene 39 n/a
Loan impairment recoveries and other credit TiSK PrOVISIONS .........o.eiirieuiiririeiiiirieieirtetet ettt ettt n/a (95)
Charge for defined benefit pension plans 5 9
8) (61)
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Half-year ended
30 Jun 2018 30 Jun 2017

$m $m
Change in operating assets
Change in prepayment and aCCTUSM IMCOMIE .......c..cueuiuirieuiuiriieiiirieteieet ettt ettt e ettt bese s b s e s e b b sa b et s e s s eaesaebe et eseseseeneseanenene 13) 18
Change in net trading securities and NEt AETIVALIVES ........ccerueiririeietirierieeetere ettt ettt ettt st e tese b e stenteseebesseneesessenaesessenseneesenne (753) (1,889)
Change in 10ans and adVANCES 0 CUSTOIMIETS ..........c.erueieuirrerieririirtestetertereeseetes et et stestesesseseeseeseasessenesseseneesessenteseesesenteseesensenessenseneesenee (2,563) (1,697)
Change in reverse repurchase agreements - NON-TAGING. ........c.courucuiiririiiririeiiece ettt 819 (1,794)
CRANZE 11 OLRET @SSEES ...uvvtteuietiteteitetee ettt ettt ettt sttt e te e s et e etes e es e e s e e es e et et eneeaees e st es e b e seenees e b ensemees et eneebeasenteseebensentese et enseneaneseneesenne 3,136) (574)
(5,646) (5,936)
Change in operating liabilities
Change in accruals and defeITEd INCOMIE. .........o.euiiiriiieiieteie ettt et s ettt et e st es et e st e s e ssenteseete s eneeseesenaenesneseneesenee 36) (106)
Change N AEPOSILS DY DANKS .......cuerieieiiitiieiiitetieterte ettt ettt ettt et s e st et e s e s e s e s s e st et e b es s enees et eneesessenteseesenseneese et enseneeseseneesennn (468) 286
Change in customer accounts 57 (725)
Change in repurchase agreements — NON-ETAAINE ........ccveirririeirirteieerert ettt et e e eetesee et ete st e st eseseseesessenteseeseseneeseesenaesessesenensenee 1,811 2,023
Change N deDt SECUTIHIES 111 ISSUC.....cueeueterieririeeeeieterteiettetestes ettt esteseetesteseetesestese et esseseasesseneas e senseneesenseneesessenseseesensenteseesensenessensenensenne 1,272 (150)
Change in financial liabilities designated at fAIr VAIUE.........c.ecieiriiieiiiieieteee ettt sttt ettt ene st naesessesseneesenee — 3)
Change in other liabilities 2,601 85
5,237 1,410

30 Jun 2018 30 Jun 2017

$m $m
Cash and cash equivalents
Cash and balances at CENIAl DANK .........c.coueuiiiiiiiiiiieie et ettt et et b et s et st s e st be st st b et be s e etenen 58 61
Items in the course of collection from Other DANKS, NET..........c.ccveiiiirierieirieietietet ettt ettt et ae s eseebe b eseessesesseseesessens (277) (387)
Loans and advances to banks of one month or less.................... 726 865
Reverse repurchase agreements with banks of 0ne MONth OF 1ESS ........o.euiriiiiuiiriiieiriei et 366 268
T-Bills and certificates of deposits — three MONTIS OF 1ESS.......evrieueiririiiieieie ettt sttt ee 75 161

948 968

14 Legal proceedings and regulatory matters

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

15 Events after the reporting period

On 10 July 2018, the bank issued a $650m medium term note deposit with a maturity date of 10 July 2019.
On 20 July 2018, the bank issued an additional $175m medium term note deposit with a maturity date of 10 July 2019.

There have been no other material events after the reporting period which would require disclosure or adjustment to the 30 June 2018
consolidated financial statements.

These consolidated financial statements were approved by the Board of Directors on 2 August 2018 and authorized for issue.
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PRINCIPAL ADDRESSES

Vancouver:

HSBC Bank Canada

885 West Georgia Street
Vancouver, British Columbia
Canada V6C 3E9

Tel: 604-685-1000

Fax: 604-641-3098

Toronto:

HSBC Bank Canada
70 York Street
Toronto, Ontario
Canada M5J 1S9

Media Inquiries:
English: 416-868-3878 or 604-641-1905
English or French: 416-868-8282

Website
www.hsbc.ca

Social Media
Twitter: @HSBC_CA
Facebook: @HSBCCanada

YouTube: HSBC Canada
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