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Profit attributable to common shareholders was C$186m for the quarter ended 30 June 2012, a decrease
of 3% over the same period in 2011.

Profit attributable to common shareholders was C$388m for the half-year ended 30 June 2012, an
increase of 17% over the same period in 2011.

Return on average common equity was 18.4% for the quarter ended 30 June 2012 and 19.1% for the half-
year ended 30 June 2012 compared with 21.3% and 19.0% respectively for the same periodsin 2011.

The cost efficiency ratio stayed strong at 45.0% for the quarter ended 30 June 2012 and 47.7% for the
half-year ended 30 June 2012 compared with 49.1% and 52.4% respectively for the same periodsin 2011.

Total assets were C$82.1bn at 30 June 2012 compared with C$81.5bn at 30 June 2011.
Total assets under administration decreased to C$18.3bn at 30 June 2012 from C$32.3bn at 30 June 2011
primarily due to the sale of the bank’s full service retail brokerage business. Excluding the impact of this

sale, total assets under administration increased by C$1.0bn from 30 June 2011.

Tier 1 capital ratio of 13.8% and a total capital ratio of 16.1% at 30 June 2012 compared to 13.3% and
16.0% respectively at 30 June 2011, and 13.4% and 16.0% respectively at 31 December 2011.
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HSBC Bank Canada

Corporate Profile

HSBC Bank Canada, a subsidiary of HSBC Holdings plc, is the leading international bank in
Canada. With around 7,200 offices in over 80 countries and territories and assets of US$2,637bn at
31 March 2012, the HSBC Group is one of the world’ s largest banking and financial services
organizations.
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Toronto (English) (416) 868-3878 Tel:  1(800) 564-6253 Chris Young (604) 642-4389
Toronto (French) (416) 868-8282 Fax: 1(866)249-7775 Harry Krentz (604) 641-1013
WEBSITE:
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OTHER AVAILABLE INFORMATION:
The bank’s continuous disclosure materials,
including interim and annual filings, are
available on the bank’ s website and on the
Canadian Securities Administrators' web site at
www.sedar.com.

Caution regarding forward-looking financial statements

This document may contain forward-looking information, including statements regarding the business and anticipated actions
of HSBC Bank Canada. 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,” "i

intends,"
"plans,”" "believes," and words and terms of similar substance in connection with discussions of future operating or financia
performance. These statements are subject to a number of risks and uncertainties that may cause actual results to differ
materially from those contemplated by the forward-looking statements. Some of the factors that could cause such differences
include legidative or regulatory developments, technological change, global capital market activity, changes in government
monetary and economic policies, changes in prevailing interest rates, inflation levels and general economic conditions in
geographic areas where HSBC Bank Canada operates. Canada is an extremely competitive banking environment and
pressures on the bank’s net interest margin may arise from actions taken by individual banks or other financia institutions
acting alone. Varying economic conditions may also affect equity and foreign exchange markets, which could also have an
impact on the bank’s revenues. The factors disclosed above are not exhaustive and there could be other uncertainties and
potential risk factors not considered here which may impact the bank’s results and financial condition. Any forward-looking
statements speak only as of the date of this document. The bank undertakes no obligation to, and expressly disclaims any
obligation to, update or ater our forward-looking statements, whether as a result of new information, subsequent events or
otherwise, except as required by law.
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Management’s Discussion and Analysis

Financial Highlights

(in $ millions, except where otherwise stated) Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2012 2011 2012 2012 2011
For the period (C$m)
Profit before income tax eXPENSE..........coccieveirnnirrecceiee e, 279 274 292 571 497
Net operating income before |oan impairment charges and other credit
FISK PrOVISIONS......veveeieeireeteeeseresesiessseesessssesssesesessesssesesessssesesessssssnsesensnssen: 614 597 681 1,295 1,207
Profit attributable to common shareholders............ocoveveeceeninnnreccnn, 186 191 202 388 333
At period-end (C$m)
Shareholders’ EQUILY.......coveeueeerreeeer e, 5,080 4,637 4,942
Coretier 1 Capital @ ..o es s 3,737 3,429 3,647
RiSk WEIGhted @SSEIS ) .......oooeeeeeeeeeeees st enss e 35,637 34,633 36,460
Loan and advances to customers (net of impairment allowances).............. 46,126 45,620 45,395
CUSLOMEY GCCOUNLES ...t seereseee et 47,097 45,522 47,037
Capital ratios (%)
THEN L0 D oot eeees s ssessss s essssss s esssenens 138 133 132
Total Capital Fai0 ™ .......oevveeveeeeeee e, 16.1 16.0 15.6
Coretier 1 capital 1atio @..........cooovuoeveeeeeeereeeeeeceeseeeeeesseeeeeesessse e 105 9.9 10.0
Performanceratios (%) @
Return on average CommOoN EQUILY ..........cceerererueieenisesisesieesesesesesesesesenenns 184 21.3 19.9 19.1 19.0
Post-tax return on average total aSSELS........cuovverueeeriresireeiesesesses e, 0.88 0.92 0.98 0.93 0.82
Post-tax return on average risk weighted assets ........c.coceevnnnnenccreeennnn: 21 22 23 22 20
Credit coverageratios (%)
Loan impairment charges as a percentage of total operating income........... 9.6 5.2 7.0 8.3 6.6
Loan impairment charges as a percentage of average gross customer
AdVaNCeS and aCCEPLANCES.......courvrereerrrerirerereeeeseseseeessesesesseessesesenesensesene, 0.5 0.2 04 0.4 0.3
Total impairment allowances outstanding as a percentage of impaired
loans and acceptances at the period end...........coeeevennrneiennneceeeenn: 70.7 68.3 68.4 70.7 68.3
Efficiency and revenue mix ratios (%) @
COSt EffICIENCY FALO .....cveeeeeceeririeie e, 45.0 49.1 50.2 47.7 524
Adjusted oSt EffiCIENCY Fali0 .c.cvvreeeeveiirires e, 44.8 49.2 49.2 47.1 52.1
As apercentage of total operating iNCOME: .........cccvvrnrinicrceerneenennee,
- net interest income ‘ 60.6 65.3 58.4 59.5 64.0
= NEEFERIMCOME. ... 239 27.1 21.0 224 26.9
- NELrading INCOME.......cucuiiieiiiririec e 7.7 6.0 59 6.7 6.0
Financial ratios (%) @
Ratio of customer advances to CUStOMEr @CCOUNES ..........cceverrererericereceenenn: 97.9 100.2 96.5
Average total shareholders’ equity to average total assets.........ccoceeverereenene. 5.9 54 6.1
Total assetsunder administration (CHM) .......ccoveerviviciiivnicieciene,
Funds under management © ... 17,339 31,261 17,294
Custodial accounts............coeueeeee ‘ 949 1,039 961
Total assets under adMiNiSration............cccoreieeeennreeeser e, 18,288 32,300 18,255

1 Calculated using guidelines issued by the Office of the Superintendent of Financial Institutions Canada (“ OSFI”) in accordance with the

Basel || capital adequacy framework.

2 These are non-IFRS amounts or non-IFRS measures. Please refer to the discussion outlining the use of non-IFRS measuresin the “ IFRS and

related non-1IFRS measures used in the MD&A” section in this document.

3 The comparative figure for the quarter ended 30 June 2011 includes funds managed in the full service retail brokerage business which was

sold effective 1 January 2012 of C$15.0bn.



HSBC Bank Canada

Management’s Discussion and AnalysiS (continued)

Basis of preparation of financial information

HSBC Bank Canada (“the bank”, “we", “our”) is an indirectly wholly owned subsidiary of HSBC Holdings plc (“HSBC
Holdings”). Throughout the Management’ s Discussion and Analysis (“MD&A"), the HSBC Holdings Group is defined as the
“HSBC Group” or the “Group”. The MD&A for the bank for the second quarter of 2012 is dated 26 July 2012.

We prepare our consolidated financial statements in accordance with International Financial Reporting Standards (“IFRS”).
The information in this MD&A is derived from our unaudited consolidated financial statements or from the information used
to prepare them. The abbreviations "C$m" and "C$bn" represent millions and billions of Canadian dollars, respectively. All
tabular amounts are in millions of dollars except where otherwise stated.

The bank uses both IFRS and certain non-IFRS financial measures to assess performance. Securities regulators require that
companies caution readers that earnings and other measures that have been adjusted to a basis other than IFRS do not have a
standardized meaning under IFRS and are therefore unlikely to be comparable to similar measures used by other companies.
The following outlines various non-1FRS measures that are regularly monitored by management:

—  Return on average common equity — Profit attributable to common shareholders on an annualized basis divided by
average common equity, which is calculated using month-end balances of common equity for the period.

—  Post-tax return on average assets — Profit attributable to common shareholders on an annualized basis divided by
average assets, which is calculated using average daily balances for the period.

—  Post-tax return on average risk weighted assets — Profit attributable to common shareholders on an annualized basis
divided by the average monthly balances of risk weighted assets for the period. Risk weighted assets are cal culated using
guidelines issued by OSFI in accordance with the Basel |1 capital adequacy framework.

—  Cost efficiency ratio — Calculated as total operating expenses for the period divided by net operating income before loan
impairment charges and other credit risk provisions for the period.

— Adjusted cost efficiency ratio — Cost efficiency ratio adjusted to exclude gains and losses from financial instruments
designated at fair value from net operating income before loan impairment charges.

—  Net interest income, net fee income and net trading income as a percentage of total operating income — Net interest
income, net fee income and net trading income for the period divided by net operating income before loan impairment
charges and other credit risk provisions for the period.

- Ratio of customer advances to customer accounts — Loans and advances to customers divided by customer accounts,
using period-end balances.

—  Average total shareholders' equity to average total assets — average shareholders’ equity is calculated using month-end
balances of total shareholders' equity for the period and average total assets are calculated using average daily balances
for the period.

—  Coretier 1 capital — Tier 1 capital less non-controlling interests and preferred shares.

—  Coretier 1 capital ratio— Coretier 1 capital as a percentage of risk-weighted assets.
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Management’s Discussion and AnalysiS (continued)

Overview

HSBC Bank Canada recorded profit of C$203m for the second quarter of 2012, a decrease of C$5m, or 2% compared to
C$208m for the second quarter of 2011, and a decrease of C$17m, or 8%, compared to the first quarter of 2012. Profit for the
first half of 2012 was C$423m, an increase of C$55m, or 15% compared to the first half of 2011. Profit attributable to
common shareholders was C$186m for the second quarter of 2012, a decrease of C$5m, or 3% compared with C$191m for
the second quarter of 2011, and a decrease of C$16m, or 8% compared with the first quarter of 2012. Profit attributable to
common shareholders for the first half of 2012 was C$388m, an increase of C$55m, or 17%, compared with the first half of
2011.

The second quarter of 2011 included a C$47m recovery of fees paid in prior years from an HSBC affiliate. The first quarter
of 2012 included a gain of C$84m related to the sale of the full service retail brokerage business offset by restructuring
charges of C$36m mostly relating to the wind-down of the consumer finance business. Excluding these items adjusted for
income tax, profit for the second quarter of 2012 increased by C$42m, or 26%, compared to second quarter of 2011, and
increased by C$30m, or 17% compared to the first quarter of 2012. In addition, excluding these items adjusted for income
tax, profit for the first half of 2012 was C$376m, an increase of C$55m, or 17%, compared to the first half of 2011. Thiswas
due to a decrease in total operating expenses related to the wind-down of the bank’s consumer finance business, gains on the
sale of financial investments and an increase in net trading income relating to customer foreign exchange trading.

Commenting on the results, Lindsay Gordon, President and Chief Executive Officer of HSBC Bank Canada, said:
“The bank’s results continued to show resilience and good progress against our strategic objectives. We are focused on
growing HSBC Bank Canada to best serve our customers — investing in our core businesses of Commercial Banking, Global

Banking and Markets, and Retail Banking and Weath Management, improving efficiency, and driving down costs — by
providing internationally connected products which meet their needs.”

Analysis of Consolidated Financial Results for the Second Quarter 2012

Net interest income for the second quarter of 2012 was C$372m, a decrease of C$18m, or 5%, compared to the second
quarter of 2011, and a decrease of C$26m, or 7%, compared to the first quarter of 2012. On a year-to-date basis, net interest
income was C$770m for the first half of 2012, marginally lower compared to the first half of 2011. The decrease is due to
pressure on net interest margin and higher cost of funding, partially offset by a growth in average loans and advances and
financial investment balances.

Net fee income for the second quarter of 2012 was C$147m, a decrease of C$15m, or 9%, compared to the second quarter of
2011, and an increase of C$4m, or 3%, compared to the first quarter of 2012. On a year-to-date basis, net fee income was
C$290m for the first half of 2012, a decrease of C$35m, or 11%, compared to the first half of 2011. The sale of the full
service retail brokerage business resulted in reductions in fees from funds under management and brokerage commissions in
the first half of 2012. Excluding 2011 fees from the full service retail brokerage business sold, net fee income increased by
C$18m compared to the first half of 2011, resulting from increases in fees from credit facilities and the Immigrant Investor
Program.
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Management’s Discussion and AnalysiS (continued)

The components of net fee income are as follows:

Quarter ended Half-year ended
30June 30 June 31 March 30June 30 June
2012 2011 2012 2012 2011
$m $m $m $m $m
Credit faCilities. ..ot 58 55 56 114 107
Funds under management ............oeeeenenereneerenenesneseeeseseneenas 32 42 29 61 82
Account SErvices................ 23 21 21 44 42
Brokerage commissions 5 17 4 9 39
Credit cards........ccoovvevnennne 13 13 13 26 24
Corporate fiNANCE.........cceuerrirrrr s 5 10 8 13 19
INSUFBINCE ...ttt 5 5 5 10 11
REMITLANCES ... 8 6 7 15 11
Trade finance iMPOrt/EXPOrt .........cccvvvnicrceeeneccenes 2 2 3 5 6
TrUSEEE FEES ...t 1 1 1 2 2
Immigrant INVestor Program..........cccoeeveerenenneseerenenesneeeenens 8 6 15 23 13
OLNEN ..ottt 8 5 6 14 10
FERINCOME ... 168 183 168 336 366
L eSS fEE BXPENSE. ...ttt (21) (21) (25) (46) (41)
NEL FEEINCOME ... 147 162 143 290 325

Net trading income for the second quarter of 2012 was C$47m, an increase of C$11m, or 31%, compared to the second
quarter of 2011, and an increase of C$7m, or 18%, compared to the first quarter of 2012. On a year-to-date basis, net trading
income was C$87m for the first half of 2012, an increase of C$14m, or 19%, compared to the first half of 2011. The increase
in net trading revenue is due to higher foreign exchange and derivative revenues driven by increased customer activity and
market volatility. In addition, net trading income increased due to favorable mark-to-market gains arising from derivatives
used to manage foreign currency denominated deposits partially offset by the impact of changes in credit spreads on the
carrying value of our own debt instruments classified as trading.

Net gain/(loss) from financial instruments designated at fair value for the second quarter of 2012 was a loss of C$2m,
compared to a gain of C$2m in the second quarter of 2011, and aloss of C$14m compared to the first quarter of 2012. On a
year-to-date basis, net |oss from financial instruments designated at fair value was C$16m for the first half of 2012, compared
to C$6m for the first half of 2011. The bank designates certain subordinated debentures and other liahilities to be recorded at
fair value. Gains and losses are largely as a result of the widening or narrowing of credit spreads reducing or increasing the
fair value of these liabilities.

Gains less losses from financial investments for the second quarter of 2012 were C$28m, an increase of C$24m compared to
the second quarter of 2011, and an increase of C$11m compared to the first quarter of 2012. On a year-to-date basis, net gains
from the sale of financia investments were C$45m for the first half of 2012, an increase of C$25m compared to the first half
of 2011. The increase in net gains from the sale of from financial investments is due to disposals of available-for-sale
investments as part of our balance sheet management activities.

Other operating income for the second quarter of 2012 was C$22m, an increase of C$19m compared to the second quarter of
2011, and an increase of C$9m compared to the first quarter of 2012. On a year-to-date basis, other operating income was
C$35m for the first half of 2012, an increase of C$12m compared to the first half of 2011. The increase in other operating
income is due to a C$17m charge for the decline in fair value of investment property in the second quarter of 2011.

Gain on the sale of the full service retail brokerage business. The sale of the full service retail brokerage business closed
effective 1 January 2012. In the first quarter of 2012, the bank recorded a gain of C$84m, net of assets written off and directly
related costs. Additionally, in the first quarter of 2012 and fourth quarter of 2011, C$2m and C$14m respectively of
restructuring charges were incurred either directly relating to this transaction or from actions undertaken within the business
arising as aresult of the decision to sell the business.
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Management’s Discussion and AnalysiS (continued)

Loan impairment charges and other credit risk provisions for the second quarter of 2012 were C$59m, an increase of
C$28m compared to the second quarter of 2011, and an increase of C$11m compared to the first quarter of 2012. On a year-
to-date basis, loan impairment charges and other credit risk provisions were C$107m for the first half of 2012, an increase of
C$27m compared to the first half of 2011. The increase in the second quarter of 2012 is primarily due to a specific provision
for a customer in the energy sector.

Total operating expenses (excluding restructuring charges) for the second quarter of 2012 were C$276m, a decrease of
C$17m, or 6%, compared to the second quarter of 2011, and a decrease of C$30m, or 10%, compared to the first quarter of
2012. On a year-to-date basis, total operating expenses were C$582m for the first half of 2012, a decrease of C$50m, or 8%,
compared to the first half of 2011. The decrease in total operating expenses is due to cost reductions relating to the sale of the
full service retail brokerage business (C$56m) and wind-down of the bank’s consumer finance business (C$27m) in the first
half of 2012. Additionaly, as a result of cost management initiatives, employee compensation and benefits as well as
activities and expenses related to the delivery of technology services to HSBC Group companies were reduced. The reduction
is partially offset by a C$47m recovery of fees paid in prior years from an HSBC affiliate in the first half of 2011.

Restructuring charges of C$36m were recognized in the first quarter of 2012 mainly relating to the provisions made for the
restructuring and wind-down of the bank’ s consumer finance business.

Income tax expense. The effective tax rate in the second quarter of 2012 was 27.2%, compared to 24.1% in the second quarter
of 2011 and 24.7% in the first quarter of 2012. The effective tax rate was 25.9% for the first half of 2012, compared to 26.0%
for the first half of 2011. The increase in the second quarter of 2012 compared to the second quarter of 2011 was due to the
recovery of fees from an HSBC &ffiliate which is not taxable. The increase in the second quarter of 2012 compared to the first
quarter of 2012 was largely due to a lower effective tax rate applied to the gain on the sale of the full service retail brokerage
business.

Statement of Financial Position

Total assets at 30 June 2012 were C$82.1bn, an increase of C$2.0bn from 31 December 2011, mainly due to increases of
C$1.4bn in trading assets, C$1.8bn in loans and advances to customers, C$0.9bn in financia investments and C$0.4bn in
acceptances offset by a decrease in loans and advances to banks of C$2.6bn. The increase in trading assets is driven by higher
holdings of debt securities and trading acceptances at 30 June 2012. Loans and advances to banks decreased by C$2.6bn and
loans and advances to customers increased by C$1.8bn mainly as aresult of a decrease and an increase respectively in reverse
repurchase agreements. Excluding the movement in reverse repurchase agreements, loans and advances to banks decreased by
C$0.9bn and loans and advances to customers decreased by C3$0.4bn.

Liquidity remained strong, with C$28.2bn of cash and balances at central banks, items in the course of collection from other
banks, highly liquid trading assets, short term loans and advances to banks and financial investments at 30 June 2012,
compared with C$28.5bn at 31 December 2011.

Total customer accounts increased to C$47.1bn at 30 June 2012 from C$46.6bn at 31 December 2011. The main increase was
in fixed date persona deposits with increases also in commercia current and notice accounts. Debt securities in issue
increased to C$14.0bn at 30 June 2012 from C$13.3bn at 31 December 2011, primarily due to the issuance of medium term
notes of C$2.0bn during the first half of 2012. The increase was offset by the maturity of C$0.5bn of medium term notes and a
decrease in funding through mortgage securitization.

Total assets under administration

Funds under management were C$17.3bn at 30 June 2012, a decrease of C$14.0bn since 30 June 2011 and a decrease of
C$9.1bn since 31 December 2011. This was primarily due to the sale of the bank’s full service retail brokerage business
(C$15.0bn at 30 June 2011 and C$10.6bn at 31 December 2011). Excluding the full service retail brokerage business' funds
under management, total assets under administration increased by C$1.0bn to C$18.3bn compared to 30 June 2011 and
increased by C$1.5bn compared to 31 December 2011.
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Management’s Discussion and AnalysiS (continued)

Analysis of Consolidated Financial Results for the Second Quarter 2012 by Customer Groups

Retail Banking and Wealth M anagement

Quarter ended Half-year ended

30June 30 June 31 March 30 June 30 June

2012 2011 2012 2012 2011

$m $m $m $m $m

NEL INEErESE INCOME ...ttt 92 107 105 197 201

NELFEEINCOIME ... 44 66 42 86 136

NEt trading iNCOME.......c.cueuiuiieiririrrc et 3 4 3 6 10

Other operating iNCOIME..........oeueueuierieirieeeieeresesee e 3 2 2 5 4

Gain on the sale of the full service retail brokerage business — — 76 76 -
Net operating income before loan impairment charges and other

Credit riSK PrOVISIONS......ccceviecveeeeeeeseeeeteerees e teseres s ssas s e sessseanans 142 179 228 370 351

Loan impairment charges and other credit risk provisions (7) (4) (6) (13) (6)

Net 0perating iNCOME...........cuieiriririeieerereresie e 135 175 222 357 345

Total operating expenses (excluding restructuring charges) (128) (227) (227) (255) (283)

REStrUCtUNNG Charges.........cvcueueriieririeieeerirese e — — (2) (2) -

Profit before income taX eXPenSe..........coovreerirreereeese e, 7 48 93 100 62

Overview

Profit before income tax expense for the second quarter of 2012 was C$7m, a decrease of C$41m compared to second quarter
of 2011, and a decrease of C$86m compared to the first quarter of 2012. On a year-to-date basis, profit before income tax
expense was C$100m in the first half of 2012, an increase of C$38m compared to the first half of 2011. Results for the first
half of 2012 included a C$76m gain on the sale of the full service retail brokerage business and restructuring charges of
C$2m. Results for the first half of 2011 included a C$28m recovery of fees from an HSBC &ffiliate partialy offset by a C$7m
write-off of internally developed software costs. Excluding the effect of these items, profit before income tax expense for the
first half of 2012 was C$26m, a decrease of C$8m compared to the first half of 2011 mainly due to pressure on net interest
margin.

Financial performance

Net interest income for the second quarter of 2012 was C$92m, a decrease of C$15m, or 14%, compared to the second
quarter of 2011, and a decrease of C$13m, or 12%, compared to the first quarter of 2012. On a year-to-date basis, net interest
income was C$197m for the first half of 2012, a decrease of C$4m, or 2%, compared to the first half of 2011. The decreaseis
due to pressure on net interest margin partially offset by growth in average loan balances as a result of customers taking
advantage of low interest rates.

Net fee income for the second quarter of 2012 was C$44m, a decrease of C$22m compared to the second quarter of 2011, and
little changed compared to the first quarter of 2012. On a year-to-date basis, net fee income was C$86m for the first half of
2012, adecrease of C$50m compared to the first half of 2011. Net fee income decreased compared to the prior year due to the
sale of the full service retail brokerage business. Excluding the fee income relating to the full service retail brokerage, net fee
income increased by C$3m compared to 2011 primarily due to higher revenues earned by our Immigrant Investor Program
and strong growth in our asset management business.

Net trading income for the second quarter of 2012 was C$3m, little changed compared to the second quarter of 2011 and the
first quarter of 2012. On a year-to-date basis, net trading income was C$6m for the first half of 2012, a decrease of C$4m
compared to the first half of 2011. The decrease in net trading income is due to lower foreign exchange revenue.

Loan impairment charges and other credit risk provisions for the second quarter of 2012 were C$7m, an increase of C$3m
compared to the second quarter of 2011, and an increase of C$1m compared to the first quarter of 2012. On a year-to-date
basis, loan impairment charges and other credit risk provisions were C$13m for the first half of 2012, an increase of C$7m
compared to the first half of 2011. The first half of 2011 included a C$4m release of collective impairment provisions as a
result of improved credit quality.



HSBC Bank Canada

Management’s Discussion and AnalysiS (continued)

Total operating expenses (excluding restructuring charges) for the second quarter of 2012 were C$128m, little changed
compared to both the second quarter of 2011 and the first quarter of 2012. On a year-to-date basis, total operating expenses
(excluding restructuring charges) were C$255m for the first half of 2012, a decrease of C$28m, or 10%, compared to the first
half of 2011. Total operating expenses for the second quarter of 2011 included a C$28m recovery of fees from an HSBC
affiliate while 2012 expenses were lower due to a reduction resulting from the sale of the full service retail brokerage business
earlier in the year and cost reduction efforts.

Commercial Banking

Quarter ended Half-year ended

30June 30 June 31 March 30 June 30 June

2012 2011 2012 2012 2011

$m $m $m $m $m

NEL INEErESt INCOME.......cvvreeierieeireeeirccee e, 177 177 180 357 350

Net feeincome............. 72 67 71 143 136

Net trading income 8 6 8 16 12

Other operating iNCOME/(EXPENSE) .......c.ervrerrreeeerireririeieesesesesieseneneseneen, 3 (16) 1 4 (15)
Net operating income before loan impairment charges and other

Credit rSK PrOVISIONS.....covvveieeeieerieirieiee sttt se e, 260 234 260 520 483

Loan impairment charges and other credit risk provisions................... (26) (6) (11) (37) (23)

Net OpErating iINCOME.........cvririreereieereresieieee e, 234 228 249 483 460

Total OpPerating EXPENSES........cveieeuieeeerereieiris e, (85) (80) (92) a77) (176)

OPErating Profil......cceieerireereierireseieee e, 149 148 157 306 284

Share of profit in 8SSOCIALES .........ccceeurieiereiirre e, - 1 1 1 2

Profit before income tax eXpense..........occeeerrerireennsseee e, 149 149 158 307 286

Overview

Profit before income tax expense was C$149m for the second quarter of 2012, unchanged compared to the second quarter of
2011, and a decrease of C$9m compared to the first quarter of 2012. On a year-to-date basis, profit before income tax expense
was C$307m in the first half of 2012, an increase of C$21m compared to the first half of 2011. Profit before income tax
expense decreased compared to the first quarter of 2012 due to increased impairment provisions in the second quarter of 2012.
Profit before income tax expense increased compared to the first half of 2011 due to a C$17m charge resulting from the
declinein fair value of investment property in the second quarter of 2011.

Financial performance

Net interest income for the second quarter of 2012 was C$177m unchanged compared to the second quarter of 2011, and a
decrease of C$3m, or 2%, compared to the first quarter of 2012. On a year-to-date basis, net interest income was C$357m for
the first half of 2012, an increase of C$7m, or 2%, compared to the first half of 2011. The movement is largely due to higher
average |oan balances driven by increased customer demand, partially offset by pressure on net interest margin.

Net fee income for the second quarter of 2012 was C$72m, an increase of C$5m, or 7%, compared to the second quarter of
2011, and marginally increased compared to the first quarter of 2012. On ayear-to-date basis, net fee income was C$143m for
the first half of 2012, an increase of C$7m, or 5%, compared to the first half of 2011. The increase in net fee income is due to
higher fees from account services activity and credit facilities driven by increased customer activity.

Net trading income for the second quarter of 2012 was C$8m, an increase of C$2m compared to the second quarter of 2011,
and unchanged compared to the first quarter of 2012. On ayear-to-date basis, net trading income was C$16m for the first half
of 2012, an increase of C$4m compared to the first half of 2011. The increase in net trading income is due to increase in
customer foreign exchange transactions.

Other operating income/(expense) for the second quarter of 2012 was C$3m, an increase of C$19m compared to the second
quarter of 2011, and an increase of C$2m compared to the first quarter of 2012. On a year-to-date basis, other operating
income/(expense) was C$4m for the first half of 2012, an increase of C$19m compared to the first half of 2011. The increase
in other operating income/(expense) is due to a C$17m charge resulting from the decline in fair value of investment property
in the second quarter of 2011.
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Management’s Discussion and AnalysiS (continued)

Loan impairment charges and other credit risk provisions for the second quarter of 2012 were C$26m, an increase of
C$20m compared to the second quarter of 2011, and an increase of C$15m compared to the first quarter of 2012. On a year-
to-date basis, loan impairment charges and other credit risk provisions were C$37m for the first half of 2012, an increase of
C$14m compared to the first half of 2011. The increase is primarily due to specific exposure provisions in the second quarter
of 2012.

Total operating expenses for the second quarter of 2012 were C$85m, an increase of C$5m, or 6%, compared to the second
quarter of 2011, and a decrease of C$7m, or 8%, compared to the first quarter of 2012. On a year-to-date basis, total operating
expenses were C$177m for the first half of 2012, little changed compared to the first half of 2011. The increase compared to
the second quarter of 2011 is due to a C$18m recovery of fees from an HSBC affiliate in 2011 partially offset by cost
reduction efforts during 2012.

Global Banking and Markets

Quarter ended Half-year ended
30June 30 June 31 March 30 June 30 June
2012 2011 2012 2012 2011
$m $m $m $m $m
NEL INtEreSt INCOME ... 40 40 46 86 89
Net feeincome................ 19 19 19 38 33
Net trading income 28 23 22 50 44
Gains lesslosses from financial investments..........cccovveeeenreseeenenn 28 4 17 45 20
Other operating iNCOME/(EXPENSE) ......covereueuerererrerereererseieieesesesseesseenns 2 1 (€] 1 2
Gain on the sale of the full service retail brokerage business.............. - - 8 8 -
Net 0perating iNCOME...........cuieiririreeieeerererie e 117 87 111 228 188
Total OPErating EXPENSES......ccovviveeeeeierereeteeeresesseseseesessssesssesssessesnsens (33) (27) (25) (58) (56)
Profit before income taX eXPense.........coovrrveeerrenieeenesese e, 84 60 86 170 132

Overview

Profit before income tax expense was C$84m for the second quarter of 2012, an increase of C$24m compared to the second
quarter of 2011 and marginally changed compared to the first quarter of 2012. On a year-to-date basis, profit before income
tax expense was C$170m in the first half of 2012, an increase of C$38m compared to the first half of 2011. The increase in
profit before income tax expense is due to gains on the disposal of financial investments and higher net trading income driven
by higher foreign exchange and derivative revenues as well as favourable mark-to-market gains arising from derivatives used
to manage foreign currency denominated deposits.

Financial performance

Net interest income for the second quarter of 2012 was C$40m, unchanged compared to the second quarter of 2011, and a
decrease of C$6m, or 13%, compared to the first quarter of 2012. On a year-to-date basis, net interest income was C$86m for
the first half of 2012, a decrease of C$3m, or 3%, compared to the first half of 2011. The decrease is due to lower returns on
financial investments.

Net fee income for the second quarter of 2012 was C$19m, unchanged compared to the second quarter of 2011 and the first
quarter of 2012. On a year-to-date basis, net fee income was C$38m, an increase of C$5m, or 15%, compared to the first half
of 2011. The increase was driven by higher debt underwriting and derivative sales fees.

Net trading income for the second quarter of 2012 was C$28m, an increase of C$5m, or 22% compared to the second quarter
of 2011, and an increase of C$6m, or 27% compared to the first quarter of 2012. The increase in the quarter is due to higher
foreign exchange revenues driven by increased customer activity and the bank taking advantage of market volatility and
favourable mark-to-market gains arising from derivatives used to manage foreign currency denominated deposits. On a year-
to-date basis, net trading income was C$50m for the first half of 2012, an increase of C$6m, or 14%, compared to the first half
of 2011. This increase is due to favourable mark-to-market gains arising from derivatives used to manage foreign currency
denominated deposits partially offset by the impact of changes in credit spreads on the carrying value of our own debt
instruments classified as trading.
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Management’s Discussion and AnalysiS (continued)

Gains less losses from financial investments for the second quarter of 2012 was C$28m, an increase of C$24m compared to
the second quarter of 2011, and an increase of C$11m compared to the first quarter of 2012. On ayear-to-date basis, gains less
losses from financial investments was C$45m for the first half of 2012, an increase of C$25m compared to the first half of
2011. The increase in gains less losses from financia investments is due to an increase in disposals of available-for-sale
investments from our balance sheet management activities.

Total operating expenses for the second quarter of 2012 were C$33m, an increase of C$6m compared to the second quarter of
2011, and an increase of C$8m compared to the first quarter of 2012. On a year-to-date basis, total operating expenses were
C$58m for the first half of 2012, an increase of C$2m compared to the first half of 2011.

Consumer Finance

Quarter ended Half-year ended

30June 30 June 31 March 30 June 30 June

2012 2011 2012 2012 2011

$m $m $m $m $m

NEt INtEreSt INCOME.......eviiiiieeeecer e, 72 69 73 145 139

Net feeincome................. 12 10 11 23 20

Other operating income - 1 2 2 2
Net operating income before loan impairment charges and other

Credit rSK PrOVISIONS.....covoveieeeieerieieieiee sttt e, 84 80 86 170 161

Loan impairment charges and other credit risk provisions................... (26) (21) (31 (57) (51)

Net Operating iNCOME.........couririreereieere e, 58 59 55 113 110

Total operating expenses (excluding restructuring charges) ................ (22) (44) (38) (60) (87)

REStrUCtUNiNg Charges.........cccovvveveueiirrieieeers e, - - (34) (34) -

Profit/(loss) before income tax eXPense..........cocevvrrieeececeereeernenenens, 36 15 (17) 19 23

Overview

In March 2012, HSBC Financial Corporation Limited announced the winding down of the consumer finance business in
Canada and, except for existing commitments, ceased origination of loans. Accordingly, C$34m in restructuring costs were
incurred in the first quarter of 2012 relating to employee severance, pension curtailment and changes in benefits plans,
uneconomic contracts, onerous |leases and impairment of fixed assets including leasehold improvements.

Profit before income tax expense was C$36m for the second quarter of 2012, an increase of C$21m compared to the second
quarter of 2011, and an increase of C$53m compared to the first quarter of 2012. On a year-to-date basis, profit before income
tax expense was C$19m in the first half of 2012, a decrease of C$4m compared to the first half of 2011. The first quarter of
2012 included a restructuring charge of C$34m for provisions made related to the wind-down of the consumer finance
business. Tota operating expenses decreased significantly in the second quarter of 2012 due to reduced staff and associated
expenses, infrastructure charges and other overhead expenses as aresult of the wind-down of the business.

Financial performance

Net interest income for the second quarter of 2012 was C$72m, an increase of C$3m, or 4%, compared to the second quarter
of 2011, and marginally decreased compared to the first quarter of 2012. On a year-to-date basis, net interest income was
C$145m for the first half of 2012, an increase of C$6m, or 4%, compared to the first half of 2011. The decrease compared to
the first quarter of 2012 is due to the decrease in customer activity in loans and advances as a result of the wind-down of the
business. The increase compared to 2011 is primarily due to areduction in funding costs partially offset by lower average loan
balances.

Net fee income for the second quarter of 2012 was C$12m, an increase of C$2m compared to the second quarter of 2011, and
an increase of C$1m compared to the first quarter of 2012. On a year-to-date basis, net fee income was C$23m for the first
half of 2012, an increase of C$3m, or 15%, compared to the first half of 2011. The increase in net fee income is due to lower
guarantee fees paid as a result of decreased medium term financing.
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Management’s Discussion and AnalysiS (continued)

Loan impairment charges and other credit risk provisions for the second quarter of 2012 were C$26m, an increase of C$5m,
or 24%, compared to the second quarter of 2011, and a decrease of C$5m, or 16%, compared to the first quarter of 2012. On a
year-to-date basis, loan impairment charges and other credit risk provisions were C$57m for the first half of 2012, an increase
of C$6m, or 12%, compared to the first half of 2011. The second quarter of 2011 included a C$3m reversal of a prior period
impairment loss on available-for-sale financial investments due to an increase in fair value. The decrease compared to the first
quarter of 2012 and increase compared to the first half of 2011 was due to an upward adjustment in collective provisions
driven by heightened risk profiles estimated to be present within loan portfolios.

Total operating expenses (excluding restructuring charges) for the second quarter of 2012 were C$22m, a decrease of
C$22m compared to the second quarter of 2011, and a decrease of C$16m compared to the first quarter of 2012. On a year-to-
date basis, total operating expenses (excluding restructuring charges) were C$60m for the first half of 2012, a decrease of
C$27m, or 31%, compared to the first half of 2011. The decrease in total operating expenses is due to reduced staff and
associated expenses, infrastructural charges and other overhead expenses as a result of the wind-down of the business.

Other
Quarter ended Half-year ended

30June 30 June 31 March 30 June 30 June

2012 2011 2012 2012 2011

$m $m $m $m $m

NEL INTErESt EXPENSE ...ttt 9) (©)] (6) (15) (@]
NEL FERINCOME ... 8 3 7 15 7
Net gain/(loss) from financial instruments designated at fair value..... ) 2 (19) (16) (6)
Other Operating iNCOME.........c.vcereirieeeeeeseree et seesesesaessseenns 14 15 9 23 30
Net operating iNCOME/(EXPENSE) .......c.vueverrrrrrmrinireieerieierereeseses e, 11 17 4) 7 24
Total OPErating EXPENSES.......cccevrvreeuerierireetesesese st se e sessesesens (8) (15) (24) (32) (30)
Profit/(loss) before income tax eXPenSse..........ooveeeeereeernennnennececene, 3 2 (28) (25) (6)

Activities or transactions which do not relate directly to the above business segments are reported in Other. The main items
reported under Other include gains and losses from the impact of changes in credit spreads on financial instruments
designated at fair value, revenue and expense related to information technology services provided to HSBC Group companies
on an arm’s length basis. Profit before income tax expense for the second quarter of 2012 was C$3m, compared with C$2m
for the second quarter of 2011 and aloss of C$28m in the first quarter of 2012. On a year-to-date basis, profit before income
tax expense was a loss of C$25m for the first half of 2012, compared with a loss of C$6m in the first haf of 2011. The
variances from comparative periods are primarily due to the impact of the items noted above.

Quarterly summary of Condensed Consolidated Statements of Income (unaudited)

The following table presents a summary of quarterly consolidated results for the last eight quarters:

Quarter ended

30June 31 March 31 December 30 September 30 June 31 March 31 December 30 September

2012 2012 2011 2011 2011 2011 2010 2010

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

Total revenue @.......cooooooverevenecrrieesrennns 614 681 562 653 597 610 633 605

Profit for the period.........ccoveeeeinnnecceenes 203 220 135 201 208 160 118 146

Profit attributable to common shareholders.. 186 202 118 182 191 142 96 124

Profit attributable to preferred shareholders. 15 15 15 16 15 15 15 16
Profit attributable to non-controlling

INEErESES .. 2 3 2 3 2 3 7 6

Basic earnings per common share................. 0.37 0.41 0.24 0.36 0.38 0.28 0.19 0.25

1 Total revenueisreported as“ net operating income before loan impairment charges and other credit risk provisions’ on the consolidated income
statement.

The quarterly trends in revenue and expenses for 2011 and 2010 were disclosed on pages 24 and 25 of the Annual Report and
Accounts for 2011.
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HSBC Bank Canada

Management’s Discussion and AnalysiS (continued)

Critical Accounting Policies and Impact of Estimates and Judgements

There have been no changes in the accounting policies that are deemed critical to the bank’s results and financial position, in
terms of the materiality of the items to which the policy is applied, or which involve a high degree of judgement including the
use of assumptions and estimates. Critical accounting policies and impact of estimates and judgements are disclosed on pages
25 to 28 of the bank’s Annual Report and Accounts for 2011.

Off-Balance Sheet Arrangements

During the norma course of business, the bank makes extensive use of financial instruments including funding loans,
purchasing securities and other investments, accepting deposits and entering into various derivative instrument contracts.
These arrangements were described on page 29 of the Annual Report and Accounts for 2011. There have been no changes in
the basis of calculating the fair value of financial instruments from 31 December 2011, and there have been no significant
changes in the fair value of financial instruments that arose from factors other than normal economic, industry and market
conditions. For financial instruments, including derivatives, valued using significant non-observable market inputs (level 3),
assumptions and methodologies used in our models are continually reviewed and revised to arrive at better estimates of fair
value.

Management’s Responsibility for Financial Information

A rigorous and comprehensive financial governance framework is in place at the bank and its subsidiaries at both the
management and board levels. Each year, the Annual Report and Accounts contains a statement signed by the Chief Executive
Officer (CEO) and Chief Financial Officer (CFO) outlining management’s responsibility for financial information contained
in the report. Certifications, signed by the CEO and CFO, were filed with the Canadian Securities Administrators in March
2012 when the Annual Report and Accounts and other annual disclosure documents were filed. In those filings, the CEO and
CFO certify, asrequired in Canada by National Instrument 52-109 (Certification of Disclosure in Issuers’ Annual and Interim
Filings), the appropriateness of the financial disclosures in the annua filings, the design and effectiveness of disclosure
controls and procedures as well as the design and effectiveness of interna controls over financial reporting to provide
reasonabl e assurance regarding the reliability of financia reporting in accordance with IFRS. The CEO and CFO have signed
certifications relating to the appropriateness of the financial disclosures in interim filings with securities regulators, including
this MD&A and the accompanying unaudited interim consolidated financia statements for the quarter ended 30 June 2012,
and their responsibility for the design and maintenance of disclosure controls and procedures and internal controls over
financia reporting to provide reasonable assurance regarding the reliability of financia reporting in accordance with IFRS.
There have been no changes in internal controls over financial reporting during the quarter ended 30 June 2012 that have
materially affected or are reasonably likely to affect internal control over financial reporting.

Asin prior quarters, the bank’s Audit and Risk Committee reviewed this document, including the attached unaudited interim
consolidated financial statements, and approved the document prior to its release.

A comprehensive discussion of the bank’s businesses, strategies and objectives can be found in the Management’ s Discussion

and Analysis in the Annual Report and Accounts for 2011, which can be accessed on the bank’s web site at www.hsbc.ca
Readers are also encouraged to visit the site to view other quarterly financial information.
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Management’s Discussion and AnalysiS (continued)

Related Party Transactions

Related party transaction policies and practices are unchanged from those outlined on page 31 of the Annual Report and
Accounts for 2011. All transactions with related parties continue to be priced and accounted for asif they were provided in an
open market on an arm’ s length basis or, where no market exists, at fair value. Transactions with related parties are detailed in
note 12 to the accompanying consolidated financial statements.

Outstanding Shares and Securities

At 26 July 2012

Number Amount ($m)
HSBC Canada Asset Trust Securities (HSBC HaTS™)®
S SEIIES 2015 ..ottt ettt ettt e et e et en e eneenen 200,000 200
Preferred Shares— Class 1
- Series C® 7,000,000 175
- SeriesDW 7,000,000 175
- Series E® 10,000,000 250
Preferred Shares — Class 2
SSEHES BO ..ottt ettt ettt ettt e ettt e et et en e 86,450,000 346
946
Common shares
HSBC BANK CANAA ...t se e s se e s e se e se e se s 498,668,000 1,225

Reported in non-controlling interests in the Consolidated Statement of Financial Position.

Cash distributions are non-cumul ative and are payable semi-annually in an amount of C$25.75 per unit.
Cash dividends are non-cumulative and are payable quarterly in an amount of C$0.31875 per share.
Cash dividends are non-cumulative and are payable quarterly in an amount of C$0.3125 per share.
Cash dividends are non-cumulative and are payable quarterly in an amount of C$0.4125 per share.
Cash dividends are non-cumulative and are payable quarterly in an amount of C$0.0775 per share.

DU WNE

During the second quarter of 2012, the bank declared and paid C$82m in dividends on HSBC Bank Canada common shares,
an increase of C$7m from the same period in 2011. The bank declared and paid C$165m in common shares during the half-
year ended 30 June 2012, an increase of C$15 from the same period in 2011.

Regular quarterly dividends of 31.875 cents per share have been declared on HSBC Bank Canada Class 1 Preferred Shares —
Series C, 31.25 cents per share on Class 1 Preferred Shares — Series D, 41.25 cents per share on Class 1 Preferred Shares —
Series E and 7.75 cents per share on Class 2 Preferred Shares — Series B. Dividends will be paid on 30 September 2012, for
shareholders of record on 14 September 2012.
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Management’s Discussion and AnalysiS (continued)

Risk Management

All of our business activities involve the measurement, evaluation, acceptance and management of some degree of risk, or
combinations of risks. Risk management is the identification, analysis, evaluation and management of the factors that could
adversely affect our resources, operations, reputation and financial results. The most important risk categories that we are
exposed to include capital management, credit, liquidity and funding, market, structural, and operational risk. A discussion of
our risk management activities including both quantitative and qualitative factors is included on pages 32 to 54 of our 2011
Annua Report and Accounts. There have been no changes in our processes and no material changes in quantitative factors
during the first half of 2012.

Capital Management

30June 31 December
2012 2011
$m $m
TOLAl TIOr L CAPITAL ...eeeeeeeieere ettt b e bbbt st bbbt e bbbt n et n e 4,913 4,731
LIS = TR 836 906
Total tier 1 and tier 2 capital available for regulatory PUIPOSES .........cccuriririiniiieeeiieeeieinese et 5,749 5,637
COrEUIEN L CAPITAL ...ttt et bbbt e bbb e e e bbb e e se bbb et ee bt e b ettt 3,737 3,555
TOtAl FiSK-WEIGNIEH @SSELS.....cvveeeeeirieirieiee ettt b e e se bbbt s b b bt se e bbb e b et st bbb eaenenna 35,637 35,322
Actua regulatory capital ratios
THEN L CAPITAL ..t bbb 138 % 134 %
Tota capitdl ........ . 16.1 % 16.0 %
Coretier 1 capitd ........... . 105 % 10.1 %
ASSELS 1O CAPItAl MUILIPIE ... vttt s et se e se s e s e s e e e sesnsene e ensesenannnnns 13.3 X 13.1 X
Minimum regulatory capital ratios required
I = SRR 70 % 70 %
Total capital ......covveevereeeereereeree e . 100 % 100 %
Maximum assets to capital MUItIPIE AllOWED............ccoriiiiiiee e 20.0 x 20.0 x

Credit Risk

L oan portfolio diver sity

Concentration of credit risk may arise when the ability of a number of borrowers or counterparties to meet their contractual
obligations are similarly affected by external factors. Examples of concentration risk would include geographic, industry and
environmental factors. Therefore, diversification of credit risk is akey concept by which we are guided.

In assessing the risks of our credit portfolio, we aggregate all exposure types that result in credit risk.

The following is an analysis of the constituents of our portfolio:
30 June 31 December

2012 2011

$m $m

Loansincluded in financial statements, net of impairment allOWaNCES..........cccovrvrereiiiernne e 46,126 44,357
Impairment allOWanCeS @ ..o 446 464
Less:  Reversereposand stock borrowing balances with customers... (2,691) (1,050)
Short term SEtlEeMENES .....c.cvveecceererr s (52) -
Customers' liability UNAEr BCCEPLANCES ........c.cueiririririeeeire sttt st bbb bbb bbb sttt b 4,459 4,059
I = o [0 I o= o) 1o - R STRR 2,375 1,975
Guarantees and irrevocable letters of credit pledged as collateral security . 2,945 2,641
Documentary credits and short-term trade related tranSaCtion...........cccovveeveeeeiienrieeesese e 377 294
TOLAl [OBNS ...ttt bbbt 53,985 52,740
Impaired loans and other impaired credit EXPOSUIES @ ............cociviieeeieeeieeeeeeeeeseessessee s (743) (732)
TOtal PETOIMING TOBNS.......ceieititeieirietrte ettt be et e bbb e s bbb e e e b e b e e e ee b e bt et st et eb et e et ne b eens 53,242 52,008

1 Excludes $79m (31 December 2011: $73m) in collective impairment allowances relating to off-balance sheet credit instruments, which have been
reclassified to ‘ Other liabilities'.
2 Includes $12m (31 December 2011: $54m) of impaired acceptances and letters of credit.
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Management’s Discussion and AnalysiS (continued)

Performing loan portfolio

30 June 2012 31 December 2011
$m % $m %
Business and government 10anS @ .............o.coovreeeieeeieieee e 26,633 50.0 25,092 483
Residential MOMQAgES. ......oveveuerireriririeeere sttt 19,011 35.7 18,951 36.4
ConsUMEr fiNANCE [0ANS.......ccvvveeeeiireetee e eeenes 2,238 4.2 2,441 4.7
Other CONSUMES [OANS.......c.cveuieeeiieiiteise et s 5,360 10.1 5,524 10.6
Total performing [0@NS........cccouevveeeeirirre e es 53,242 100.0 52,008 100.0

1 Includes $469m (31 December 2011: $454m) of construction and other |oans secured by mortgages over residential property.

Credit Quality of Financial Assets

The credit quality of financial assets remains broadly unchanged at 30 June 2012 compared with 31 December 2011. The
increase in impaired financial assetsis mainly due to a specific impairment of a customer in the energy sector.

Impaired loan portfolio

30 June 31 December
2012 2011
$m $m
Business and government
245 256
40 41
60 68
88 95
61 22
47 51
541 533
RESIAENLIAl MOIQBGES. ......c.cvviveriririieicicie ettt bbbttt b ettt 105 103
Consumer finance loans.. . 60 59
OthEr CONSUMES TOBNS.......cveiicecitiietet ettt bbbttt bbbt es 37 37
Total impaired loans, acceptances and letters of Credit @ ...........coo.cooveereeeerveeneeeeeeseseee s 743 732
SPECITIC BIIOWANCES.......ceeeieieiee ettt bbb b se b bRt e bbbt eb bt ebe e e e 189 208
COlIECHIVE AIOWENCES ...ttt bbbttt bbbt 257 256
446 464
Collective impairment allowances relating to off-balance sheet credit instruments (included in * Other
=oAL (=) PSS 79 73
Total allOWaNCES FOr CrEUIt IOSSES........coiriieiieieierireririe ettt sttt 525 537
Net impaired loans, acceptances and |etters Of Credit.........coveirirrreeieiirer e 218 195
Allowance as percentage of total impaired loans, acceptances and letters of credit..........ooooeeevrinceccnneninins 70.7 % 734 %

1 Includes $12m (31 December 2011: $54m) of impaired acceptances and letters of credit
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M ovement in impair ment allowances

Customers
Individually Collectively
assessed assessed Total
$m $m $m

Quarter ended 30 June 2012
N o 0 TR 204 335 539
AMOUNES WITEEEN OFf ...t (40) (29) (69)
Recoveries of loans and advances written off in previous periods ..........cccoceeveerveeennens - Q) 0]
Charge t0 INCOME ...ttt sttt sbenan 28 31 59
Other MOVEMENES .....ouviiieieieiiiri s ee et ses s e s a s ss e e e ssssesaseesessesesasensnenses 3) — (3)
At B0 JUNE 2012 ...ttt 189 336 525
Quarter ended 30 June 2011
AL LAPHT 2011 ..o 227 387 614
AMOUNES WITEEN OFf ..ot e (32 (78) (110)
Recoveries of loans and advances written off in previous periods .. - 2 2
Charge to income.. 13 21 34
OtNEr MOVEMENES ...ttt sttt b b nenan (5) - (5)
AL B0 JUNE 201 L.ttt 203 332 535
Quarter ended 31 March 2012
At LJANUANY 2012 ...t 208 329 537
AMOUNES WITEEN OFf ..ot e (12) (30) (42)
Recoveries of loans and advances written off in previous periods ..........c.coeeeevnneenne - 1 1
Charge t0 INCOME ...ttt bbbttt 13 35 48
OLNEr MOVEMENES ...ttt sttt sb et nan (5) - (5)
At BLMEICN 2012 ...t 204 335 539
Half-year ended 30 June 2012
At LIANUANY 2012 ... s 208 329 537
Amounts written off . (52) (59) (111)
Chargeto income..... 41 66 107
Other MOVEMENES .....ueuiiirieieieeri ettt et se bbbttt sb bbb bt neban (8) — (8)
AL B0 JUNE 2012 ...ttt a et 189 336 525
Half-year ended 30 June 2011
At LJANUANY 2011 ..ottt 227 400 627
AMOUNES WIEEEN OFf ...t en (49) (120) (169)
Recoveries of loans and advances written off in previous periods ..........c.coceeeeennenneeens - 4 4
Charge t0 INCOME ....vcuieieeeeeeetere sttt s e e esese e e s saetesase e e neenas 34 49 83
OthEr MOVEMENES .....ueuiierieteieeri sttt et se bbbt e bbb et b bt nenan (9) (1) (10)
R 1= 0 TR 203 332 535

1 Includes $79m (30 June 2011: $72m; 31 March 2012: $72m) in collectively assessed impairment allowances relating to off-balance sheet credit

instruments which have been reclassified to ‘ Other liabilities'.
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HSBC Bank Canada

Management’s Discussion and AnalysiS (continued)

Exposuresto Europe

The bank’ s exposure to Europe and in particular the eurozone remains well controlled within the bank’s overall exposure to
credit risk. Exposures to the eurozone increased by C$34m compared to the position at 31 December 2011 mainly due to
increases of C$22m in corporate exposures with Spain, C$13m in financial institution exposures with Italy and C$10m with
core eurozone countries offset by a decrease of C$9m in financial institutions exposures with Portugal. Exposures to other
European countries outside of the eurozone increased by C$221m mainly as a result of an increase financial ingtitutions
exposures in the United Kingdom of which the counterparty is HSBC Holdings.

Exposures to eurozone countries

30 June 2012 31 December 2011
Financial Financial
Corporate institutions®  Sovereign Total  Corporate institutions”  Sovereign Tota
$m $m $m $m $m $m $m $m
Core countries
- 185 - 185 - 71 - 71
358 13 - 371 198 19 257 474
- 2 - 2 - 3 - 3
358 200 - 558 198 93 257 548
- 13 - 13 - - - -
- 1 - 1 - 10 - 10
22 1 - 23 - 3 - 3
22 15 — 37 - 13 — 13
- 2 - 2 - 2 - 2
380 217 — 597 198 108 257 563

1 Exposures with financial institutions include exposures with other HSBC Group affiliates of $4m in France (31 December 2011: $3m in
Germany and $8min France).

Exposures to other European countries outside of the eurozone

30 June 2012 31 December 2011
Financial Financia

Corporate institutions®  Sovereign Total  Corporate institutions™  Sovereign Total
$m $m $m $m $m $m $m $m

- 9% - 9% - - - -

- - - - 2 - - 2

- 36 - 36 - 37 - 37

- 4 481 485 - 13 643 656

4 904 - 908 4 553 52 609

4 1,040 481 1,525 6 603 695 1,304

1 Exposures with financial institutions include exposures with other HSBC Group affiliates of $651m in the United Kingdom (31 December 2011:
$339m).
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HSBC Bank Canada

Management’s Discussion and AnalysiS (continued)

Credit Ratings

Standard & Poor’s (“S&P’) and DBRS® maintain credit ratings of our debt and securities. The ratings are made within the
rating agencies normal classification system for each type of debt or security. Our credit ratings influence our ability to
secure cost-efficient wholesale funding.

Investment grade ratings are unchanged from 31 December 2011 and remain among the highest assigned to Canadian banks.

The bank’s current ratings are as follows:

S&P DBRS
SHOIT-LEIM INSITUMENES. ..ottt ettt bbb s b bbbt ee bbb et s se b e b e e e se et e besase e senbebebens A-1+ R-1 (High)
[D1= o oI Y= a0 S a0 o (= o) R AA- AA

SUDOIAINGEEA ALttt ettt b bbbt £ bbbt s s e b bt e et b e se e e e ebebenens A AA (Low)
PIEFEITEO SNAIES.......ovoveoeeeeeeeeeeee s s se s se e ss e ss et e s s s s e se s e e s e es s e s s eess e s s e s s ensssseenssensssesseessessaeessanssssssnees P-1 (Low) @ Pfd-2 (High)
HSBC Canada Asset Trust Securities (HSBC HATS™)..........ovvureeeeeeeeeeeeeesesesesesssessssssssssssessssssssssssssesans P-1 (Low) @ A (Low)

1 Based on S&P’'s Canadian national preferred share scale. Ratingsare ‘A-" on S& P’'s global preferred share scale.

Valueat Risk (“VaR")

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

included in our Annual Report and Accounts for 2011 on pages 52 and 53.

VaR disclosed in the table and graph below is the bank’s total VaR for both trading and non-trading financia instruments and
iswithin the bank’ s limits.

Quarter ended
30 June 31 December
2012 2011
$m $m
17 16
15 22
13 15
17 29
Daily VaR
30
28 ﬂ
26 A

" e \
. " \

18 \
16 J \ A .VAA\J/\ “\J/\/\/\ IL[,\/\.V/
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HSBC Bank Canada

Financial Statements (Unaudited)

Consolidated income statement (Unaudited)

Quarter ended Half-year ended
30June 30 June 31 March 30June 30 June
2012 2011 2012 2012 2011
Notes $m $m $m $m $m

INEEIESE INCOME ... 565 595 586 1,151 1,202
INEENESE EXPENSE ...ttt sens (193) (205) (188) (381) (430)
NEL INLErESt INCOME.....vuceeiereeeeeeereeeeereee e 372 390 398 770 772
FEEINCOME. ...t 168 183 168 336 366
FEE BXPENSE.....coeietitie et (21) (21) (25) (46) (42)
NEL FEEINCOME. ....eeieiecirerteee e 147 162 143 290 325
Trading income excluding net interest inCOMe.........cccveeeennne 39 30 32 71 66
Net interest income on trading activities.........ccocoveceevrererieennenns 8 6 8 16 7
Net trading iNCOME ......ccvveveeeieerirereeee e 47 36 40 87 73
Net (loss)/gain from financial instruments designated at fair

VBIUB ..ottt 2 2 (14) (16) (6)
Gains less losses from financial investments..........cccoceeererenee. 28 4 17 45 20
Other operating income 22 3 13 35 23
Gain on sale of full serviceretail brokerage business ............... 13 — — 84 84 —
Net operating income before loan impairment char ges and

other credit risk provisionS.........cccceveeeiennnecencnenenens 614 597 681 1,295 1,207
Loan impairment charges and other credit risk provisions........ (59) (32) (48) (107) (80)
Net Operating iNnCoOME .......cvvevreeieeereresere e 555 566 633 1,188 1,127
Employee compensation and benefits.........ccocovvvceinnenrieennnn (163) (208) (190) (353) (416)
General and administrative expenses............. (100) (62) (104) (204) (179)
Depreciation of property, plant and equipment..... 8 9) 9) a7 (29)
Amortization and impairment of intangible assets ..........c.cc...... 5) (14) (©) (8) (18)
Restructuring Charges ... 14 — — (36) (36) —
Total Operating EXPENSES........cucueveirerererieerereserisie e (276) (293) (342) (618) (632)
Operating Profit ..o s 279 273 291 570 495
Share of profitin aSSOCIALES.........covervreeieererreieeee e - 1 1 1 2
Profit beforeincome tax exXpense.......cooveevrrveceeesesesneenenes 279 274 292 571 497
INCOME tAX EXPENSE ...t (76) (66) (72) (148) (129)
Profit for the period.........cccccoreiinnncce e 203 208 220 423 368
Profit attributable to common shareholders............cccocovvreenee. 186 191 202 388 333
Profit attributable to preferred shareholders .. 15 15 15 30 30
Profit attributable to shareholders.................. 201 206 217 418 363
Profit attributable to non-controlling interests...........occcovvevee. 2 2 3 5 5
Average number of common shares outstanding (000'S) .......... 498,668 498,668 498,668 498,668 498,668
Basic earnings per COMMON SNA€...........covevveeeveeererererensesnnenns $ 037 $ 0.38 $ 041 0.78 $ 067

The accompanying notes on pages 28 to 39 and the sections of “ Risk Management” within the Management’s Discussion and Analysis on pages 16

to 20 forman integral part of these financial statements.
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HSBC Bank Canada

Financial Statements (Unaudited) (continued)

Consolidated statement of comprehensive income (Unaudited)

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2012 2011 2012 2012 2011
$m $m $m $m $m

Profit for the Period ..., 203 208 220 423 368

Other comprehensive income/(loss)

Available-for-sale iNVESIMENLS ..........cccoerririereinreeee s 21 43 (17) 4 12
—fair value gains/(losses) 68 63 (12) 57 37
—fair value gains transferred to income statement on disposal . (28) (4) a7) (45) (20)
—TNCOME TAXES ...ttt (19) (16) 11 (8) (5)

Cash FlOW NEAGES .......c.cviirriecircirese s 27 72 (106) (79) 16
—fair value (10SSES)/QaINS.......c.coeurereeueiirrieie e 23 99 (150) (227) 19
B LLL® 0110128 - (TR 4 (27) 44 48 (3)

Actuaria gaing/(losses) on defined benefit plans ..., (14) (8) (27) (41) (2
— before income taxes ... . (20) (20) (36) (56) 3
—INCOME TAXES ...ttt 6 2 9 15 (5)

Other comprehensive income/(expense) for the period, net of tax ........ 34 107 (150) (116) 26

Total comprehensiveincome for the period .........cccceeveevveeecveenesseeens 237 315 70 307 394

Total comprehensive income for the period attributable to:

— SNAENOIAENS ..., 235 313 67 302 389
—NON-CONrOlliNG INEEIESES ..., 2 2 3 5 5
237 315 70 307 394

The accompanying notes on pages 28 to 39 and the sections of “ Risk Management” within the Management’ s Discussion and Analysis on pages 16

to 20 forman integral part of these financial statements.
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HSBC Bank Canada

Financial Statements (Unaudited) (continued)

Consolidated statement of financial position (Unaudited)

Notes

ASSETS

Cash and balances at central Dank ...........ccccceeveiereiieiee s
Items in the course of collection from other banks ...........cccceevevcecececcese e
Trading assets .
DEIIVALIVES ..ottt sttt s a e ettt seae s enesaeneetens 5
Loans and advanCesto DaNKS ..........ccceouciiieiieiiiiiiceeese e

Loans and advances to customers
Financial investments ...

Prepayments and aCCrued iNCOME .......couvvuveeieeerireeieeeere s ssresesesssse e seeesesassenas
Customers' liability Under 8CCEPLANCES.........cccireiiiririiricirieieie e
Property, plant and equipment.............

Goodwill and intangible assets.

LIABILITIESAND EQUITY

Liabilities

DEPOSILS DY DANKS ...
CUSLOMEY @CCOUNLES .....vevveveeeereeereieiesee s seeseeeenes
Items in the course of transmission to other banks ..
Trading l1ahilities .......ccoceeininrrceceeeee .
Financial liabilities designated at fair VAUE ..........cccoeveeiriemiieieciereeecessee e 8
DEIIVALIVES ..ottt ettt et e et et e e aessenesaesentenes 5
Debt SECUMNTIES INISSUE ...ouvevieeeieecesiees ettt s nee s
Other [HADITTIES .....veveveeeeiiceeeectceceee ettt ettt bbb sn e
Acceptances .
Accruals and deferred INCOME..........coveieiieeree e sse e enenees
Retirement benefit lHabilitiES........ccoocieieiicceccee s
Subordinated [1aDIlItIES .........c.ceiieeiecccee e

Total HabIlItIES ...c.cveiiccr s

Equity

Preferred shares ..
Common shares .. .
OhEY TESEIVES ...ttt sttt st re sttt a e s ebe s ebesebesseseasens
RELAINEA AIMINGS ...ttt bbbt et bbb et se et enas

Total Shareh0lders’ EQUILY ......cccorueueiiririeieieeri sttt
[N [oTa R g o] LT aTe T (= = £ RT

LI €= =0 111 /PSPPSR
Total equity and liabilItIES ......cceeeerereeeeer e

30 June 30 June 31 December
2012 2011 2011
$m $m $m

70 66 77

142 187 104
6,009 5,336 4,587
2,158 1,510 2,203
1,919 4,873 4,530
46,126 45,620 44,357
20,105 17,928 19,168
668 652 559
240 206 225
4,459 4,954 4,059
128 114 123

75 85 76
82,099 81,531 80,068
1,747 1,056 1,377
47,097 45,522 46,614
374 232 288
3,280 4,254 2,996
1,011 1,001 1,006
1,730 1,304 1,746
13,961 15,280 13,327
1,958 1,962 2,260
4,459 4,954 4,059
505 517 566
341 261 300
326 321 326
76,789 76,664 74,865
946 946 946
1,225 1,225 1,225
364 225 439
2,545 2,241 2,363
5,080 4,637 4,973
230 230 230
5,310 4,867 5,203
82,099 81,531 80,068

The accompanying notes on pages 28 to 39 and the sections of “ Risk Management” within the Management’ s Discussion and Analysis on pages 16

to 20 forman integral part of these financial statements.
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HSBC Bank Canada

Financial Statements (Unaudited) (continued)

Consolidated statement of cash flows (Unaudited)

Notes
Cash flows from operating activities
Profit DEfOr@taX ......oceeiiereeee e
Adjustments for:
—non-cash itemsincluded in profit beforetax ...........cccoveeecinnnennae 9
—changein operating assets ........c.coceeveerererienns 9
— change in operating liabilities .. 9

Cash flows from investing activities

Purchase of financial INVESIMENLS ..........coorreennnreeeeee e
Proceeds from the sale and maturity of financial investments ................

Net cash flows from the sale of full serviceretail brokerage business ... 13
Purchase of property, plant and equipment ...........c.coeoeeerrrreenenesnieienes
Purchase of intangibles .........ccccovivreecerre e

Net cash from/(used in) investing actiVities ..........c.ccccoeeenrrreeccnenneneenas
Cash flows from financing activities

Dividends paid to sharehOlders ..........cccocorrireeiinninineceesre e
Distributions to Non-controlling iNErestS...........covvrerreeeerirerreeeeesereeeenes

Net cash used in finanNCing aCtiVities ..........cceeevirreeeneeeeees

Net increase/(decr ease) in cash and cash equivalents .........ccccevunene.
Cash and cash equivalents at the beginning of the period ...

Cash and cash equivalents at the end of the period...........ccccoevreerenenene 9

Quarter ended Half-year ended

30 June 30 June 31 March 30 June 30 June
2012 2011 2012 2012 2011
$m $m $m $m $m
279 274 292 571 497
89 63 (24) 75 134
(1,135) 791 (2,236) (3,371) (293)
760 1,201 902 1,662 1,608
(38) (73) (306) (344) (138)
(45) 2,256 (1,362) (1,407) 1,808
(4,602) (5,234) (13,021) (17,623) (9,741)
4,868 3,042 11,822 16,690 7,974
— — (116) (116) -
(23) ©) (14) (37) (19)
4 - 2 (6) -

239 (2,201) (1,331) (1,092) (1,786)
(97) (90) (98) (195) (180)
(2 (2 (3 (5 (5)
(99) (92) (101) (200) (185)
95 37) (2,794) (2,699) (163)
1,905 6,477 4,699 4,699 6,603
2,000 6,440 1,905 2,000 6,440

The accompanying notes on pages 28 to 39 and the sections of “ Risk Management” within the Management’ s Discussion and Analysis on pages 16

to 20 forman integral part of these financial statements.
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HSBC Bank Canada

Financial Statements (Unaudited) (continued)

Consolidated statement of changes in equity for the half-year ended 30 June 2012 (Unaudited)

Other reserves

Available-

for-sale  Cash flow Total Non-
Share Retained fair value hedging Total Other  shareholders controlling Total
capital earnings reserve reserve Reserves equity interests equity
$m $m $m $m $m $m $m $m
AtL138NUANY D oo eneen 2,171 2,363 138 301 439 4,973 230 5,203
Profit for the period ... - 418 - - - 418 5 423
Other comprehensive income (net of tax) ......cccceevveeeveeene — (41) 4 (79) (75) (116) — (116)
Available-for-sale investments .. — - 4 - 4 4 - 4
Cash flow hedges ........ccueurrininiirieeeseeeees - - - (79) (79) (79) - (79)
Actuarial gaing/(losses) on defined benefit plans ................ - (41) - - - (41) - (42)
Total comprehensive income for the period ............ccccueee. - 377 4 (79) (75) 302 5 307
Dividends paid on cOmmon Shares.............ocoeoeerereeueenereneenes - (165) - - - (165) - (165)
Dividends paid on preferred Shares .........ccccoeevveveveeeererennnnns - (30) - - - (30) - (30)
Distributions to unit holders..........coovvviicrcennnneeee - - - — - - (5) (5
AL B0 JUNE ..ot 2,171 2,545 142 222 364 5,080 230 5,310

(1) Includes reclassification of $28m from“ Cash flow hedging reserve” to “ Available-for-sale fair value reserve” as at 31 December 2011.

The accompanying notes on pages 28 to 39 and the sections of “ Risk Management” within the Management’ s Discussion and Analysis on pages 16 to 20 form an integral part of these financial

statements.
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HSBC Bank Canada

Financial Statements (Unaudited) (continued)

Consolidated statement of changes in equity for the half-year ended 30 June 2011 (Unaudited)

Other reserves

Available-
for-sale Cash flow Tota Non-

Share Retained fair value hedging Total Other shareholders controlling Total

capital earnings reserve reserve Reserves equity interests equity

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

AL L JBNUANY ..ottt 2,171 2,058 81 116 197 4,426 230 4,656
Profit for the period ... - 363 - - - 363 5 368
Other comprehensive income (net of tax) .......c.cccoeceevecenenns - 2 12 16 28 26 - 26
Available-for-sale investments.................. - - 12 - 12 12 - 12
Cash flow hedges ........cocevvreeiicrreecee - - - 16 16 16 - 16
Actuarial gaing/(losses) on defined benefit plans ................. - 2 - — — (2) - (2)
Total comprehensiveincome for the period .........ccccvveeeee. - 361 12 16 28 389 5 394
Dividends paid on cOmmon Shares .........c.coceeeevrerereeeeererenens - (250) - - - (150) - (150)
Dividends paid on preferred shares .........c.occcvvnnnnenccnneee - (30) - - - (30) - (30)
Distributions to unit holders............ocooveicinnnnsccee - - - - - - (5) (5)
Other MOVEMENES .....c.cueuiirireereirerereri e - 2 — — — 2 - 2
AL 30 JUNE....iiiiete e 2,171 2,241 93 132 225 4,637 230 4,867

The accompanying notes on pages 28 to 39 and the sections of “ Risk Management” within the Management’s Discussion and Analysis on pages 16 to 20 form an integral part of these financial

statements.
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HSBC Bank Canada

Notes on the Financial Statements (Unaudited)

1

Basis of preparation

@)

(b)

(©

(d)

Compliance with International Financial Reporting Standards

HSBC Bank Canada (“the bank”, “we”, “our”) is an indirectly wholly owned subsidiary of HSBC Holdings plc (“the
Parent”, “HSBC"). In these consolidated financial statements, HSBC Group means the Parent and its subsidiary
companies. These consolidated financial statements are prepared in accordance with International Accounting
Standard (“1AS’) 34 ‘Interim Financial Reporting’ as issued by the International Accounting Standards Board
(“1ASB") and in accordance with Section 308 of the Bank Act.

These interim financial statements should be read in conjunction with the bank’s 2011 annual consolidated financial
Statements.

Presentation of information

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

(ii) The bank provides services or enters into transactions with HSBC Group regarding the sharing of costs of
development by Canadian employees for certain technology platforms used by HSBC around the world. In
previous periods, we have shown the salary and related direct expenses for these employees and the recovery of
these expenditures on a gross basis as part of "General and administrative expenses' and "Other operating
income" respectively. Effective for the first quarter of 2012, the bank has reported the impact of these
transactions on a net basis by reclassifying the recovery of these expenditures from "Other operating income" to
"Genera and administrative expenses'. This change in presentation only affects transactions for which there is
no arm's length mark-up on costs. Prior periods have aso been reclassified to conform to the current year's
presentation. Asaresult, the impact of this change is areduction in "Other operating income" and "General and
administrative expenses” of $29m (30 June 2011: $22m; 31 March 2012: $14m).

(iii) The bank records a collective alowance on al items with credit risk including off-balance sheet credit
instruments such as guarantees and credit commitments. In previous periods, the collective allowance related to
all credit instruments has been recorded as a deduction from "Loans and advances to customers’. Effective for
the first quarter of 2012, the bank has reclassified the portion of the collective allowance related to off balance
sheet credit instruments into "Other liabilities'. Prior periods have aso been reclassified to conform to the
current year's presentation. As a result, the impact of this change is an increase in "Loans and advances to
customers' and "Other liabilities' of $79m (30 June 2011: $72m; 31 March 2012: $72m).

Neither of the above reclassifications have any impact on reported financial results or Shareholders’ equity.

Use of estimates and assumptions

The preparation of financia information requires the use of estimates and assumptions about future conditions. The
use of available information and the application of judgement are inherent in the formation of estimates; actua
results in the future may differ from estimates upon which financial information is prepared. Management believes
that the bank’s critical accounting policies where judgement is necessarily applied are those which relate to
impairment of loans and advances, and the valuation of financial instruments as described on pages 66 to 78 of the
bank’s Annual Report and Accounts for 2011.

Consolidation

The consolidated financial statements of the bank comprise the financial statements of the bank and its subsidiaries
as at 30 June 2012. The method adopted by the bank to consolidate its subsidiaries is described on page 64 of the
Annual Report and Accounts for 2011.

28



HSBC Bank Canada

Notes on the Financial Statements (Unaudited) (continued)

(e) Future accounting developments

Future accounting developments have been disclosed on pages 65 to 66 of the bank’s Annual Report and Accounts
for 2011.

In 2012, the IASB reconsidered the requirements for classification and measurement relating to IFRS 9 to address
implementation issues. An exposure draft of revised proposals is expected in the second half of 2012. Presently, the
Office of the Superintendent of Financial Institutions Canada (“ OSFI”) does not alow early adoption. Therefore, the
implementation and effects of IFRS 9 remains uncertain.

Summary of significant and critical accounting policies

There have been no significant changes to the accounting policies of the bank as disclosed on pages 66 to 78 of the
Annual Report and Accounts for 2011.

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 June 30 June 31 March 30June 30 June

2012 2011 2012 2012 2011

$m $m $m $m $m

Pension plans — defined benefit ... 1 3 3 4 6

Pension plans— defined contribution............ccceu.... 6 8 11 17 20
Healthcare and other post-employment benefit

PlaNS ..o, 3 2 2 5 5

10 13 16 26 31

Actuarial valuations for the bank’s pension plans and non-pension arrangements are prepared annualy. The most
recent actuarial valuations of the defined benefit pension plans for funding purposes were conducted as at 31

December 2011.

4 Trading assets

At 30 June At 30 June At 31 December
2012 2011 2011
$m $m $m

Trading assets:
which may be repledged or resold by counterparties..............coevverceeennnnnenicnnn. 1,826 77 704
not subject to repledge or resale by COUNLErParties............covreverierresreeeeneresieieeeenes 4,183 4,559 3,883
6,009 5,336 4,587
At 30 June At 30 June At 31 December
2012 2011 2011
$m $m $m
DEDE SECUNTIES....c.eiiii e 2,803 2,592 2,034
BankKers CCEPLANCES ........c.curiimiiiicccieietes sttt 2,375 588 1,975
CUStOMEY tradiNg BSSELS .......c.cueviiiriiiice s 460 1,139 304
Treasury and other eligible Dills ..., 324 854 245
EQUITY SECUNTIES......oviiiiicc s 47 163 29
6,009 5,336 4,587

Included within the above figures for the bank are debt securities issued by banks and other financial institutions of
$79m (30 June 2011: $77m; 31 December 2011: $84m) none of which are guaranteed by various governments.
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HSBC Bank Canada

Notes on the Financial Statements (Unaudited) (continued)

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 on pages 66 to 78, and Note 11 on page 95 to 101 of the bank’s Annual Report and Accounts for
2011.

Fair values of derivatives by product contract type held:

At 30 June 2012

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange ..........cccceuu.. 1,031 87 1,118 954 5 959
Interest rate 568 390 958 513 176 689
Commaodity 82 — 82 82 - 82
Grosstotal fair values ............. 1,681 477 2,158 1,549 181 1,730

At 30 June 2011

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange .........cccoeuue. 1,028 - 1,028 1,056 - 1,056
Interest rate ......... . 204 278 482 157 91 248
Grosstotal fair values ............. 1,232 278 1,510 1,213 91 1,304

At 31 December 2011

Assets Liabilities
Trading Hedging Total Trading Hedging Total
$m $m $m $m $m $m
Foreign exchange .........cccoeuue. 1,034 87 1,121 999 9 1,008
Interest rate ..... . 548 499 1,047 479 224 703
Commodity ......cccoen. . 35 - 35 35 - 35
Grosstotal fair values ............. 1,617 586 2,203 1,513 233 1,746

Trading derivatives

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

At 30 June At30June At 31 December

2012 2011 2011

$m $m $m

FOrigN EXChANGE ....ceceecieerere ettt 68,663 56,937 57,374
1= S = = OSSR 51,392 45,985 34,992
[0 0114170 o 11 Y7 PP 462 — 130
TOtAl AENIVALIVES ...ttt ebenn 120,517 102,922 92,496

The notional or contractual amounts of these instruments indicate the nominal value of transactions outstanding at
the reporting date; they do not represent amounts at risk.
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HSBC Bank Canada

Notes on the Financial Statements (Unaudited) (continued)

Hedging instruments

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

At 30 June 2012 At 30 June 2011 At 31 December 2011
Cash flow Fair value Cash flow Fair value Cash flow Fair value
hedge hedge hedge hedge hedge hedge
$m $m $m $m $m $m
Interest rate..........coceevennenee. 23,599 4,119 18,852 4,025 24,740 4,494
Foreign exchange................ 2,129 - — — 1,389 -
Totd derivatives.................. 25,728 4,119 18,852 4,025 26,129 4,494

Fair value of derivatives designated as fair value hedges

At 30 June 2012 At 30 June 2011 At 31 December 2011
Assets  Liabilities Assets  Liabilities Assets  Liabilities
$m $m $m $m $m $m
INLErESE ML ..o 6 91 9 36 2 127

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

Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2012 2011 2012 2012 2011
$m $m $m $m $m
Gaing/(losses)
On hedging iNStFUMENtS ........cccceorereeueiierenieienne (53) 47) 43 (20) (28)
On hedged items attributabl e to the hedged
FISK ittt 54 47 (43) 11 29

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

Fair value of derivatives designated as cash flow hedges

At 30 June 2012 At 30 June 2011 At 31 December 2011
Assets  Liabilities Assets  Liabilities Assets Liabilities
$m $m $m $m $m $m
Foreign exchange.........coveveveiececeereennrenreeeeees 87 5 - - 87 9
INLErESE FAE ..o 384 85 269 55 497 97
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6 Financial investments

Financia investments consist of the following:

Financial investments
Not subject to repledge or resale by counterparties ..........c.coceeeeevevveeeierenreneenas

Available-for-sale
Debt SeCUrities @and OtNEY .......cccvieieecee e
Treasury bills and other €ligible bills ...

At 30 June At 30 June At 31 December
2012 2011 2011

$m $m $m

20,105 17,928 19,168
17,760 15,340 17,452
2,345 2,588 1,716
20,105 17,928 19,168

Included within the above figures for the bank are debt securities issued by banks and other financial institutions of
$2,012m (30 June 2011: $1,614m; 31 December 2011: $1,541m) of which $453m (30 June 2011: $420m; 31

December 2011: $270m) are guaranteed by various governments.

Included in the available-for-sale debt securities are debt securities issued by governments of $15,462m (30 June

2011: $13,548m; 31 December 2011: $15,590m).

7 Trading liabilities

At 30 June At 30 June At 31 December
2012 2011 2011
$m $m $m
Other liabilities — Net ShOrt POSITIONS .......ccvvreeieieierreeeer s 2,117 2,219 1,305
Customer trading liahilities................ 1,088 1,881 1,516
Other debt securitiesin issue 75 154 175
3,280 4,254 2,996

8 Financial liabilities designated at fair value
At 30 June At 30 June At 31 December
2012 2011 2011
$m $m $m
DEbt SECUNTIES IN ISSUB.....vcveeeieeteeceee ettt sas s e seees 580 580 580
Subordinated dEDENTUIES ...........cevvireieicceceee et 431 421 426
1,011 1,001 1,006

The carrying amount at 30 June 2012 of financial liabilities designated at fair value was $39m higher (30 June 2011:
$33m higher; 31 December 2011: $35m higher) than the contractual amount at maturity. At 30 June 2012, the
cumulative amount of change in fair value attributable to changes in credit risk was a gain of $4m (30 June 2011:

$5m gain; 31 December 2011: $22m gain).
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9 Notes on the statement of cash flows
Quarter ended Half-year ended
30 June 30 June 31 March 30 June 30 June
2012 2011 2012 2012 2011
$m $m $m $m $m
Non-cash itemsincluded in profit before tax
Gain on sale of full service retail brokerage business.................. - - (84) (84) -
Depreciation and amortiZation...........c.cccovrveeeereneneneeeeeneneseneenenes 19 23 15 34 37
Share based payment EXPENSE.........ovveeeerrrereeeereseseresesesesenees 8 6 4 12 11
Loan impairment charges and other credit risk provisions.......... 59 31 48 107 80
Charge for defined benefit pension plans...........ccccoevevecnnininens 3 3 3 6 6
89 63 (14) 75 134
Changein operating assets
Change in prepayment and accrued iNCOME..........cccorureeuenererenenns (©)] 17 a7 (20) (20)
Change in net trading securities and net derivatives.. (232) 677 (715) (947) 833
Change in loans and advances to customers........... (790) 382 (1,086) (1,876) (482)
Change in Other @SSELS..........cccieueriirnriecceee e (110) (285) (418) (528) (624)
(1,135) 791 (2,236) (3,371) (293)
Changein operating liabilities
Change in accruals and deferred inCOmMe............cccvvvnecicecienenns (35) (36) (21) (56) (80)
Change in deposits by banks..........ocoieeennnncccneeeees 308 (396) 62 370 89
Change in CUStOMEr @CCOUNES ........covvveveeeeenerenieieieieseses e 60 1,102 423 483 30
Change in debt SECUritieS iNiSSUE.........ceeerireririeeecre s (45) 51 679 634 464
Changein financial liabilities designated at fair value... 9 25 4 5 18
Change in other l1ahilities.........coeeerrrceirree e 463 455 (237) 226 1,087
760 1,201 902 1,662 1,608
Cash and cash equivalents
Cash and balances at central bank ...........ccccovrriinnnnccccice 70 66 141 70 66
Items in the course of transmission to other banks, net................ (232) (45) (269) (232) (45)
Loans and advances to banks of one month or less...........c...c...... 1,919 4,873 1,546 1,919 4,873
T-Bills and certificates of deposits — three months or less........... 243 1,546 487 243 1,546
2,000 6,440 1,905 2,000 6,440
Interest
INEEIESE PAI ..o 239 271 147 386 455
INEErESE FECAIVEM ....vereiiecieee e 569 610 582 1,151 1,187
10 Contingent liabilities, contractual commitments, and guarantees
At 30 June At 30 June At 31 December
2012 2011 2011
$m $m $m
Guarantees and other contingent liabilities
Guarantees and irrevocable letters of credit pledged as collateral security ................. 2,945 2,362 2,641
Commitments
Undrawn formal standby facilities, credit lines and other commitmentsto lend @ ... 35,247 35,035 37,417
Documentary credits and short-term trade-related transactions .............ccceevveeeerenne 377 432 294
35,624 35,467 37,711

(1) Based on original contractual maturity.
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11

Litigation

We are subject to a number of legal proceedings arising in the normal course of our business. We do not expect the
outcome of any of these proceedings, in aggregate, to have a material effect on our consolidated financial position or
our results of operations.

Segment analysis

We manage and report our operations according to our main customer groups. Information on each business line is
included in the Annua Report and Accounts 2011, on pages 7 to 10. Various estimate and allocation methodol ogies
are used in the preparation of the customer groups’ financia information. We allocate expenses directly related to
earning revenues to the groups that earned the related revenue. Expenses not directly related to earning revenue, such
as overhead expenses, are alocated to customer groups using appropriate allocation formulas. Customer group net
interest income reflects internal funding charges and credits on the customer groups’ assets, liabilities and capital, at
market rates, taking into account relevant terms and currency considerations. The offset of the net impact of these
charges and credits is reflected in the Global Banking and Markets segment.

A brief description of each customer group is as follows:

Retail Banking and Wealth M anagement

Retail Banking and Wealth Management offers its products and services to customers based on their individual
needs. Customer offerings include personal banking products (current and savings accounts, mortgages and personal
loans, credit cards, debit cards and local and international payment services) and wealth management services
(investment products, estate and financial planning services).

Commercial Banking

Commercia Banking business is segmented into Corporate and Business Banking to serve both Corporate and Mid-
Market companies, as well as small to medium-sized enterprises respectively. Client offerings include financing,
payment and cash management, international trade finance, treasury capital markets and advisory, commercial cards
and online banking channels.

Global Banking and Markets
Global Banking and Markets consists of two principal business lines; Global Banking and Global Markets.

Globa Banking is responsible for the overall management of relationships with major corporate and institutional
clients. This involves working closely with a variety of product specialists to deliver a comprehensive range of
services such as treasury and capital markets, transaction banking, strategic advisory and investment management
and the origination and ongoing management of the credit and lending product.

Globa Markets is responsible for the management of relationships with clients that include international and local
corporations, institutional investors, financial institutions and other market participants. We speciaize in foreign
exchange, credits and rates, structured derivatives and equities and debt capital markets.

Consumer Finance

Consumer Finance, through the bank’s wholly-owned subsidiary, HSBC Financial Corporation Limited, provided
consumer finance products and services, including real estate secured loans, personal loans, specialty insurance
products and credit cards, including private-label credit cards to retail merchants.

On 21 March 2012, HSBC Financial Corporation Limited announced that it will be winding down the Consumer
Finance business in Canada and, except for existing commitments, ceased origination of loans. Details of
restructuring charges incurred as aresult of this decision are disclosed in note 14.
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Other

Activities or transactions which do not relate directly to the business segments are reported in ‘Other’. The main
items reported under ‘Other’ include financial instruments classified as trading under the fair value option and
revenue and expense recoveries related to information technology activities performed on behaf of HSBC Group
companies.

The accounting policies of the segments are consistent with those followed in the preparation of the consolidated
financia statements as disclosed on pages 66 to 78 of the bank’s Annual Report and Accounts for 2011.

Figuresin $m
Quarter ended Half-year ended
30June 30 June 31 March 30June 30 June
2012 2011 2012 2012 2011
$m $m $m $m $m
Retail Banking and Wealth Management
Net interest iNCOME ........cooeveenicrereeereereereereens 92 107 105 197 201
Net feeincome a4 66 42 86 136
Net trading iNCOME ........cccevvirniniiicceeee s 3 4 3 6 10
Other operating iNCOME ..........ccoeeeririniniineeeeieeene 3 2 2 5 4
Gain on sale of full serviceretail brokerage business . - - 76 76 -
Net operating income before loan impairment
charges and other credit risk provisions ................. 142 179 228 370 351
Loan impairment charges and other credit risk
PrOVISIONS ...ooviiiiiccicicietete et (7 (4) (6) (13) (6)
Net operating iNCOME ..........ccovniercicernesreseeeenes 135 175 222 357 345
Total operating expenses (excluding restructuring
CREIGES) ..eovecereeeeee s (128) (127) (127) (255) (283)
Restructuring Charges ...........oeveeececeerernnenenenecenenens - - (2 2 -
Profit before income tax expense ..........c.ccvveenececenee 7 48 93 100 62
Commercial Banking
Net interest iNCOME .......oueueverrerriniicicereer s 177 177 180 357 350
Net fEETNCOME ..o 72 67 71 143 136
Net trading iNCOME .........ccccvvvniviicce e 8 6 8 16 12
Other operating iNnCOME/(EXPENSE) .......cvcvereureeuereererenens 3 (16) 1 4 (15)
Net operating income before loan impairment
charges and other credit risk provisions ................. 260 234 260 520 483
Loan impairment charges and other credit risk
PrOVISIONS ..ottt (26) (6) (11) 37 (23
Net operating iNCOME ..........ovvvieicicernsrree s 234 228 249 483 460
Total operating EXPENSES ..........covvriicrieieessreseeees (85) (80) (92) a77) (176)
Operéting profit 149 148 157 306 284
Share of profit in 8SSOCIAES ........cccvverreniicicieriieininns - 1 1 1 2
Profit before income tax expense ............ccvveenicecunee 149 149 158 307 286
Global Banking and Markets
Net interest iNCOME .......oueueverrerriniicicereer s 40 40 46 86 89
Net feeincome ... 19 19 19 38 33
Net trading income ..........cccoeevvvnveniccnee 28 23 22 50 44
Gain less losses from financia investments ................ 28 4 17 45 20
Other operating iNCOME/(EXPENSE) ........cvoevveevverrranns 2 1 (1) 1 2
Gain on sale of full service retail brokerage business . - — 8 8 —
Net operating income ...... 117 87 111 228 188
Total operating expenses (33) (27 (25) (58) (56)
Profit before income tax expense ..........cocveeeererenenee 84 60 86 170 132
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Figuresin $m
Quarter ended Half-year ended
30June 30 June 31 March 30June 30 June
2012 2011 2012 2012 2011
$m $m $m $m $m
Consumer Finance
Net interest income 72 69 73 145 139
Net feeincome ............ 12 10 11 23 20
Other operating iNCOME .........ccoveeerrurrnenieceereeennnens - 1 2 2 2
Net operating income before loan impairment
charges and other credit risk provisions .................. 84 80 86 170 161
Loan impairment charges and other credit risk
PrOVISIONS ..ottt eaeees (26) (21) (32) (57) (51)
Net operating iNCOME ..........covriercicernsineseeeenes 58 59 55 113 110
Total operating expenses (excluding restructuring
CAIGES) .vvreeieieeereieireee e (22 (44) (38) (60) (87)
Restructuring Charges ..........cocveeevieeneceneneeneerseneeenns - - (34 (34 -
Profit/(loss) before income tax expense ..........ccoveeeeene. 36 15 (17) 19 23
Other
NEL INtErest EXPENSE ....couveereiercerereeeiseiseeseae e eseeseeseses 9) 3) (6) (15) (@)
Net trading income 8 3 7 15 7
Net gain/(loss) from financial instruments designated
at falr VAU ..o ()] 2 (19 (16) (6)
Other operating iNCOME ..........ccoieerinerninninieneeenens 14 15 9 23 30
Net operating inCOMe/(EXPENSE) ........ccvereeeerereerereenenes 11 17 (@) 7 24
Total Operating EXPENSES ......c.ocweeereeerreeeerreernerseesneeens (8 (15) (29 (32 (30)
Profit/(loss) before income tax expense ..........cc.weveeee 3 2 (28) (25) (6)
Other information about the profit/ (loss) for the quarter
Global
Retail Banking Banking
and Wealth Commercial and Consumer
Management Banking Markets Finance Other Total
Quarter ended 30 June 2012
Net operating income: 135 234 117 58 11 555
External ... 180 223 83 58 11 555
INEEr-SEIMEN ..vvvevveeeveoeeieeeieeesinns (45) 1 34 - - -
Quarter ended 30 June 2011
Net operating income: 175 228 87 59 17 566
S 190 219 81 59 17 566
Inter-segment .........ccccoovvrecniiennnnen (15) 9 6 - - -
Quarter ended 31 March 2012
Net operating income: 222 249 111 55 (4) 633
EXEENGl ©.ovvooocveeeeeeeee e 254 233 95 55 @ 633
110 =0 01 1= oL (32 16 16 - - -
Half-year ended 30 June 2012
Net operating income: 357 483 228 113 7 1,188
S 434 456 178 113 7 1,188
Inter-segment . 77 27 50 - - -
Half-year ended 30 June 2011
Net operating income: 345 460 188 110 24 1,127
[S0= 1072 IR 382 444 167 110 24 1,127
Inter-segment .........ccccoevvrecniiennnnnn. 37) 16 21 - - -
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Banking

16,691
3,700
20,093
19,426
3,700
23,496

14,367
4,165
19,386
17,478
4,165
22,424

15,355
3,298
19,457
18,935
3,298

Retail
Banking and
Wealth  Commercial

Management

At 30 June 2012
Loans and advances to customers (net) 25,386
Customers' liability under acceptances -
Total assets ........... 25,601
Customer accounts 20,590
ACCEPLANCES ..o -
Total liabilities ....ccevereerrricccne 23,617

At 30 June 2011
Loans and advances to customers (net) 24,485
Customers' liability under acceptances -
Total @SSELS ...vvveeereeeeer e 25,466
Customer acCounts .........cccoeeereerereenenees 25,270
ACCERLANCES .....cooeiiiiieirre s -
Total liabilities .....coovvvvrricccicne 35,436

At 31 December 2011

Loans and advances to customers (net) 24,580
Customers' liability under acceptances -
Total aSSELS ....ooveeeeeeceeieiee s 25,565
Customer aCCOUNTS .......covevrveremerererenrenes 25,210
ACCEPLANCES ....oovenveeeririeeneeee e -
Total liabilities ....ccoeveerriccceee 28,270

12 Related party transactions

23,173

Notes on the Financial Statements (Unaudited) (continued)

Global

Banking and
Markets

3,664
759
36,262
7,121
759
29,157

5,630
789
35,496
2,808
789
17,500

3,931
761
34,549
2,505
761
22,807

Consumer
Finance

2,202

2,355
1

1,957

2,375

2,531
1,237

2,161

2,412

2,549
1

2,159

Other
(1,817)

(2,212)
(41)

(1,439)

(1,237)

(1,348)
(1,271)

(857)

(1,921)

(2,052)
(37)

(1.544)

Total

46,126
4,459
82,099
47,097
4,459
76,789

45,620
4,954
81,531
45,522
4,954
76,664

44,357
4,059
80,068
46,614
4,059
74,865

The amounts detailed below include transactions between the bank and HSBC Holdings including fellow
subsidiaries of HSBC Holdings. The transactions below were made in the ordinary course of business and on
substantialy the same terms, including interest rates and security, as for comparable transactions with third party

counterparties.

Transactions between the bank and HSBC Holdings including fellow subsidiaries of HSBC Holdings

Quarter ended Half-year ended

30June 30 June 31 March 30June 30 June
2012 2011 2012 2012 2011
$m $m $m $m $m

Income Statement
INtErest iNCOME ....ccoveieeieeieese e 1 4 2 3 7
INtErest EXPENSE ..ovvvvveeeeeerreeeee e Q) Q) 0] 2 )
FEEINCOME ... 4 4 4 8 8
FEE EXPENSE ...t Q) (€] D] 2 (©)]
Other operating iNCOME .......cccoveveveererenereeerenenns 12 15 12 24 32
General and administrative expenses ................. (30) (29) (23) (53) (48)

Balances due to/from the bank and HSBC Group affiliates in Europe at 30 June 2012 are included in “Exposures to
Europe” within the Management’s Discussion and Analysis on page 19. Other balances have not changed materially
compared with those shown in the bank’s 2011 annual consolidated financial statements.
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13 Sale of full service retail brokerage business

On 20 September 2011, the bank, together with certain of its wholly-owned subsidiaries, entered into an agreement
to sell certain assets of the full service retail brokerage business. The transaction closed effective 1 January 2012.

On closing, the assets of the full service retail brokerage business were transferred. The assets, liabilities and profit
relating to the business were previously included in the Retail Banking and Wealth Management segment. Assets
and liabilities relating to the disposal group sold were recorded as held for sale and measured at the lower of the
carrying amount and fair value less costs to sell. These assets and liabilities were included within Other assets and
Other liabilities respectively as follows:

At 31 December
2011
$m
Current assets
LI LT = 5 = £ 36
PIEDBYIMENLS. ...ttt b bt h e bt h b st h e e e e e e e e e b £ b s b eh e E e s e R e e e R e e b e e b e e Rt e e ne et ee e r s 5
OLNEY BSSELS.....ceeveeeeee ittt b bbb e s b b E e h b b E b AR h b h bbbt 17
58
Non Current assets
GOOAWill N INEANGIDIE @SSELS.......c.eueirerteieieirere ettt ettt b et b et b bbb st bbb et s b et e s e ebenas 3
INCIUEA 1N OENEN @SSELS ...ttt b bbbt b ettt 61
Current liabilities
THAO0ING [HADITTIES. ...ttt bbb b bbb £ e e E e bbb e et se bbb e bt s e e s bes (310)
Accruas and deferred income (5)
OLNEY HADITITIES ...ttt ettt b bbb bR R b bbb E et b b e b e bbb e s bt e b et eb s s nnn (3)
INCIUAE IN Ot [HADITTIES. .. ..vveeeeei ettt e e e e e s e s e s e e e s s esesn e e s nensennnens (318)
INEE QISPOSEl GIOUP ....cvveieuerirteieietentees st e e bt e bbbt se bbb e st s e e e b e b e b et e S se e b e Re e e sE s b e b e b e R e e ee b e b e b et st b s ek e be e e essbebennnens (257)

Trading liabilities represents customers’ deposits in their broker trading accounts. On closing, cash representing
these amounts was transferred to the purchaser.

A gain of $84m, net of assets written off and directly related costs was recorded in the first quarter of 2012. Of this
gain, $76m and $8m was attributed to the Retail Banking and Wealth Management and Global Banking and Markets
businesses respectively.

In the first quarter of 2012, $2m of restructuring charges were incurred either relating to this transaction or from
actions undertaking within the business arising as a result of the sale. This amount is excluded from the gain noted
above. Further details of these restructuring charges are set out in note 14 below.

38



HSBC Bank Canada

Notes on the Financial Statements (Unaudited) (continued)

14 Restructuring charges

In March 2012, HSBC Finance Corporation Limited announced the winding down of the Consumer Finance
business in Canada and, except for existing commitments, ceased origination of loans. Accordingly restructuring
costs were incurred relating to employee severance, pension curtailment and changes in benefits plans, uneconomic
contracts, onerous leases and impairment of assets. In addition, as disclosed in note 13, certain restructuring costs
were incurred relating to the sale of the full service retail brokerage business. An analysis of the restructuring

charges by expense typeis set out below:

Consumer Finance

Quarter ended Half-year ended

30 June 31 March 30 June

2012 2012 2012

$m $m $m

Employee severance and related compensation and benefits charges, net ........... - 17 17
Genera and administrative expenses, including onerous lease provisions ........... - 14 14

Impairment of property plant and equIpPMENt ...........ccccceerenrnneniceeeeene, - 3 3
— 34 34

Full serviceretail brokerage business

Quarter ended Half-year ended

30 June 31 March 30June

2012 2012 2012

$m $m $m

Employee severance and related compensation and benefits charges ................. - 2 2
Genera and administrative expenses, including onerous lease provisions ........... - - -
Impairment of property plant and eqUIPMENt ..........occceeeemnnnnncceeeeeene, - - —
_ 2 2

36 36

Tota —

15 Events after the reporting period

There have been no material events after the reporting period which would require disclosure or adjustment to the 30
June 2012 financial statements.

These consolidated financial statements were approved by the Audit and Risk Committee on 26 July 2012 and
authorized for issue.
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